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John Maynard Keynes (18 8 3-19 46 ) was without doubt one of the most influ
ential thinkers of the twentieth century. His work revolutionised the theory 
and practice of modern economics. It has had a profound impact on the 
way economics is taught and written, and on economic policy, around the 
world. The Collected Writings o f  Jo h n  M aynard Keynes, published in full in 
electronic and paperback format for the first time, makes available in thirty 
volumes all of Keynes’s published books and articles. This includes writings 
from his time in the India Office and Treasury, correspondence in which he 
developed his ideas in discussion with fellow economists and correspondence 
relating to public affairs. Arguments about Keynes’s work have continued 
long beyond his lifetime, but his ideas remain central to any understanding of 
modern economics, and a point of departure from which each new generation 
of economists draws inspiration.

This volume brings together Keynes’s attempts to influence public opinion 
and policy concerning primarily British affairs between 1922 and 1929. Dur
ing this period, his major concerns were Britain’s attempt to return to the 
gold standard and its consequences, industrial policy (especially in the cot
ton textile industry) and unemployment policy, although he became briefly 
involved in many other subjects. Most of the volume consists of Keynes’s 
journalism for the period, but it also contains his previously unpublished 
evidence to official committees, anonymous contributions to the Nation and 
Athenaeum, and related correspondence.



At a meeting of the Liberal Industrial Inquiry, 1927.

Sir Herbert Samuel, Walter Layton, David Lloyd George, 
Hubert Henderson and J.M .K.
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Chapter i

M f M A i M L L  A i N J J  1 JN V L 5 L M L i \  1 , I V Z Z - l V Z d

Although domestic events and policies absorbed some of Keynes’s attention
/Inrimr l  intpmatinnîil affairc mnct nnMhlvr f-hp urnrtmcr nut n f  thp....................1 ̂  Il.*VkJ*. iiv  IWU1 j  U1 V Tf V lA iilg  W* «. VI klivUUA 1AI

peace treaties and post-war reconstruction, absorbed most of the time and 
energy he devoted to public affairs. From late 1922 onwards, however, the 
focus of his interests began to shift more towards Britain and her problems.

An indication of this shift in focus came with the fall of Lloyd George’s 
Coalition Government, in the midst of talk of an election campaign, following 
the meeting of Conservative members of Parliament at the Carlton Club on 
19 October 1922, and Bonar L aw ’s succession as Prime Minister. Tw o days 
after L aw  assumed office, Keynes spoke to the 95 Club, a Liberal society, 
in Manchester.

Notes fo r  a speech at the 95 Club, Manchester, 25  October 1Q22

I believe in the depth and reality of the great traditional 
divisions between parties,— that they depend on deep principles 
which are forever reappearing in changing circumstances.

I therefore welcome it with profound relief that the confusions 
which perhaps inevitably followed the suspension o f political 
controversy during the war have been brought suddenly to an 
end; and that Liberals can again stand together as Liberals 
determined to make prevail sooner or later the principles o f wise 
government.

But eight years have passed since we were in this position. 
Other preoccupations have overwhelmed us. We need therefore 
a greater intellectual effort than usual to get our principles 
clearly embodied in a programme. And when Liberals meet 
together on such an occasion as this, we shall spend our time 
best in discussing together what this programme ought to be.

We must begin with the national finance, the consolidation 
of which is the necessary condition o f progress in most other 
directions.
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ACTIVITIES 1922-1929

I venture to lay down this proposition— that the field o f 
possible economies is comparatively narrow.

A large part o f our expenditure— service of debt, pensions—  
honourable and unalterable commitments.

A further part are social services which it would be wasteful 
to curtail. I am afraid that we must agree that all further 
expensive schemes o f social improvement, even though they 
may be productive in the long run, must be postponed. But we
m l i f t  K 0  A n n o llï-  n K e h n o tp  in  tp A n m n ' t h  n cp  nrA l i i v pm u o i  t / v  v \ ^ u n i i  j  j  L i n a  l v  m  n  v  u u t v >

Beyond this there may be waste arising from mismanagement. 
Economies in tins direction not significant in relation to tiie 
budget.

There only remain two categories o f large expenditure, 
armaments and commitments abroad.

I think we have got to go for these two items bald-headed.
B[onar] L[aw]’s administration will do its best but not 

bald-headed.
We must have a change of policy so drastic that it may even 

involve some risks.
Beginning with overseas commitments

Evacuation o f Palestine and Mesopotamia with possible
exception o f Basra
Appeal to Dominions to take up more fully their share o f
nnliciner th e  F.m n iret------------c > ----- -------- 1------

Reduction o f the Army even to a point incompatible with
n n r  A v p r t i n r r  n r r r p p /1  i n f l i i p n p p  i n  F n » * n r t POUI VAVf U fl^  u g l VVW IIIUUVIIVV ill  J-/UAVpV«

There is no better way o f ensuring peace than by assuming 
it. We can only save ourselves by assuming that for 15  years we 
are not going to be involved in a war by land, even i f  the 
assumption is doubtful and needs courage. I f  no one is afraid 
o f us, I do not think that there is anyone o f whom we need be 
afraid.

We must take the lead in disarmament and not make it 
conditional on the action o f others.

I f  we have a happy and prosperous people at home, we should 
always be equal to a great emergency i f  it ever arises again. This
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is the best form of preparedness and if, as I believe it is, it is 
incompatible with the other forms o f preparedness, this is the 
one to be followed.

There are no important economies to be made except in this 
direction. We must therefore attack these with courage and the 
utmost determination. So much for expenditure. (Does M r 
McK.[enna] feel confident that the conservative administration 
will do this?) What about revenue?

It would be very nice to reduce the income tax— too high for 
social expediency. But very rash at present to promise reduction 
o f any taxes at all.

Are there any new taxes which ought to be put on. What about 
protective import duties?

I have not the slightest doubt that B[onar] L[aw]’s admini
stration will introduce protection sooner or later. M r Law 
himself won his spurs on this subject. He is still an ardent and 
convinced protectionist. He has selected as his Cjnancellor] of 
[the] Exchequer] the parent of the Safeguarding o f Industries 
B ill.1 He will find it hard to balance his budget. Partly on pretext 
of revenue etc.

You in Manchester all know what a disastrous and deceptive 
prescription this would be for making both ends meet.

Nevertheless the danger is great— a wave o f protective 
sentiment passing over Europe.

Yet every scrap of experience which accumulates emphasizes 
the blindness and disastrous folly o f this policy. We in this 
country must not only hold high the banner of unfettered trade 
here. But everywhere where we can exert our influence in 
Europe we must cast it on the side o f freedom.

Formerly free trade was a desirable aid to increased wealth. 
It has now become a necessary and essential defence against a 
crushing poverty. Unless we direct our resources into the 
directions where they are most productive, we shall not be able 
to gain a living at all.

There is one other tax which deserves mention. The capital

I Stanley Baldwin. 
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levy. Two years ago I was in favour. The collapse o f values 
since that date has changed the situation. But circumstances may 
still arise from which the capital levy will be the right way out.

The circumstances for which a levy is reserved are easily 
indicated.

The working part of the population owes the burden o f old 
obligations— proportion o f the fruits o f their toil.

W' A A

I f  this proportion becomes unbearably high there are two 
remedies— one deliberate, the other undeliberate. The capital 
levy and depreciation of the currency.

All the continental belligerents have chosen the second 
alternative— Germany, France.

It is possible that we here can avoid both. But it would not 
be prudent to rely on this until we find by trying what economies 
are possible.

Even here I think there would be not much harm in a modest 
dose o f depreciation. I believe that we should be in a better 
equilibrium all round i f  prices rose to 2 or 2\  times pre-war. This 
would go a long way towards balancing the budget. But i f  we 
could not balance our budget at this level, I should prefer a 
capital levy, which I believe to be perfectly feasible technically
fas a Manchester man M r Svdnev Arnold2 has shown more
\  ̂ ■>

clearly than anyone), to further depreciation.
In short I do not think that a capital levy is practical politics 

at present but it is not inconceivable that we may be forced to 
fall back on it.

M y financial policy for Liberalism is therefore
(1) Drastic economies on fighting and foreign services
(2) Uncompromising free trade
(3) No promises o f any reduction in taxation until the Budget 

has been balanced including provision for sinking funds
(4) The preservation o f our existing social expenditure, 

especially on health and education, but no new expensive pro
jects just at present.
2 The reference is to S. Arnold, ‘ A Capital Levy: The Problems of Realisation and 

Valuation’, Economic Journal, June 1918.
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I believe that the Liberal Party is the only party in the state 

which can achieve this programme.
I do not agree with McKenna that Bonar is the one man who 

can do it because
(1) His economies will not be firm enough
(2) He will be led into protection
(3) I f  he attacks the social services he will cause a dangerous 

reaction.
On the other hand the Labour Party though they may make 

the economies and may be freetraders are likely to neutralise 
these virtues by premature reductions o f taxation and premature 
social programmes

Webb’s article
A word or two about Foreign Policy
Our course is plain— a sincere, open and generous policy with 

which we persevere. Peace, Freedom and Reconstruction. 
Seeking for ourselves no direct advantages. It may now be much 
too late to preserve Europe from past catastrophes. The moral 
defection o f M r L .G . at the last election and during the Peace 
Conference, when he more or less consciously sinned against the 
light, have made him an architect of almost irreparable ruin.

We can only do our best. I am not confident but I am not 
pessimistic. Anyway the only possible hope lies in an attempt 
to settle things on their merits, to tell the truth and not to talk 
cant and humbug to please anyone.

I do not think that any party except ours combines the 
wisdom and the experience with freedom from recent entangle
ments necessary to carry this policy to success.

One further point. In the present situation o f the Liberal 
Party the personality o f M r L .G . has an inevitable importance. 
At the moment apparently he is up for auction willing to heed 
any party or section from Limehouse to Belgravia who makes 
him a good offer. At this auction I hope we shall not be bidders.

But so far as our programme is concerned does it not exhibit 
a policy on which all rank-and-file Liberals can combine? And
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is it not a policy which none but Liberals can hope to carry to 
success?

The next day Keynes spoke to the Manchester Luncheon Club on ‘ Is the 
Nineteenth Century O ver?’ . N o notes for this speech survive.

Bonar Law  obtained a dissolution of Parliament on 25 October, and called 
the general election for 15  November. Keynes was out of the country for 
most of the election campaign, acting as an unofficial adviser to the German 

Government.3
On the night of the election, with Sir Charles Addis a director o f the Bank 

of England in the chair, Keynes delivered the first of four lectures to the 
Institute of Bankers. The lectures, which were followed by an examination 
for those attending, were private and, as a result, not extensively reported. 
A  stenographer’s transcript, corrected by Keynes, survives. These lectures 
provide a useful transition from Keynes’s German preoccupations to 

domestic matters.

Lecture to the Institute o f  Bankers, 1 5  Novem ber ig 2 2

m r  k e y n e s : Ladies and gentlemen, Sir Charles Addis, I owe 
you all a sincere apology for not appearing last week. I tried up 
to the last moment to be here, but I was unavoidably detained. 
But perhaps there have been two advantages from that. In the 
first place, you and I have the pleasure o f having with us now 
Sir Charles Addis on his first public appearance, I think, since 
his recovery. In the second place, my visit to Berlin will, I hope,
n n . k l  a  m A  1 1111  o f r n f o  o n m o  n f  f L a  a n A tin m m  t k  OAt*iae Tviiatriv- mv- iu  111 u s l i a i l  a ir iu v  u i  lu v  w w n u m iw  u iv u i  ivis v v iiiv u  1

shall put before you from some very recent events.
A great number o f years ago now Professor Irving Fisher 

wrote his book, which was called Appreciation and Interest 
[1890]. He first emphasised what other economists had noted 
but had not emphasised, namely, the important distinction 
between the real rate o f interest and the money rate o f interest. 
I f  prices are going up or going down there is a distinction 
between the two. I f  a man lends for a year at 5 per cent £ 10 0 ,

3 See JM K ,  vol. xvm, pp. 61-3.
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which is worth one hundred units o f goods, and i f  at the end 
o f the year that sum of money is worth one hundred and ten 
units o f goods, he gets at the end of the year not one hundred 
and five but one hundred and fifteen units o f goods, because he 
receives back the hundred units o f money plus the five units of 
money interest; so that, while the money rate o f interest is five 
per cent the real or commodity rate o f interest is fifteen per cent. 
Correspondingly, when prices are rising so that the money is
worth a smaller amount of commodities, at the end o f the neriod■ / - - - - - -  r  - - -

you may have a real rate of interest which is much lower than
th e  m nnpv raff* n f  intprPRt Tf th e  £  in n  w  e r e  w orth ninptv unite ---- * — ---- ----- -------- rr ^
of commodities at the end o f the period instead o f one hundred
or one hundred and ten, as in the first example, then he would
receive back at the end o f the period about ninety-five units, so
that the one hundred and five units o f money would buy
ninety-five units of commodities. Therefore, while the money
rate of interest would still be five per cent, the real rate o f
interest would now be minus five per cent. A man who had
simply kept the commodities or had bought the commodities at
the beginning o f the period and had held them, would be in a
better position than the man who had lent out the money at five
per cent because the rate o f depreciation in the value of the
money itself had been going on at a greater rate than was
represented by the interest. Professor Fisher brought that
fundamental truth to the front, and he illustrated it in connection
with dear and cheap money in relation to rising and falling
prices. When it is generally supposed that prices are going to
rise, a much higher money rate o f interest is required in order
to make it the real rate o f interest at a given level. Suppose that
it is generally expected that prices may rise anything up to ten
per cent in the period in question. I f  that is anticipated, clearly
a higher money rate o f interest will be required in order to
compensate the lender for the fact that he will be repaid in a
currency o f smaller value than that in which he lent in the first
instance. Businessmen do not look at it in that way; but they

F I N A N C E  AND I N V E S T M EN T,  1 9 2 2 - 1 9 2 3
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look at it in a way which comes to the same thing, because i f  
they feel that prices are going to go up rather than down they 
are much more willing to buy commodities ahead and, therefore, 
much more prepared to pay a stiffish rate o f interest for the 
money which they must borrow in order to enable them to do 
so. When a boom is in full swing and is expected to continue, 
businessmen think it imprudent to put offbuying and, therefore, 
they are not deterred by the high rate o f interest. That is because

miorli tlipu Art nnt -mit it til ■it tti'it thmiorVi1/V1 1 VTW> U1  LllV/Ufcll iUV V X 1 1 W kllUk L1 LV/W i

the money rate of interest is high, the real rate o f interest is not 
high. Correspondingly, when you have a depression in full 
swing, the unwillingness o f people to buy, because they think 
that i f  they hold off they will get goods at a iower price, makes 
them particularly unwilling to borrow money in any case in 
which they can postpone purchase; so that when you have a 
depression and falling prices are anticipated there is a tendency 
for money to be cheap, so the dearness or cheapness o f money 
in the boom and in the depression are attempts to keep the real 
rate o f interest more stable than it would be if  we had the same 
money rate of interest, whether prices were going up or were 
going down.

It very seldom happens that the fluctuations o f the money rate 
of interest are nearly large enough to keep the thing stable. That 
is partly because people do not act sufficiently consciously in the 
matter, and also because, when people have a general impression

fTAItl<T tri t*1 CP At* ^  11 fliP i; /IA rtAt l^rtAnr if  ■.... ............. ...  . . . .  - .......- ......... ................... ■ 1 1 V J UV/ 1 1 V/L IklU/VV U  1 VI V>VA UUJll/X 1 VVJ MX V < tvs x xov vsx uui*

and, therefore, they are not prepared to pay the same rate of 
interest that they would pay it they knew' tor certain that prices 
were going up. Thus you find in general that when prices are 
rising there is a tendency for money to be dear, but not dear 
enough to counteract the actual rise o f prices that takes place.

That is a piece of what is now fairly familiar theory. I found 
in Berlin a very startling example o f its operation in practice. 
In Germany prices have now continued to rise for so long and 
with such violence that, rightly or wrongly (very likely rightly,

8
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but that does not matter), the impression in everybody’s mind 
is that they will continue to rise. Nobody has confidence in the 
future of the mark. Therefore everyone wishes to buy at once, 
and nobody wishes to put off buying. They are willing to pay 
what in ordinary times would be fantastic rates o f interest. On 
all past dates in the recent history o f the mark, the real rate of 
interest in Germany has been negative, to a very great extent; 
that is to say, anybody who can borrow marks and turn them 
into assets would at the end of any given period find that the 
appreciation in the value o f the assets in terms o f marks was far 
greater than the interest he had to pay for borrowing those 
marks. It has been good business for many months now to 
borrow marks and turn them into assets. Everybody is at the 
game. The consequence is that now the rate of interest has risen 
to fantastic heights with extremely interesting reactions on 
business enterprise o f all kinds.

When I was in Berlin a week ago, what you might call the 
gilt-edged rate o f interest for short loans was about twenty-two 
per cent; that is to say, the Deutsche Bank or institutions of that 
kind making advances to a favoured customer, on absolutely 
perfect collateral, would charge about twenty-two per cent. That 
worked out as follows : two per cent above bank rate (bank rate 
at that date was eight per cent: it was altered to ten per cent 
a day or two ago) plus a commission o f one per cent a month. 
That is the gilt-edged rate. I daresay that today it is two per 
cent higher, because the Reichsbank has raised its rate to ten 
per cent. It is two per cent above bank rate, plus the commission 
o f one per cent a month. Anybody who can borrow at twenty-two 
per cent feels extremely pleased. As a matter of fact, demands 
for credit at that rate are rationed. You must not only bring 
perfect collateral, and you must not only be a favoured customer, 
but you must make out a very strong case why you must have 
the money before your bank will lend it you, even at that rate. 
The open market rate for stock exchange transactions, or for 
anything speculative, or for dealings in exchange was from sixty

9
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to one hundred per cent per annum. In particular, anybody who 
had mark balances, anybody who had cash marks and was 
prepared to sell them for foreign exchange spot and buy them 
back three months forward so that he ran no exchange risk, could 
earn interest for that three months— and I think that he can 
today— at the rate of about one hundred per cent per annum. 
Anybody who has mark assets, anybody who has cash marks can 
utilise cash marks to earn interest at the rate o f about one
hundred per cent per annum today, by dealing spot and forward, 
over the exchanges. But people are not particularly willing to 
embark on such transactions, because the general impression is 
that it is much better business to sell your marks for foreign 
v a lu t a  than to buy them back three months forward. People 
prefer the speculation o f the exchanges to the certainty o f one 
hundred per cent per annum, that is, to the certainty o f 
twenty-five per cent over three months. It shows the extent to 
which the demoralisation of opinion in the matter has now 
proceeded.

Professor Cassel and M r Hawtrey and other authorities have 
held that the solution for a great many monetary troubles and 
for the maladjustment o f the market consists in raising the rate 
of discount, the bank rate. In ordinary circumstances I agree 
with them that the world under-estimates the power o f that 
instrument for bringing about a better adjustment. In such 
circumstances as exist in Germany that instrument has lost its
n A u r d t *  K a a ô i i c p  f l i p  r \ f  r A n f i H p n p p  m  f K p  m A « P t r  ic? c u p U  t l i n fu vi  ̂ uvvpul7 v Liiv v/i w iiiiw v iiv v  m  tiiv  u ivu iv j in ou v u  u in i

people will pay these enormous rates o f interest and will not be 
deterred. Consequently, that particular method is virtually
ineffective. The scarcity o f money which results from the 
situation, the dearness o f money, is bound obviously sooner or 
later to have the most far-reaching effects on industry. The 
position has been getting more acute for some months past, but 
since about last August it has become really important. The 
ordinary manufacturing concern in Germany is now suffering 
acutely, not only from the higher rates o f money which it has

i o



to pay, but from the inability to get funds at all to finance the 
productive process during the period of production. In the 
ordinary way a given firm can, of course, get money from its 
bank for that purpose. The firm is chiefly influenced by whether 
it sees good business. There are now cases in Germany in which 
a factory sees good business, that is to say, that at the prices it 
has to pay it anticipates that it can sell its products, after it has 
manufactured them, at a profit; but it cannot obtain from its 
bank enough credit during the productive process to finance the 
purchase o f the raw materials and the payment of wages. I heard 
of many firms that were going at something less than full time, 
even half-time in some cases, not because business was not 
profitable, not because they could not sell their goods at a profit 
when they had manufactured them, but simply because they 
could not get from their banker, even at fancy rates, enough cash 
to enable them to buy their raw material and pay wages during 
the time that must eiapse before their goods were ready for sale. 
That sort o f thing is bound to happen when you get money rising 
to these heights. Money is bound to be at very high rates as long 
as the present state of lack of confidence continues to prevail. 
It may be— and I think that it is very likely the case— that people 
are now not doing it; but people always do what it has been 
profitable to do during the previous six months— they look back 
and not forward— and as everyone who has borrowed marks has 
done very well for a considerable time past now, that is the 
popular way o f conducting one’s affairs, and a high rate of 
interest, as I have explained is not as deterrent as one might have 
expected. That is one side of the situation.

I will now deal with more or less the same phenomenon from 
a slightly different angle o f approach. I daresay that many of 
you are familiar, using M r Fisher’s name again, with his method 
o f stating the quantity theory. There is an alternative method, 
not so well known, which is more illuminating, I think. I think 
that it is set forth in detail only by Professor Pigou. This theory 
puts the quantity theory thus. In ordinary circumstances it is

F I N A N C E  AND I N V E S T M EN T,  IQ22—1 9 2 3
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convenient for private persons and businesses to keep a certain 
proportion o f their total resources in the form of claims to legal 
tender— in the form o f money, if  you like, but I take rather a 
wider thing than [that to be] money— which will, o f course, 
include bank deposits. If, therefore, you measure the commu
nity’s resources in terms o f something other than money, say 
in wheat, it suits the community for the purposes o f convenience/ V A A

and the rest o f it that a certain proportion, k, of their total 
resources should be kept in the form o f titles to legal tender, 
that is to say, money, bank deposits and the like. That is 
obviously a true thing. Claims to legal tender, the amount of 
claims for legal tender, depend on a certain proportion o f the 
scale of everybody’s turnover and the resources o f the 
community in general. It will fluctuate as the habits of the 
community fluctuate; but in a given set of habits a certain 
proportion o f the community’s resources will be kept in the form 
of titles to legal tender. I f  the number o f titles to legal tender 
is M  and the value of each unit is P, then the total value is PM , 
so that you have PM  equal to kR. The number o f claims to legal 
tender multiplied by the value o f each claim is equal to the 
proportion of their resources that it suits the community to keep 
in the form of titles to legal tender. That is absolutely 
indisputable, although it may not take you very far until you 
have further analysed the several items. In pre-war days it was 
usual to concentrate on these two elements in the equation. It 
was assumed that the community’s resources either changed 
slowly or were constant. It was assumed that the proportion that 
it suited the community to keep in the form o f titles to legal 
tender always was a comparatively stationary thing, that i f  you 
doubled M  you halved P, that PM  was equal to something that 
did not change rapidly or in the ordinary way ; so i f  you double 
the number of units o f currency you halve their value, P being 
their value and M  their number. That is the ordinary crude 
quantity theory. That, of course, is only the case if  the other 
elements in the equation remain unchanged. It is only true
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that doubling M  halves P if  kR is remaining constant. The 
depreciation o f the currencies o f Central Europe began by the 
increase o f M . The value o f P began to fall because M  was 
multiplied so largely. But we have now got to a different stage 
of the proceedings. People who have kept their resources in the 
form o f titles to legal tender have come out of it so badly that 
they are beginning materially to alter their habits and to try to 
protect themselves from their losses by keeping a smaller and 
smaller orooortion of their resources in the form o f monev. The

* * J

great trouble in Germany now is not that M  is getting so very 
bier, though that is ffettincr hier. too. hnr that k is p-eirintr sn verv----C7 7 ------------Cf— -----—~ O " —C f ----O 7 --------? --------------—— -----O  ' ~~ J

small. People are keeping a smaller and smaller proportion of 
their resources in money. Nobody keeps a bank balance which 
is going to be worth half its real value at the end of a month. 
Equally, people keep very little money in their pockets; so that 
the value o f each unit of money has been falling much more than 
in proportion to the increase in M  because that little factor k 
has been falling.

The depreciation o f the German money could not now be 
cured merely by reducing the units o f legal tender; it could not 
be cured merely by reducing M . You have to get k back to 
something like normal, and the extent to which people have 
economised in the proportion of their resources which they keep 
in the form of money has been something phenomenal. It is 
rather difficult to use figures because in the present state of the 
market one’s figures change every day by something very 
material. A week ago— and I do not think that it is very different 
now— the value of all the notes in circulation in Germany was 
about one-tenth of the gold value o f the pre-war German 
circulation; so that, though the Reichsbank has so enormously 
multiplied its note issue, the value o f the mark has fallen ten 
times as fast as would be justified merely by the multiplication 
o f the number o f units o f currency. Since pre-war days the 
territory of Germany has been reduced by about ten per cent 
and the scale o f operations o f business in Germany has also been,
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to a certain extent, diminished. On the other hand, gold prices, 
world prices, have risen fifty per cent, so I think that one can 
very roughly set off one o f those things against the other and 
say that i f  Germany was pursuing its normal pre-war habits in 
the matter o f the proportion o f its resources which it kept in 
the form of money, it would require ten times as much currency
at the Dresent value o f each unit as it is actually usiner todav._  ̂ . ---- ^  ̂ .

That is what one means when one says that the value o f the 
currency is a matter of confidence. The phrase is very often used 
very loosely. Politicians very often will tell you that it is a matter 
of confidence when it is really a matter o f the value of M . After 
M  has been multiplied to a certain extent there is a further 
reaction, k begins to fall, apart from alterations in M . That is 
what one scientifically means by the failure o f confidence. In 
Germany, in order to get things straight, you have to do more 
than control M. You have to prevent the undue increase o f M ; 
but the main thing you have to do is to increase k. I f  you 
increased k and did not increase M , prices would have to rise 
a good deal further, or rather prices would have to fall a good 
deal, because the amount of currency would not go round if  k 
was increased ; so, unless you seek a great deflation in Germany, 
unless vou are anxious for a verv crreat deflation, vou must allow.

J  V *_/ ?  yi /

I think, a certain further increase in the units o f currency, 
provided you have first o f all set some definite limit to that. You 
must not let M  increase indefinitely. I f  you are going to increase 
k by creating confidence, you must simultaneously be prepared 
to increase M  a little. Otherwise P would have to fall to so great 
an extent— I think that I might have it the wrong way round, 
but you can easily keep me right: one always does that in 
lecturing— would have to increase to such an extent that you 
would have all the usual ill effects of deflation.

In present circumstances the attempts to economise the use 
of money and to do without money have reached lengths that are 
highly inconvenient to everybody concerned. Banks have not 
nearly enough cash in their tills and customers have not nearly
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enough deposits. Nobody has enough change. The economising 
of the use o f money has gone to an extent which is extraordinarily 
inconvenient. The moment there was any revival o f confidence 
the amount of money which people would want to have would 
rapidly increase. I daresay that in pre-war days people were 
unduly extravagant because they had more o f their resources in 
the form o f titles to legal tender than was, in fact, wise. Now 
they have gone very far in the other direction in Germany. There 
is not nearly enough money, and great practical inconveniences 
result. People cannot give change for ridiculously small sums 
o f money. It happens that banks have to refuse in a most 
extraordinary manner on Saturday claims from their customers 
for cash to pay wages. When I was in Hamburg in August there 
was one Saturday there when the branch of the Reichsbank 
actually advised all the leading banks of Hamburg not to cash 
any cheque for a greater number of marks than at that time 
represented a pound. You had firms employing hundreds of 
men, coming for money to pay weekly wages and being told that 
they could not have cash for a cheque for more than a pound, 
simply because the banks had not enough money in their tills, 
and the Reichsbank branch had not enough money in its till to 
feed the other banks. Therefore, I say the situation is a very 
artificial one. A very small revival o f confidence would immensely 
increase the amount of money which was wanted in circulation.

To a certain extent those people who economise in this way 
do without money at all, but in certain important respects they 
use foreign money. No doubt, one o f the reasons why they can 
get along with one-tenth o f the gold value o f the money they 
used to have is the fact that for a considerable number of 
purposes foreign money and foreign deposits are now employed.

In that connection I would emphasise one point. There is now 
what everybody is very familiar with, namely, the flight from 
the mark. Money hoarded was speculatively employed in the 
hope of making profit arising from the fall in the value o f the 
mark or, perhaps, to get out of the reach of the German tax
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collector, who was impelled by the Allied demands to require 
a great deal. There is the flight from the mark. In Germany now 
there is a considerable use o f foreign currency. It is by no means 
in the full sense o f the words a flight from the mark. It is merely 
the act o f an ordinary prudent person. For example, I heard o f 
such a case as this. A man had saved enough marks to build a 
house. He had been intending to do that, and he was told bv his--------- -------------  ----------------------^ 7 j

friends and by his banker and everybody— and he acted upon 
their advice— that the moment he let the contract to build the 
house he must forthwith sell his marks for dollars, because, if  
he did not do that, the depreciation o f the mark during the 
period when the house was being built would mean that his 
marks might be utterly insufficient to pay the builder’s bill. The 
builder, o f course, would not give him a firm contract. It 
depended upon wages and upon the cost o f materials and so 
forth. He was told that he ran the risk that, perhaps, the marks 
would fall to such an extent that they would pay only one-tenth 
part o f his bill and that, in order to be quite sure that he really 
could pay for the house during the period the house was being 
built, he must hold his assets in the form o f dollars and then, 
when the bills came along, he would sell the dollars and would 
oav the builder with the proceeds, which, in terms o f marks.
1  m/ JL f t  /

would have risen in proportion to the depreciation o f the mark, 
if  it had taken place in the meantime. If, on the other hand, the 
mark had remained stable or had appreciated, provided prices 
responded, he would be no loser. It was simply the act o f a 
cautious man.

The position has now been reached that people who keep 
money as reserve against contingencies or against their commit
ments for short periods will not keep it in the form of marks 
any longer. It would be foolish and dangerous and rash to do 
so. There is, therefore, a considerable demand for foreign 
currency merely as a means o f holding money safe for a short 
period. I f  a German has accumulated some marks for the pur
pose and is going abroad on business, he does not turn his marks

16
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into foreign currency as he requires it in the way that an English 
traveller turns his money into foreign currency as he requires 
it. The moment he decides to go abroad he turns the whole thing 
into foreign currency in order that his plans may not be 
completely deranged by an alteration in the value o f the mark 
in the meantime. That is, obviously, a legitimate and sensible 
thing to do, and that you cannot complain of. It is a way of 
protecting yourself. As the result of that, the German balance 
o f payments is burdened at the present time by the fact that 
people have to have foreign money to bank in. Over and above 
the flight from the mark strictly speaking, they have to have 
foreign money in which to keep their bank reserves, in which 
they keep the kind o f money which persons in England would 
put on deposit with their bankers for three or six months against 
a commitment which was falling due at the end of that period.

There is one point of detail which it is worthwhile to 
introduce at this point. Many persons who have bought foreign 
currency, partly perhaps for security, partly in a speculative 
spirit, now see very big profits. Other persons who have not 
bought foreign currency have bought ordinary shares in order 
to get out o f money and to be in assets. That is being very widely 
done in Germany. These ordinary shares have now risen, in 
terms o f marks, to dizzy heights. Some o f the shares are quoted 
at a thousand times what their price was a few months ago. Many 
such persons might be content with their profit. They might say, 
‘ The thing has gone on a very long way. It will not go on for 
ever. Now, perhaps, is the moment to turn round. I will bring 
my foreign assets back to Germany. I will sell my dollars and 
pay olf my banker’ , or ‘ I will get my assets in some other shape 
than in ordinary shares.’ But there is a law in Germany now 
which stands very much in the way of that. Owing to the fall 
in the value o f the mark since the law was passed, practically 
everybody in Germany who is not starving pays income tax at 
the maximum rate, because any income that is above starvation 
point in terms of marks is so much above what it was when the
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law was passed that everybody is liable for the maximum rate 
o f income tax. According to this law, realised profits on stock 
exchange transactions or from dealings in foreign exchange are 
liable to income tax. Unrealised profits, book profits, are not so 
liable. Therefore the man does not pay any income tax as long 
as he keeps his shares or keeps his foreign exchange. I f  he sells 
them  he at on ce has to ha nd over to the tax collector sixtv ner------------------------------------------------------------------------------------------- - - - - - - -  Æ T ------

cent o f his profit. Therefore, he has to take a very decidedly
lets view of" tHp cihiation before he is prepared to sell at theK p if i__ . .. .... ______  __________ . . . __L/VWi. 1 LM1  T tV TT V/i. U 1 V aibUUkiV/IJ krv&V

cost o f handing over sixty per cent to the tax collector. The effect
f  /« 4- «n f * * / 1  OO 11  Ol M iT I rt E

u i  m a i  i d A  i a  i u  p i  e v e n t  p e u p l e  l i u m  l v a i i o i n g .  1  i m i ,  u u v i u u a i j ,

works out in the absurdest way when the tax is so very heavy. 
It means that the more any security rises in price the less willing 
people are to sell because the bigger the sacrifice they have to 
make to the tax collector. On the other hand, i f  a security begins 
to fall in price everybody wants to sell it and everybody wants 
to have a realised loss which they can set off in their income tax 
returns against income or against profits. So whenever a security 
falls in price it becomes an extremely popular thing to unload. 
You have, therefore, the situation that the more prices fall the 
more people sell, and the more they rise the less they sell. 
Therefore a thing can go on rising to an absurd height.

I ought to say with regard to this income tax matter that the 
Germans are not vet suffering as thev will suffer i f  no changej  j  _ --------------------Ç7 -

is made from this crushing tax. Income tax in Germany, as in 
all other countries, is necessarily collected a little in arrear. I f  
you are paying sixty per cent o f your last year’s income in today’s 
marks, you can clear it off by selling a handkerchief; so actually 
at the moment the income tax paid by the Germans is not at 
all burdensome. But supposing that the tax went on as it is now, 
i f  the mark does not depreciate further, then, when next year 
the tax collector comes round and tries to collect sixty per cent 
of this year’s income in a mark of the same value or o f a high 
value, the burden will be a crushing one because, as I say, the 
maximum income is now such a very small income that
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everybody who is not starving has to pay it. No doubt, there 
will have to be some modification o f the income tax, and, no 
doubt, when the modification comes, we shall say, ‘ The 
Germans, as usual, are evading their proper liabilities and 
evading the taxation that ought to be imposed upon them.’ The 
worst o f the existing situation is that you are always at one 
extreme or the other. At present the Germans are getting off 
income tax; but it is quite hopeless: you cannot prevent it. You 
cannot le w  a tax o f X io  in the nound on vour last vear’s income.v r v  ±  wf  *

and unless you levy a tax o f £ 10  in the pound you are bound to 
get very little i f  the tax is paid up in the mark at its present value. 
It is quite hopeless to budget and collect your taxes in terms 
of a unit which fluctuates in value to such an extraordinary 
extent as the mark does at present. It means that direct taxation 
becomes hopeless because it is either totally inadequate, as it is 
at this moment, or hopelessly oppressive, as it will be next year 
if  the present situation is stabilised.

One part o f the German income tax which they are getting 
in which is proving o f the utmost utility to them is the tax on 
wages. Part o f the income tax in Germany now takes the form 
of a ten per cent tax on wages, which is deducted at the source 
by every employer every week, and as wages rise roughly in 
proportion to the depreciation of the mark, the yield of this tax 
keeps up pretty well, even in actual value. The best part of the 
return to direct taxation in Germany is really not income tax 
proper in our sense o f the word, but it is this weekly tax on wages 
which is responding very well to the successive depreciations of 
the mark.

There is one other point of detail which illustrates the 
extraordinary anomaly o f the situation. As I have just stated, 
many Germans and many German firms, partly out of prudence 
and partly out of a speculative spirit, own foreign assets. One 
would have supposed that if  a man in Germany wanted to 
borrow marks the very best security that he could offer to his 
bank would be sterling in London— that he would offer to
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transfer sterling in London to his banker and borrow against it. 
That is precisely the form of borrowing which it is most difficult 
to do in Germany. Big firms will go to their bankers and ask 
for loans and will be quoted a most prohibitive rate, the reason 
for that being that the Reichsbank for two reasons discriminates 
against that class o f operations. The Reichsbank has got it into 
its head, and it is half rieht. that i f  it allowed loans o f that kind-------------- 7 ------  ------ --------  - 7 - - ----

it would mean that there was absolutely no limit to the extent 
to which speculators could bear the mark because they would 
have, say £1,000  in sterling, and if  they then borrowed marks 
against that sterling and then at once sold those marks they 
would then have some more sterling, and then again, no doubt, 
with appropriate margins, they could borrow some more on it, 
and the only way o f stopping bear speculation in the mark is 
to have money tight. Therefore, if  you take off the stopper at 
all and allow people to borrow against foreign assets and to 
speculate against the mark, you make it easier for that class o f 
persons to borrow more money. Therefore you must not do it. 
You are driven to the absurd situation that you stifle industry, 
you prevent your factories from having enough money to carry 
on, for fear that if money could be procured your speculator 
would procure it and proceed at once to be a bear o f the mark. 
That is, obviously, an absurd situation ; but it is not quite easy 
to see what the cure for it is.

There is also a second reason which obviously ought to be 
cured. In the old days the Reichsbank had to keep, against its 
note issue, a reserve of one third in the form of gold. At the 
outbreak of the War a new decree was passed, making the 
Treasury bills o f the Empire the equivalent o f gold for the 
purposes o f the note issue. That is the existing situation; so that 
the Reichsbank can, as you all know, issue notes to an unlimited 
extent on the security o f Treasury bills. It cannot issue notes 
against any other sort of security. It is not permissible for the 
Reichsbank to issue notes against a bank balance in London. One 
would have supposed that the Reichsbank would have wished
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to have as many o f its notes as possible represented by foreign 
balances o f good currency, but that is precisely what is not 
permitted to it. The Reichsbank is not allowed to issue its notes 
except against worthless Treasury bills ; so if the Reichsbank was 
to accept foreign balances as collateral they could not in any 
sense be made a legitimate, lawful backing for its notes.

One o f the technical points that one would have to secure in 
any new system would, I am sure, be to facilitate the accumu
lation bv the Reichsbank o f foreiern balances on eold exchange- J  - ' tS - - - fjf -

standard principles and the issue o f notes against them. The
R  p i r t i  c K a n t  ic  H p fp r r p H  f r o m  on\r r l i  a n (i p  in  t K p  p v i c t i n d  c i t i l a t m n. . .......... XX V* X A MIX j  VXXtAXl̂ V XXX UIV VAUUllg LjXkUUUVl XkVXVIXWWl Ik/ MVXVX

for the reasons I have just mentioned. At present with the 
existing lack of confidence they do not want to have loans against 
foreign assets because that might possibly facilitate bear 
speculation, although I am inclined myself to think that that is 
a short-sighted point of view.

One point in conclusion before I leave this section o f my 
subject. I pointed out the total inadequacy of the amount of 
currency in circulation as compared with pre-war times, and I 
measured that by the figure of one-tenth. As a matter o f fact, 
the scarcity is not quite so great as that in practice for a reason 
which I have not mentioned, namely, that that figure is arrived 
at by taking the gold value o f the currency, whereas internal 
prices in Germany have not by any means adjusted themselves 
to the fall in the external value of the mark; so that money goes 
a great deal further in Germany in proportion to its gold value 
than it does here. I tried to obtain statistics, but matters were 
moving so fast that it was impossible to do so. Also commodities 
fall into three classes. Commodities which can be imported, 
which must be imported, respond very rapidly indeed to 
alterations in the gold value o f the mark. Imported goods rise 
very nearly as fast as the exchange falls. Also, articles which can 
be exported, against which the export regulations are not severe, 
rise very quickly. In fact, small articles which tourists and 
persons o f that kind can remove in their pockets or trunks have
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now risen to very great heights indeed. I should think that they 
are probably dearer than they are in London. I should anticipate 
that before long there will be a very brisk import trade into 
Germany of such things as watches, for example. Every foreigner 
who goes to Germany thinks that such a thing as a watch is going 
to be very cheap just in proportion to his lunch. He sees that 
his lunch costs him fournence. and so he thinks that a watch1 t -------

will be extraordinarily cheap, and, as nobody knows what the
r i  crl*i t  n n p p  o f  2  w a t r l i  i c  i i n 1r>c c  t i p  i c  a  i v a t r l i m a t p r  l i p  t c  a n t -
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to think that it is good business to buy two or three watches and
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of that kind rise in price very smartly indeed. I should think 
that they are above the world price, and you may anticipate a 
heavy import into Germany, just as, at an earlier date, there was 
a heavy import into Vienna o f printed books and oriental 
carpets and other such bargains, which rose to such heights in 
Vienna that it paid to send them there from London. Those 
classes of goods rise rapidly. At the other end o f the scale come 
a great many forms o f services. There the rise is very much 
slower. Then there are also articles of food in regard to which 
there is a considerable amount o f control and which are not 
allowed to be exported. They rise very much more slowly. There 
is an important class o f articles in between which rise partly 
because thev use raw material imoorted from abroad, but which~~ - j  ----- - K . _ _____------------------- 7 _ — _.

do not rise to the full extent because they are still able to make
iiQp n f  rhpîjn lahmir T fh in t  that nnp’c tpnHpnrv frnm livino* in

Berlin is to under-estimate the extent of the adjustment. I should 
have said, going about the streets, lunching in restaurants, taking 
taxis and so forth, that money went about five times as far in 
Berlin as in London; but I think that the adjustment is a great 
deal nearer than that. I f  you are doing that kind o f thing, you 
are largely eating food and employing services. They are two 
of the things that have not risen proportionately. I should 
suppose that prices really are, perhaps, one third of what they 
ought to be if  things were completely adjusted, whereas parti-
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cular classes o f things are not above one fifth. I was in 
Berlin immediately after a very big fall o f the mark, and every 
week things were rising extremely fast. For the purpose of tips, 
for example, or anything o f that kind, a penny went a very, very 
long way indeed. The cheapness of food at the present moment 
is very striking to any foreigner. That is one reason why the 
country is able to get along with one tenth o f the gold value o f 
the currency which was used before the War. It is, perhaps, 
really more like a third or a quarter, if you allow for the fact 
that prices are not completely adjusted. I f  prices were adjusted 
the people would require more currency even with their present 
habits o f economising the mark.

That is enough for today. I propose to continue next week 
with various facts relating to the present situation in Germany, 
and then in later lectures I shall go on to other topics.

Lecture to the Institute o f  Bankers, 22 November 1Q22

M R  k e y n e s : Ladies and gentlemen, in the last lecture I was 
concerned with certain features o f the situation in Germany 
today. I go on this time to an examination of the possible 
remedies that might be employed in Germany, and the condi
tions under which those remedies could be applied if  people 
were willing to make those conditions exist.

In the minds of the German authorities two of the greatest 
obstacles to any plan o f stabilisation are the budget and the 
balance o f trade. At the present moment both of those are 
adverse. The budget is unbalanced and there is an adverse trade 
deficit. In many authoritative circles the view is held that there 
must be a more favourable situation in both those respects before 
it is any good to attempt to stabilise. It was held that, even if 
the Allies were to be accommodating about reparations and were 
to agree to a moratorium, it would be extremely rash for the 
Reichsbank to employ its gold in a scheme of stabilisation until 
the unfavourable symptoms of the unbalanced budget and of
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the adverse balance o f trade showed signs o f curing themselves 
or o f being cured. Personally, I am not satisfied that that view 
is correct. It is certain that in the long run the mark could not 
be stabilised unless in the long run the budget was balanced and 
the balance o f trade was not excessively adverse. That is 
perfectly true. You could not maintain stabilisation unless those 
conditions were fulfilled. Nevertheless, I think it can be areued* u

that, speaking in order of time and thinking o f provisional 
measures, stabilisation has to come first and that you will not 
balance either the budget or the trade account until you have, 
first of all, given things a chance o f settling down by a measure 
o f stabilisation. You must use your resources to stabilise for the 
moment and then, during the transitional period, you must try 
to get things straight, and then, i f  you do get things straight 
during that period, your stabilisation will be a lasting one. But 
to think that the budget or the balance o f trade are going to put 
themselves right with the mark as it is at present is, I believe, 
much more optimistic than the alternative view which I have 
been advocating.

First of all, taking the budget in a little more detail, I think 
that I mentioned last week that in the case o f the income tax 
you necessarily assess a man on his income at a date somewhat 
prior to the date o f collection. The only exception to that is 
the tax on wages which can be collected weekly at source. The 
income tax on earnings o f the type on which income tax falls 
in this country must be collected to a certain extent in arrear. 
The period on which you are assessing must be complete before 
you can hope to collect the money. I f  the unit o f legal tender 
is depreciating as fast as is now the case in Germany, you are 
inevitably always collecting your tax in a worse currency than 
that in which you levied it and at which you have assessed, so 
that by no ingenuity that I can see can you hope to get a full 
return, the return which you ought to get, from direct taxation. 
You must first stabilise in order to be able to collect your 
revenue in the same unit as that in which you are assessing.
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It is equally so in the case of state services. You cannot very 
well put up prices beforehand. The Government cannot presume 
that the mark is going to fall, and, therefore, inevitably all 
changes in postage, railway fares, and so forth are bound to be 
in arrear. I do not think that it need be as much in arrear as 
is, in fact, the case in Germany now. The costs o f public services 
such as the Post Office, or railway travelling, or the telegraph 
are ludicrously low. When I was in Germany in August— I think 
that it might have been even cheaner when I was there in

W A

November— I sent a telegram of about twenty words inside 
Germany for a halfpenny. That was a degree o f maladjustment 
that did not exist in prices outside Government control. 
Nevertheless, bureaucratic establishments cannot possibly keep 
pace with rapid fluctuations and, therefore, the revenue from 
state services will always tend to be inadequate. For these 
reasons, and also because of the general disturbance and 
destruction of real income which takes place with an unstabilised 
mark, it will, I think, be immensely easier for the budget to be 
balanced when you have stabilised than as a preliminary to 
stabilising. The German Treasury officials seem to think that, 
apart from the extraordinary charges under the Peace Treaty, 
there was no particular reason why they should not balance their 
budget with a stabilised mark, and, indeed, I cannot see any 
reason why they should not. It might mean that they must have 
public services on rather a niggardly scale; but the problem is 
a soluble one ; whereas, when your money is falling all the time, 
it is very nearly an insoluble one.

There is one other illustration which I might have given a 
little earlier, but it left my mind for the moment. Germany has 
no longer a bread subsidy which she had for a considerable time 
after the Armistice; but she still imports wheat under the 
auspices of the state. There is still a department that imports 
wheat, and that department has lost money lately over its deals 
in wheat, so that indirectly there has been a subsidy, an 
unintentional subsidy, due to the fact that they were not raising
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the price of their commodity in terms of marks as fast as the mark 
was falling. There is another illustration o f the way in which 
you are almost bound to make losses on state trading in such 
conditions.

I say, therefore, that stabilisation must come first. I f  you wait 
until the budget is balanced you will have to wait for ever, unless 
in the meantime vou have attempted stabilisation.V *

However, that point did not weigh so heavily with the
aiithnriripc in Gpr manv as Hid fhp nfhpr nninf n a m d v  (Tip» W kâlVA

balance o f trade. It is commonly believed that the balance of
sl i h An in 1 17 riU 4 U& 1 9  i i w a v u y  r t u v u o v . a. ütTT ir  Unl/I fU n f  « fa i i u  m u  v i u n  1 9  m v x v i u i u  l i u i u  t im e  IX

the Reichsbank was to use some o f its gold— it need not use, 
perhaps, more than say half, which would be twenty-five 
millions sterling— such a sum would be engulfed in no time by 
the adverse balance o f trade, and that it would be futile to throw 
in a part of the last reserve so long as the conditions continue 
to exist in which that could be absorbed in a very brief period.

I examined a great many figures in order to see what the 
adverse balance of trade was. Through no fault o f the German 
Government, I think it is almost impossible at the present time 
to prepare reliable figures. The returns o f imports and exports 
are made in terms of paper marks. Those paper marks have to 
be converted into gold marks at some rate of exchange. The
mpthnd n f  thf* sfafisfiral offire is rerfain lv  m i d p  hprausp it was  — --- — ----------------
found half-way through my stay in Berlin that the rate of
ûvr»ln«in/ro op rvnl i c*A f  r» o v n A r fo  u/o r  <1 m  An t-U A 1 flTûrûn f  « «  UAUiiangu ao a p p u u u  lu u a /̂ui ip  trap a  uiw iuii u m u iu u i m  Limu

from the rate o f exchange as applied to imports. For example, 
for the October trade figure they had converted the exports at 
the figure— I forget which way round it was, but that does not 
matter— of the average rate of November, and they had 
converted the imports at the average rate o f October and, as the 
mark had fluctuated one hundred per cent or two hundred per 
cent in the interval, it was clear that all the conclusions drawn 
were perfectly worthless. But even i f  they converted them both 
at the same month they were still nearly as worthless, first of
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all because the fluctuations within the month were so big, and 
also because there was no sort o f guarantee that the exchange 
would have been provided in the month and at the rate 
prevailing when the goods crossed the frontier. The actual marks 
may have been converted into foreign valuta, either at an earlier 
date or at a later date. In the ordinary way, o f course, that does 
not involve a very big error if the fluctuations of the exchange 
over a period o f three months are not portentous; but with the 
sort o f fluctuations which have been croine: on in the last three- - c/ u

months, when there have been periods when the mark has been
nnp piolith n f w h at it had heen w orth a« chnrt a tim e atrn as thrpp— —D------------- —----------- -- --- ------ - -Dv --------
months previously, you can clearly get no clue worth anything 
at all as to what the real adverse balance is from the published 
trade figures. Further, owing to the numerous regulations that 
exist governing exports and also governing imports, one may be 
pretty sure that there will be a fair percentage o f erroneous 
declarations and a fair percentage o f complete evasions. A  very 
considerable value of goods must be carried out o f the country 
in tourists’ luggage which probably escapes declaration almost 
wholly. Therefore, I am not prepared to believe, merely on the 
basis o f the figures of the statistical office, that the adverse trade 
balance is as big as the German Government represented it to 
be.

According to their representations, there is an adverse trade 
balance at the present time of something between two and a half 
and four milliards o f gold marks a year, say from one hundred 
and fifty millions sterling to two hundred millions sterling. They 
represented that they had an adverse balance o f imports over 
exports to that extent.

Then, in addition to that, there are, of course, the payments 
under the Treaty and the coal deliveries, which amounted to a 
quite appreciable figure in the course of last year. Including 
payments under the Clearing, that is to say, pre-war debts, and 
the value o f deliveries and the value of cash paid to the 
Reparations Commission, I think that probably something like
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sixty million sterling has been paid during the year. Then in 
addition, it is alleged— I do not know with what truth— that 
there has been some flight o f capital from Germany, which, o f 
course, throws a burden on the exchange. Personally, I doubt 
whether there has been any appreciable additional flight o f 
capital during the past year. I think that some people have had 
to bring their caoital back through lack o f funds and other

A ------

persons may have exported money; but I doubt whether 
German balances abroad have very much increased. However, 
the ordinary popular view is that they have increased. Therefore, 
on the debit side o f her balance-sheet, Germany has had 
somehow or other to look after the adverse balance o f exports 
and imports payments under the Treaty and the flight o f capital. 
On that side o f the account she has also had to meet a certain 
amount of interest on her foreign indebtedness. On the other 
side o f the account there are the receipts from tourists, which, 
though not large, is not an entirely negligible item, and the 
purchase o f marks and mark assets by foreigners. While at 
various dates in the past the purchase o f marks and o f mark 
assets by foreigners has, o f course, reached a big figure, though 
not, I think, a figure so large as the figure generally mentioned, 
it is to me quite unthinkable that the purchase o f marks and mark 
assets by foreigners during the past year can possibly have 
reached a total sufficient to balance the account on the hypothesis 
that the statistics given us were correct.

On the debit side, the net debit, on the hypothesis which I 
have stated, would amount to something like from two hundred 
millions to two hundred and fifty millions sterling. We will be 
modest and we will take the sum of two hundred millions 
sterling. I think that it cannot be argued seriously that, during 
the current year, foreigners have bought marks and mark assets 
to the extent of two hundred and fifty millions sterling. That 
would represent in terms o f marks, at the rate o f exchange which 
ruled during the past year, a quite impossible quantity o f marks. 
One cannot do it exactly because the value o f the mark has
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fluctuated so much that you would have to decide in exactly 
which month or even on which day the transactions had taken 
place; but i f  you take a rough shot at the thing I do not think 
that you would be far out in saying that if  foreigners have really 
bought marks and mark assets to as large an amount as that, they 
would have had to buy practically all the ordinary shares quoted 
on the German stock exchanges, all the mark notes circulating 
in Germany and all the deposits in all the banks, which we know, 
in fact, is not the case. The actual additional sum ourchased bvf X. mf

foreigners must be a very much smaller sum than that. I, 
therefore, draw the conclusion that i f  Germany was relieved of 
the Peace Treaty payments, which, as I say, have come to 
something like sixty millions sterling during the past year, she 
should not be very far from balancing her accounts.

People will not understand that somehow or other trade 
balances every day, that for every buyer of exchange there must 
be a seller o f exchange, that the total balance of payments is 
always level at every moment and, consequently, there never is 
in the strict sense of the words an uncovered balance. It may 
be that the balance has to be covered by a bank having an open 
position or by a speculator stepping in temporarily (that may 
be the case : it is the case from day to day), but the uncovered 
margin of that sort which the financial world is prepared to carry 
is not very large. It is much too risky for them. Therefore, you 
are thrown back for any important sum on the more long-period 
speculator, not merely on the person who carries over from day 
to day to deal with the adverse balance in the evening. I f  you 
get it firmly in your head that somehow or other the balance 
of payments is always covered every day, that it is as impossible 
for there to be an uncovered balance as it is for a man to pay 
out money that he has not got— if once you understand that, 
you will, I think, dismiss from your mind the idea which is 
popular in regard to a great many European countries that there 
is somehow a permanent adverse balance that is not covered at 
all in any way and that you have to get rid of that. The truth
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is that the exchange has to fall until somehow or other the thing 
is balanced, until the country in question has either cancelled 
certain purchases, or speculators or investors or somebody or 
other have been tempted by the rate of exchange which is 
quoted. Once having got that clear, I think you will cease to be 
as pessimistic as the Germans are themselves as to the possibility 
of their balancing the budget i f  thev were granted a moratorium.-- ---------  ------ • - V y W/ ------

I f  they were relieved of payments under the Peace Treaty they
urnnlrl lip ttiat rmir*1"i hpttpr nflF ac rnmnarpH with flip nacf upar
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and that sum would be sufficient, I should have thought, to make
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to make important indeterminate reparation payments, pay
ments under the Treaty and other payments o f the kind, it may 
be right to argue that stabilisation is impossible and that any 
resources which might be used for that purpose will be poured 
unavailingly into the sea. But once there is a moratorium, and 
once Germany is relieved of those payments, then I see no im
possibility in the case.

That is on the statistical side; but I rely even more on a more 
theoretical argument which it is very difficult to make appeal 
to the minds o f practical people. That is that once you have a 
sound currency regulated on sound lines it cannot become 
depreciated by what is called the adverse balance o f trade, and 
it acts as a corrective to the adverse balance o f trade and prevents 
an unduly adverse balance of trade from existing. In pre-war
H a v e  T n r t p v  l i a H  n r d p f i p a l l v  n n  r w n p r  r ,i r r ' n 1a l ~ m c r  ^ V i p  t i a H  n n l v
»*• J  ̂ -rn. V4* A MV tlVMUJ AAV VIA ̂  U AHr I Â AIV ilUU Utllj

gold and silver. Nobody could maintain that, because Turkey 
was an impoverished and ill-governed country and liable, 
therefore, to an adverse balance o f trade, her money must 
therefore become depreciated. When Turkey was importing too 
much some of her gold and silver would flow out in payment 
therefore, and before more than a very small amount had flowed, 
various corrective forces would be brought into operation and 
the thing would tend to get straight. So, provided that the 
German Government was in the position to have a currency,
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the amount o f which could not be increased at will, you might 
leave the balance o f trade to look after itself. Once you have 
really established a situation in which, by having balanced your 
budget and having got a certain amount o f reserve resources, 
you are confident that you will not have to increase the volume 
of your currency, you need not bother any more at all about the 
balance o f trade. It will be impossible for you to make certain 
payments i f  more money is demanded o f you than you have got; 
but there will not be some subtle trade influence which you 
cannot control making the adverse balance and depreciating 
your currency, because as soon as the thing begins to work, as 
soon as the imports are beyond what the country can afford, a 
corrective is brought into play, tending to bring you back into 
equilibrium. Whereas, under the present state o f affairs that 
corrective is not brought about in the orthodox and correct way; 
it is brought about by the exchange falling to such a point that 
people cannot afford to buy at all.

I f  trade must balance every day there are two ways in which 
it could happen. You may have your population not having 
enough money to make the purchases, or you may have the 
money they have got falling in value to such an extent that it 
will not cover the purchases. In both cases the ultimate result 
is the same. When you have a depreciating currency a country 
is prevented automatically from importing more than it can pay 
for by the fact that the money it has got is falling in value all 
the time. I f  you have an orthodox currency o f a proper limited 
kind which has a stable basis in terms o f foreign valuta, then 
the country is prevented from importing too much by the fact 
that it has begun to buy more than it can afford. So the idea 
that when you have established sound arrangements they can 
be upset by the ordinary movements o f trade as distinct from 
sudden demands on the Government by a foreign authority is 
really a bogey which plays a very large part in responsible 
German mentality at the present time— (certainly one o f the 
things which fill them with timidity is the statistics which they
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have collected)— that they have this enormous uncovered 
balance, and there is an inability to see the theoretical arguments 
why that is not so formidable as it looks. You find responsible 
bankers in Berlin at the present time solemnly assuring you that 
the situation in Germany is such that, even i f  she were let off 
reparations entirely and permanently, she would have to have 
a foreign loan each year in order to enable her to balance her 
accounts and that she must live at the expense o f other people

n r  p n i i f C A  < i n  < i K c n i * r 1 i f t r  T >  1 C r t r t l i r  p o o r »  t / \y v iiim iiv iiu j • v/i w u u v j  m a l 113 tui au au i u i l j  » 11, 10 vrmj isvLii LVS

be an absurdity, I think, i f  you get firmly into your heads this 
point that I keep on repeating that, somehow or other, the 
balance of payments is equal every day, and that therefore she 
is somehow or other paying her way at this moment, and that 
i f  she gets an appreciable relief from her present situation she 
is to that extent definitely on the plus side.

So much for the two great obstacles. I am assuming, by the 
way— it is hardly worth mentioning— that a moratorium is 
required. As long as you demand from Germany resources 
which she does not possess and insist on her Government 
attempting to sell paper in order to fail in obtaining the 
resources, you can do nothing. That is obvious. Without the 
moratorium you have no basis for discussion of any kind, and 
I have not heard any rational argument to the contrary or any
___    .rrknoû n m n i A n  nm c o« t i fp u a u u  wiiuav/ u j^ i iu u i i  w a o  w u i  l u  a n j  L i m i g  i m g  i t  w i u i  a n y

backing to his assertion. But having put that out o f the way, let 
me say that I do not agree with those who hold that the budget 
and the balance of trade remain insuperable obstacles. Having 
got to that point, that a stabilised mark is not necessarily 
impracticable once a moratorium is granted, what are the 
methods that you would employ?

For the transitional period you must plainly have some 
reserve resources. I have said that you must first stabilise and 
then trust to your budget and trade to get balanced, and then 
that will enable you to make your stabilisation permanent. But 
during the preliminary period you must be prepared to support
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your scheme by paying out foreign reserves if  required. You 
must, therefore, have some sort o f original nest-egg. A great 
matter o f controversy is how that nest-egg should be provided. 
For my part, I do not think that a very large nest-egg would 
be required if  the scheme was properly managed. Owing to the 
extreme dearness and shortness o f money which I mentioned 
in my last lecture, as soon as people believed that there was any 
chance o f stabilisation holding good, money would tend to flow 
towards Germany rather than to flow out, and it is unlikely that 
she would have to find any large amounts o f resources in the

irlif •inH The danger would be a considerable number of
months later. I think that the first effect of a stabilisation scheme 
might actually be that the Reichsbank would gain gold rather 
than lose it. There are not enough people who have marks that 
they can spare, that they have not an immediate urgent demand 
for, for them to be able to throw them at you to any important 
extent. The gold in the Reichsbank now amounts to several 
times the value of the note issue, so at the present rate of 
exchange the Reichsbank could buy up all the notes there are 
and still have a large amount o f gold left. There is not really, 
therefore, any danger of a very appreciable drain in the first 
instance. The risk would be nine months or a year later in the 
event of the attempts to balance the budget failing and inflation 
continuing so that you were always issuing more notes available 
for redemption. But I think that you would have to take the risk 
that in the period o f a year’s grace, say, you would manage to 
balance your budget. I f  by bad management or by misfortune 
it turned out to be impossible to balance in that period, then 
the drain on your resources might come nine months or a year 
later, or a little longer. You would not run a very big risk in 
the first nine months. I believe, therefore, that the technical 
position is such that you could do it with a comparatively small 
amount o f gold, and I think that the Reichsbank’s gold would be 
probably adequate for the purpose, even though there was no 
question o f using anything like the whole of it. The Reichsbank
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has fifty millions of gold sterling. I f  half o f that was used as a 
pool, if that was combined with a prolonged moratorium and 
a firm policy, I believe it ought to be sufficient to put things 
straight, and I think that it would be reasonable, i f  Germany 
was granted a moratorium, to require o f her that she should 
make a sincere effort to use her gold for that purpose. I should 
doubt i f  there is anv case in historv o f a currency having goneV »■' V fc/

to such a complete smash as the mark has while it had a gold 
reserve and while it was covered by gold at the prevailing rate 
of exchange to the extent o f several times its value. It is a most
m r 4-*»A r t n /1  n n n  p / i n  A n  1 i r  û v i r t  o nÇAH  <x\ji u i i i d i  y  a u u a u i / i i  a n u  u u v  v t iiiw ii w a n  u i i i j  w aio l u h  in w

hypothesis that the existing inflation will not merely persist but 
will increase a great deal. I f  there was a moratorium and i f  a 
good attempt was made to balance the budget there is no reason 
in the world why the assumption that a great deal more inflation 
will take place should be justified, and as soon as it ceases to 
be justified the gold reserve o f the Reichsbank is fully adequate 
to sustain the value o f the notes.

However, in Berlin a different view is widely held. The 
Reichsbank, like all Continental banks, believes that gold is not 
kept in reserve to be used on any occasion whatever. They are 
rather inclined to the view that the correct theory o f a gold 
reserve is that you only make it available when you are
a h c n ln t p l v  r p r t a i n  t h a t  i t  w i l l  n n t  h p  r p n u i r p r l  T h a t  v i p w  ic  n n t~ ----- j  « ----------------------------------  ----* “ wv --------------------------------
only held by the Reichsbank. It is traditionally held by all
C 1 A n f m a n f n l  r f r t f n  U n n 1r «  'TV. a  A n n n n f a  i n a n r  k a a n  l l , rV i U i u i n u i i a i  iSLaiw u a iiA o . x nw  u p p u o i iw  v iw w  i i a a  uw w n u  a u m v i i a i i j

held for more than a hundred years past now in England. One 
of the great foundations, I believe, o f our financial security has 
been this simple point o f the correct theory about the gold 
reserve. We have very often had to use it, but not to a great 
extent; but the fact that we were prepared to use it has been 
o f the utmost importance. There was one episode during the 
War which is not generally known and o f which the details have 
never been published, in which, in my opinion, we only saved 
our position and enabled ourselves to keep our credit by the fact
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that we were prepared to throw in our gold \JfMK , vol. xxn, 
pp. 1 0 - 1 1 . J  As it turned out, we did not have to use all of it, 
but there was a moment when we had to decide whether, if  the 
pinch came, we were going to use our gold or were going to hang 
on to it. The fact that we were willing to use the gold carried 
us through. That doctrine is the traditional English doctrine 
established as a result o f many arguments and much pamph
leteering and so forth a hundred years ago. Although it has had 
its occasional opponents, it has sunk deep into the tradition of 
the City of London that there are circumstances, not ordinary 
circumstances, when vou do brine vour final reserves into ülav.’---------------------------------------------7 --------------------~ ~  ' ' L J  mf ~ ------ -- - - - - - - -  £

But the tendency on the Continent is never to bring them into 
play, but when things have gone completely to smash perhaps 
to fritter them away under force of circumstances. The doctrine 
stands very much in the way o f any stabilisation notions now.

There is also another reason. What corresponds to ‘ the C ity ’ 
in Berlin suffers from the illusion that even in present conditions 
they have a real prospect o f getting a foreign loan. Their minds 
have been on that subject ever since the Armistice. I was the 
responsible official during the Armistice negotiations in 
reference to the question how the food which was going to 
Germany was to be paid for [ JM K ,  vol. xvi, pp. 391-404.] It 
was then a question of their using part o f their gold or part of 
their own resources. We spent all our time trying to persuade 
the Germans that in the months o f January and February, 1919, 
it was not possible to raise a loan on their behalf either in the 
City o f London or in New York. They were very reluctant to 
believe it. At every date since then they have had that same 
illusion, and they are extremely unwilling to use their own gold 
so long as they think that people here will put up money for 
them. It is not quite a certainty, and they would much rather 
have the funds supplied here. As I say, I think that that is a 
complete illusion. There, again, it is useless to suppose that you 
can borrow money before your credit is re-established ; but when 
Germany, if  she ever is, is stabilised and when her credit is
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restored to a certain extent, ordinary loan operations might 
possibly be feasible. The notion that the foreigner is going to 
lend to you before your stabilisation and that he is going to take 
the risk of your stabilisation breaking down seems to me to be 
quite preposterous and to be a piece o f extremely bad 
psychology.

As you will have observed from the replies o f the German* X

Government to the Reparations Commission, they still make
their nlans enntirurpnt linnn frireiorn a « is fa n r e  Tf fTspv nut-----  1------ —-----o---- ~jr — *«--*D- * ---- --- —
forward a good plan, they ought, I think, to have all the
p a _ Anorn ti n n  n n e n  k i  a  n f  f in o n n m rc  T tK m lr  fK iifw ^ v j/ v ia t iu u  sj 1 uiivxuaLiuiiai iin a n u v i^ . j. u u im  u ia i

moral aid ought to be given to them and convenient overdraft 
facilities against their own gold and so forth, and even, perhaps, 
small overdraft arrangements in addition. All that might be 
useful and might have a great effect on the psychology; but the 
notion that at this stage in the affair you are going to make your 
stabilisation scheme mainly dependent on foreign capital seems 
to me to be very wide o f the mark. The worst o f the present 
situation is that the talking of so much outrageous nonsense on 
our side has provoked a situation in which no sense is talked 
on either side. You find almost as much outrageous nonsense 
talked in Berlin in one direction as you hear in Paris and London 
in the other. Therefore, while I have been spending the last 
half-hour explaining whv I think stabilisation to be technically 
a feasible proposition, and I see no reason except human wills
w h v  lT>p thincr chnulrl nnt hp nnt ctr^icrht T Hr* nnf Iv jv p»• V* * V Viiii* ̂  Iji* V -V* *WV V V ^ V* V k/U Æ. V* V M- A- V» V- r w

any very optimistic hopes because the psychological situation 
does not seem to be one which will enable the technical solution 
to be put into operation.

Assuming that point, I pass on to the next stage of my 
argument. Assuming that Germany was granted a moratorium, 
supposing that we were sensible on our side and supposing that 
she was prepared to use her own resources with what aid we 
could give her— because I hope that we should be able to give 
her some practical assistance if  she was prepared to use her own
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resources in a genuine attempt to put things straight— what, in 
those conditions, would be the right technical plan? Two plans 
were discussed in Berlin, one of which was incorporated in the 
report o f four o f the foreigners called in, and the other of which 
is in the report o f the other three. I do not think that the readers 
of the newspapers have got quite clear what the essential 
difference between the reports by the two bodies of experts really 
was.

The four experts held that the only chance of success was 
stabilisation: that is to say, that you should fix some rate as 
appropriate, the rate being selected with reference to the degree 
of adjustment in existence at the moment when the change was 
introduced— say, at the present moment, something like fifteen 
thousand marks to the pound sterling, though it may be quite 
a different rate months hence— and, having fixed it, to have 
some official body which was prepared to buy and sell foreign 
valuta at that rate. We held that you should abolish all exchange 
regulations whatsoever and that you should have absolutely free 
and unfettered dealings, and that there should be a buying and 
selling rate for foreign valuta which might be, say, one or two 
per cent apart, corresponding to the gold parity, as it were, but 
that at those fixed rates the official body would be prepared both 
to buy and sell unlimited quantities of marks. That would knock 
out any hopes from speculation, and therefore you would be back 
on the genuine demands of the country both ways, but you 
would be protected by the fact that there is at present a shortage 
of money in Germany so that you could not possibly have an 
undue amount o f marks thrown at you. You would rather have 
people who would want to take advantage o f the very high rate 
of interest prevailing in Germany to buy marks from you than 
to sell marks to you. We would combine that with a prolonged 
period o f dear money in order that the present incentive to remit 
money to Germany rather than otherwise, apart from the fear 
of loss o f money on the exchange, should continue to operate. 
We would have absolute fixity, we would have an absolute
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abolition o f exchange regulations, and we would have dear 
money. We would also rather put away from our minds the idea 
of a subsequent improvement in the mark. I think that a long 
period of deflation would be a very disastrous thing and might 
bring German industry almost to a standstill. Possibly in the 
early part o f the period for a short time your rate might be a 
little tentative; but the idea that some people have that you 
might start, say, at fifteen thousand marks to the pound sterling 
and then improve the rate by easy stages till it was ten times 
as valuable and had got down to fifteen hundred marks to the

i\< Q f  ri *"» « /4 A (1 K a />Ai i <ia  <tr«
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the constantly falling prices in Germany, you would have 
constant struggles over wages, you would have the whole 
industry o f the country thrown into disorder and you would have 
all the trouble that we have had during our industrial crises 
worse tenfold. No modern industrial community could stand the 
prospect of official recognition that the legal tender was going 
to appreciate in the course o f the next few years by one thousand 
per cent, which is what that scheme would amount to.

One recognises, o f course, that if  the mark was raised in value 
it would be a pleasing thing to foreign speculators, and it would 
also restore persons inside Germanv who had been cheated of

-1

their savings by what has happened; but it does not seem to me 
to be a practicable thing. It is not feasible that the holdings of 
foreign speculators should be appreciated in that way, and, as
rP ffq rH C  f l i p  n p n f l l p  i n c i d p  rT P ftV in n x ; u rK r\ c i 1 r a  11 a K
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by that, that is a thing that is done and cannot at this date be 
reiueuïCu. ± ne suggestion was a uxeu rate, iree ueaimg, anu no 
intention o f altering the rate except possibly that it might be a 
little tentative at the very beginning o f the period.

We added one technical point, which is important, and to 
which I should like to call your attention; that is, that the official 
body which was in control o f the exchange should not only deal 
spot but should also deal in forward exchange; that is to say, 
at appropriate rates it would always sell you marks spot and buy 
those marks back from you forward one month or three months.
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That would mean that a German who had foreign assets which 
he would like to employ for the time being in Germany but did 
not dare remove altogether from the form of foreign assets 
because he was not certain that the stabilisation scheme would 
last, would be perfectly protected. He could then replenish his 
resources in Germany by handing over his foreign valuta spot 
against marks. He would receive marks in Germany, and he 
woud have a forward contract that three months later he could 
have the foreign valuta back again at an appropriate rate, and 
the difference between the spot and forward rates would have 
to be corresponding to the rate of discount inside Germany. In 
effect it would be a way by which the Reichsbank or the official
kn /lir P A n trril 1 1 tï rr t-ko ovnk/innpa />m 1 1 A  knt*rm ir fni*oirp« '1^ st l u t n  T l/uujf V /C U lU U illllg  U t c  V A C U flllg C  C U U IU  U U l lUVV 1U 1 W lg ll X

believe they might receive a considerable amount in that way, 
which would have the effect o f putting in the hands of the official 
exchange body the foreign floating resources of Germany. At 
present you may have Germans with foreign resources which 
they would like to use temporarily in Berlin, particularly when 
money is as tight there as it is now, and they simply dare not 
because they cannot. I f  they sell their foreign valuta spot they 
cannot at present buy it back again forward at any reasonable 
rate.

As I explained in my last lecture, the reason for that state of 
affairs is that the present position is said to be a check on 
speculation. Perhaps it is; but it has these various other bad 
consequences. Once you have stabilised things I can see no 
objection to developing a free foreign market in exchange. That 
would enable the Reichsbank to collect temnorarilv loans of 
foreign valuta which would not be drawn upon probably all at 
one time. That would concentrate Germany’s resources and 
would enable additional currency that must be put into circu
lation to be put into circulation against the security o f foreign 
currency instead o f Treasury bills. That is a little extra to the 
scheme, so to speak, but it is not an unimportant part of it 
technically.

The other three experts took a different view. They held that
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at present, even in the event o f a moratorium, the whole situation 
is too precarious for it to be safe for the Reichsbank or for the 
body controlling exchange to guarantee any fixed rate. Their 
notion was, therefore, that the Reichsbank would form a foreign 
reserve, partly by means o f its own gold and partly by a loan 
from foreign capitalists, and that that reserve would be used for 
intervening on the exchange market whenever the mark looked 
particularly weak, and whenever you suspected that there was
a hpar ramnaicrn crnino- nn vnu would raid the hears hv hnvincr
* *  ---------J ------------------  ---------------------------------- --------------------------------------------- J  v

marks heavily and so give them a good fright. You would get 
a corresponding appreciation o f the mark in the next day or two, 
and you would do that always trying to raise the mark to a higher 
level, gradually supporting it at a rather better level than you 
had supported it at the previous month. I think that is 
technically an entirely hopeless plan, i f  I may say so. It seems 
to me that i f  you do not fix the thing, you will preserve the whole 
o f the existing state of uncertainty, and it is quite likely that you 
would dribble your resources away without having got anything 
like stabilisation because you would not have knocked out 
speculation. You would rather have encouraged it, although 
speculators would, no doubt, have to have in their minds the 
possibility o f these counter raids by the Reichsbank. They would 
probably become quite as clever at it as the operators o f the 
Reichsbank and. I should think, would verv likelv so arrano-e------------------- 7 ------7 - ----------- -------- 7 ---------- . - - j  -------j -------------

their operations that the Reichsbank dealings would be in their
f jvnnr ratlipr thon offaînct tJipm i f t k  prp wîic \A
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that the policy o f the Reichsbank was steadily to raise the value
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you would tend to bring business to a standstill. I f  the scheme 
was unsuccessful you would dribble away your resources. I f  it 
was successful you would have all the evils o f deflation in 
Germany on a pronounced scale, and you would very soon reach 
a point when your labour troubles became of an extraordinarily 
severe character. It seems to me that in the matter o f stabilisation 
you have to go the whole way or not at all. It may be that the
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conditions for a courageous policy do not exist; but there is no 
middle course really between leaving things as they are and 
fixing them. Merely intervening irregularly and throwing some 
resources in, without any real fixed policy, is exactly what you 
are at and is the way to throw money away. I should have 
thought that the whole history o f the spasmodic interventions 
o f foreign bourses in support of particular exchanges showed 
that that policy never succeeded.

The Dersistence o f these two schools o f oninion shows theM. A

practical difficulties o f the case. I believe that our plan is much 
the safer, that you would run far less risk i f  you fixed your rate 
and tried to make your rate believed in; but the other party hold 
that it is a much rasher policy and that theirs is a much safer 
one, because i f  at any moment you saw that your policy was 
being a failure and was not working, you would withdraw your 
support, you would keep the rest o f your gold unused, and 
therefore you would not have committed yourselves to anything, 
and so you could draw back. But the very fact that you had 
not committed yourselves to anything would be what had ruined 
the scheme. It would be known that the support might be 
withdrawn at any moment, and i f  the Reichsbank was losing gold 
it would lose heart also and, almost directly, there would not 
be any real strength in the market at all. That half-hearted kind 
of policy is not the real one for such circumstances as these.

I have now given you two divergencies. One is whether the 
Reichsbank gold by itself would be sufficient or whether there 
must be a foreign loan. The next point is: Are you going to 
stabilise exchange or are you going to support it ? There is a third 
policy which I think everybody will admit to be a pis aller (I 
do not myself fancy it), but which on theoretical grounds is not 
open to particular objection. That is the idea of having a parallel 
currency to the existing one ; not of attempting to fix the existing 
mark at any particular level but of introducing a new unit, say 
a gold mark, and providing that the new currency issued should 
be the gold mark and that the gold mark should be redeemable
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for gold. By that means you would also make both the gold mark 
and the paper mark legal tender. You would allow people to fix 
their contracts in either and to pay in either at the official rate. 
So you would then have these two currencies, the gold currency 
and the paper currency, with a fluctuating rate between them. 
You would fix that rate from time to time by a legal notice in 
conformity more or less with the market rates prevailing at the 
time, and the official rate fixed would be one at which you could
flicrlviw p in rmp m r r p n r v  nhliffations itirnrrfH in thp ntliprU1ÜV1IU1 ̂  V ill V il V VVii x V* *  VJ V V» * v V t-ftiVl *

One can easily see that there are certain advantages in that 
scheme. T o  begin with, it would provide German merchants 
with one o f their great desiderata— namely, a sound money of 
account. Everybody could keep their balance-sheets in terms of 
the gold mark. It would also provide Germans who must have 
money which would be of permanent value as reserves, with 
something other than foreign currency which they can use for 
that purpose. Such persons could acquire gold marks and the 
new gold marks— which would be a paper document, of 
course— would serve the purpose that foreign currency has to 
serve now; so that Germany could reduce her requirements of 
foreign currency. It would meet those two points : a good money 
of account, and a good store o f value. But so long as the paper 
mark fluctuated in terms o f the gold mark, one o f the great 
problems would be left unsolved, namely, the existence o f a 
stable unit in which taxation could be collected. People would
ctill Imvp thf»ir tavpe fivprl in m n p f  m a r t s  r>r at  anu rafp flipvUklll A AM- 1 LU Vil I.MVkj X A /X V Vi XX X VI tltWl KS A i

might have their incomes in them, and unless the paper mark
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side with the gold mark, you would have instability in your 
budget, and I do not think that you would have gained by any 
means all the advantages, whereas it might be just as difficult 
to keep up the value of your new gold mark as it would be to 
keep up the value o f the entire currency. Assuming that no more 
paper marks were issued, in the other things you would be able 
to be successful. The present gold value o f the existing paper
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marks is not a thing that need alarm anybody. Therefore if you 
feel strong enough to lay it down that all future issues shall be 
of a gold mark which you will keep at a stable value, you may 
as well, I think, go the whole hog and not go in for this pis aller 
which solves part o f the problem, but by no means the whole 
of it.

That is the essence o f the case as it now stands. I explained 
to you the chief facts o f the German situation in my first lecture 
and in this lecture I have tried to analyse the possible cures that 
have been put forward in different quarters, the arguments as 
they appear to me for and against, and the psychological 
atmosphere which, I fear, makes the carrying out of any of them 
a little improbable at the moment.

Lecture to the Institute o f  Bankers, 29 November IÇ22

MR j. M. K e y n e s : Ladies and Gentlemen: I propose to give 

this lecture on the subject of devaluation. You probably all of 
you know what that means. It may possibly be safer if I were 
to repeat that it is concerned with stabilising the value o f certain 
legal tender monies somewhere near their present value in terms 
of gold, in place o f attempting to restore them to their pre-war 
value in terms o f gold. That is to say, of accepting existing facts 
and fixing the level to which they are now adjusted permanently 
rather than attempting to go back.

For the purposes o f the devaluation argument currencies fall 
into three groups. The first group are the very bad currencies 
such as the mark and others about which it is not really a matter 
of dispute. People may be in favour o f raising them above their 
present level, but no-one proposes that those currencies can be 
restored to their pre-existing value.

Then there is another group of currencies o f which our own 
is a leading example, which I will deal with towards the end of 
my lecture, in which the divergence from the pre-war parity is 
not very considerable, so that there can be very little doubt that
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they could be restored to par if it is thought wise and expedient 
to do so.

In between comes a very important class of which the franc 
and the lira are the most important examples, where the depre
ciation certainly exceeds 20 per cent and is very often a good 
deal bigger than that, but where it is not as fantastic to propose 
vou should restore them to the ore-war level as in the case ofv ■ _ m. - -  - —

the mark.
I shall devote the first part o f my lecture to these intermediate 

currencies, and I shall return at the end o f the lecture to the 
rather special case o f sterling.

About eight months ago I published an article \ JM K ,  vol. 
xvii, pp. 355-69] about devaluation in which I went so far as 
to propose some actual details o f a scheme which at that time 
I thought could be put into operation. That was just before the 
Genoa Conference. This subject was considered very carefully 
by the Financial Commission at Genoa, and the Conference 
reported decidedly in favour o f stabilisation at the existing level 
rather than at the pre-war level in the case o f all currencies which 
were seriously depreciated. I do not think it is very easy to find 
any reasoned statement of the arguments on the other side. 
There is a eood deal of disnute about currencies in the oosition----- • - - - * i - - -
of sterling, but amongst accredited authorities there is not 
very much divergence as regards the franc and lira. One might 
have supposed, therefore, that I was not wasting my time, 
though I might have been putting forward a bad scheme in 
principle, so to speak in proposing actual details. But what has 
happened since that time has convinced me that nevertheless I 
was, and that although the opponents of stabilising somewhere 
near the existing level are not free from that argument never
theless the other side has by no means won over universal 
opinion, and that we still have to do a great deal o f enunciating 
the fundamental facts of the case before it is worth while going 
into the details o f an actual scheme.

I want therefore with your approval to run through the
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fundamental simple facts o f the situation, which I think ought 
to be universally recognised and ought to govern all discussions 
on the subject. Although the Genoa Conference declared in 
favour of devaluation unanimously I think the representatives 
o f France, Italy and Belgium, in approving the principle, stated 
at the same time that they wholly repudiated it as regards its 
application to their own individual countries. Those gentlemen 
may have been guided by political rather than intellectual 
considerations, but that thev should have thought it desirable to— ---------------------- 7 - -  - ^ 4_7 • • —

deny what their intellect had just approved is a measure o f the
HifK mi ltv w h irh  ctill pvicfc in nnttincr iT»pcp thincrc infn fn m *WllliVVUbJ » V * •

Genoa approved it in principle, but all the countries most 
affected repudiated it in particular.

One argument which weighs so much with many people, 
which has to be dealt with first of all, is the argument of justice. 
It is thought that it would be a grave injustice not to put back 
these monies to their pre-war parity. Some injustice is always 
wrought by economic changes. That one has to admit. But to 
regard the weight of gold as the measure o f justice rather than 
the purchasing power o f the currencies is, I think, a very 
technical form of justice, and yet no-one suggests in the United 
States, for example, that it is an act o f injustice not to restore 
the dollar to its pre-war purchasing power.

Quite apart from that, justice means presumably that you 
must put back people who have entered into contracts into the 
position which they had reason to anticipate they would be in 
when they entered into those contracts. I f  all contracts expressed 
in terms o f money had been entered into prior to the War there 
might be a strong case on those lines, but the actual fact is that 
the vast majority o f the contracts have been entered into much 
more recently. In particular war loans, which form a very 
important category, were contracted to a very great extent since 
the Armistice in terms of the depreciated money. So that you 
would be giving a large uncovenanted bonus to the lenders if 
you were to restore the value of the franc and lira to their pre-war
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value. In the case o f the United States Irving Fisher has roughly 
calculated that contracts in terms o f money are on the average 
about a year old, so that if  you put the value o f money back to 
a very different value from what it has now with reference to 
a period eight years ago you are almost certainly doing more 
injustice than you are doing justice i f  you are considering the 
relative Dosition o f creditors and debtors who are the parties to_ — i  i

the money contracts now in existence. There might be a case 
on this head for a certain restoration, but the longer the 
depreciation lasts the weaker the case is. More and more 
contracts will have been entered into at the depreciated rate, and 
more and more of the holders even o f those contracts which have 
a history back to pre-war times will have changed hands [sic] 
in the interval.

I think therefore there is a great deal o f misapprehension first 
of all in making the criterion o f justice a quantity o f gold rather 
than a quantity of purchasing power, and secondly in supposing 
that the contracts which would be affected by any change mainly 
relate to a pre-war epoch. I therefore argue that that particular 
reason for making great sacrifices in order to get back, while it 
has some force has not so much force as some people think it has.

That is the argument o f justice. The next argument is the 
argument of possibility. When the question o f possibility is 
considered it is common to look to the existing rates o f exchange 
and to the balance of trade, and to criteria o f that kind. That 
is a mistake, I think, when one is considering a long period 
problem o f this kind. From the long period point o f view I say 
that a different criterion is the one that settles the matter. The 
long-period obstacle to any possible improvement, for example 
o f the franc, is the burden o f the internal debt. You can always 
restore the currency to any value you like if you want to, if  you 
think it worth while and adopt a sufficiently stringent policy to 
do it, provided that it does not increase the claims of the 
bond-holders beyond what is tolerable. I f  it does, the Govern
ment is certain to be forced to inflate again, and the work will 
be undone.



In the case o f France and Italy, I shall deal with France in 
detail as an illustration. The policy of internal finance which has 
been followed has brought up the burden of the internal debt to 
a point which already makes it nearly impossible for their 
budgets to balance. I f  you were to restore the franc and the lira 
to their pre-war parity you would make the problem quite 
hopeless. In the case o f France you would rather more than 
double the present burden o f the internal debt; in the case of 
Italv vou would aonroximatelv multmlv it bv four.

Now what does this burden o f the internal debt amount to?
Tt tint a mipstinn n f  em n nrn v and PYtravacranrp Oiipstinns n f#v — I --------- — ------------------- J -------~---------- ---—  —

economy and extravagance can always be dealt with in the last 
resort. It is a question o f the distribution o f the national wealth 
between different classes. The burden o f the national debt is the 
measure o f what the active earning part o f the community have 
to hand over to the rentier or bond-holding class. No community 
ancient or modern will tolerate more than a certain proportion. 
You will never induce the active earning taxpayer to surrender 
more than a certain proportion to the inactive bond-holding 
rentier class, and the general principles o f contract have all 
through history had to moderate themselves and to yield to that 
grand principle o f expediency that you cannot increase the claim 
of the bond-holder, o f the inactive person, beyond a certain 
extent, and those persons who would press a contract to its 
extremity and say that justice in the matter o f contract must be 
done at all costs are the people who are really the greatest 
enemies o f the sanctity o f contract, because policies o f that kind 
are what bring the whole thing into complete disrepute and 
eventually bring down the entire structure. The whole thing if  
you are dealing, not with individuals, but with nations and with 
epochs, has to be handled with moderation and with reason, and 
it is utterly impossible to compel the active part of the 
community to hand over an undue proportion to the bond
holding class.

Therefore I say that the long-period criterion is this : Will the 
improvement in the value of the currency so much increase the
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burden o f the internal debt as to make the proportion that is so 
to be handed over an intolerable one?

I f  it is intolerable there are only three solutions open. The 
first solution is repudiation, which as regards internal debt in 
Western Europe I think we can neglect at present. The second 
way out is a capital levy which, when the necessary circumstances 
arise, seems to be much the justest and wisest instrument, 
because you can make the burden fall in the right place. But the 
capital levy, as we have seen in the recent election, is a thing 
difficult to explain or to understand, and the terrifying ignorance 
o f the real arguments on either side shown in the columns o f 
the Press shows that it is an expedient which a modern 
community will very likely reject even when the conditions for 
applying it exist. I do not want to be taken to imply by this that 
I am in favour o f a capital levy in this country at this moment.
I am not. I think you ought to have a capital levy only when 
it is clear that the proportion o f taxation which has to be handed 
over to the bond-holder is more than the country can support, 
and that premise has not yet been demonstrated beyond 
controversy in this country. But most of the arguments raised 
against a capital levy seem to me to be a little childish in 
character, and not to go at all to the root o f the matter.
I throw that out rather in parenthesis, but the controversy 
with regard to the matter has I think brought home to every
body how very difficult it will be to bring in a capital levy even 
when it is the right thing. Therefore I strongly suspect that the 
continental countries, who indubitably ought to have a capital 
levy, will probably not do so but will follow the line o f least 
resistance, and the line o f least resistance is to let your money 
depreciate. You can always have a capital levy that way; you can 
always allow the unit in which your money debts are expressed 
to fall in value. In Austria, in Russia and in Germany they have 
already had a capital levy o f ioo per cent. In France they have 
already had a capital levy o f 50 per cent; and in Italy o f about 
75 per cent; and other countries in varying degrees. Experience
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shows that the population will quietly accept enormous de
predations by this instrument when they would throw out of 
power any Government that attempted to take one tenth of the 
amount from them by juster and more scientific methods.

The great objection to the method o f depreciation as compared 
with the capital levy is that it falls entirely upon persons whose 
wealth is in the form o f claims to legal tender, to money, who 
are generally, amongst the capitalists, the poorer capitalists. It 
is entirely ungraduated; it falls on small savings just as hardly 
as on big ones; and incidentally it benefits the capitalist 
entrepreneur class, because those persons who borrow money and 
possess assets, which is the case with the entrepreneur capitalist 
class, benefit by depreciation. So that by that means you make 
a capital levy which falls mainly on small savings and on 
moderate savings. At any rate it treats them just as hardly as 
it treats the richer man, and it may actually enrich the ordinary 
entrepreneur capitalist. The small savers who have most to lose 
from depreciation are precisely the sort of conservative people 
who would be most alarmed by the capital levy, so that they 
would probably oppose it. On the other hand, the entrepreneur 
capitalist class would obviously prefer depreciation which does 
not hit them very much and may actually enrich them. The 
combination o f those two forces will generally bring it about that 
a country will prefer the unjust, inequitable, disastrous method 
of depreciation rather than the more scientific one o f a capital 
levy.

For those reasons I think that if  the countries cannot balance 
their budget at the present level they will probably have a bit 
more depreciation until they can, rather than have a capital levy. 
But anyhow, it is utterly impracticable for them to go back.

The advocate o f stabilisation somewhere near the present 
level takes a middle course. He says we accept the fa it accompli. 
It is quite out o f the question for budgetary reasons to go back 
on our steps, and also it would create a great deal o f injustice 
and a great deal of harm to trade. We must accept the
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depreciation that exists, but let us at any rate make an effort to 
avoid further depreciation. That will be immensely facilitated 
by fixing it i f  we can somewhere near the present level. But he 
has to admit that those forces which make it impossible to go 
back may also make it inevitable that there shall be further 
depreciation.

Let me illustrate that by reference to the particular example 
o f France. The internal debt o f France amounts at the moment 
to about 250 milliards o f paper francs. That is excluding all 
external debt including what she owes her allies. The further 
borrowing already definitely in sight and more or less provided 
for will, including reconstruction loans which the Government 
has guaranteed, bring the aggregate internal debt by the end of 
1923 to somewhere about 300 milliards o f francs. The service 
of that debt will be about 18 milliards o f francs, that is to say 
at 6 per cent. That I think allows a certain amount for statutory 
sinking fund, for while the recent debt has been raised at 6 per 
cent, some part of the debt has been raised at lower rates. I am 
not quite sure how much that sinking fund allows for, but I think 
I am not far wrong in saying that including the statutory sinking 
fund the service o f that debt will be somewhere about 18 
milliards o f francs. That figure happens to be the budget 
estimate of the ordinary revenue from all sources for the year 
1923. So that by the end o f 1923 the service o f the internal debt 
will absorb 100 per cent o f the revenue. That is rather 
optimistic, because it is assuming that all external debts are 
cancelled ; and it is also assuming what certainly will not be the 
case, that after the end o f 1923 France will be in a position to 
assume that the burden of the external budget, that is to say 
pensions and further expenditure for reconstruction will have 
vanished. But still, take it at that. Within a short period the 
service of the debt will absorb the whole o f the revenue. As the 
necessary expenditure o f the Government is probably 10 or 1 1  
milliards at least, that means that even at the present level of 
the franc the Government will have to increase the yield of
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taxation by something like 60 per cent in order to make both 
ends meet, and i f  the franc was materially to improve in its value 
in terms o f commodities the amount which the Government 
would have to take from the taxpayer in terms o f commodities 
in order to satisfy the claims o f the rentiers would become 
something fantastic, something quite beyond the taxpaying 
capacity o f France.

Therefore I say in the long run that is the fundamental reason 
why the franc cannot possibly return to parity, and I go further 
and say that the difficulty of balancing the budget even now will 
prove a strong temptation to France to pursue a policy o f further 
depreciation.

This figure I think is an interesting one. I f  the franc was to 
fall to ioo to the £  sterling it would be possible to balance the 
French budget by taking very little more in terms of commodities 
from the taxpayer than is taken now. The French will have to 
come to some compromise between increasing taxation and 
diminishing ordinary expenditure and reducing what they owe 
their rentiers by means o f a further depreciation, and I have not 
the smallest doubt that the French Government will consider 
that course, as they have hitherto, as far more conservative, far 
more orthodox, far more in the interests o f the class o f small 
savers than they would a justly constructed capital levy.

Those figures I give in detail because they are particularly 
striking, but something very similar, or at any rate i f  not quite 
similar in degree the same in kind is also true of other countries. 
On the one hand, therefore, when M. Picard, speaking for the 
Government o f France at Genoa, said it was the policy of the 
French Government to restore the franc to par he was talking 
rubbish.

The reasons I have given are reasons why the critics of 
devaluation from the point of view of improvement cannot 
maintain their case. But o f course there is another class o f critic 
who have much more reason on their side, who must be met, 
namely those who say that the chief European currencies are so
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very likely to go much worse that it would be a foolhardy thing 
to try and fix them at their present level, and that the time has 
not yet come at which there is any real hope o f balancing. I think 
there is a great deal o f force in that criticism. I think it is very 
likely that the governments are not strong enough to enforce a 
policy o f stabilisation, but I think it ought to be possible, i f  the 
will is there and i f  the thing was understood, to stabilise at a 
rate not very much worse than the present. I think it is very 
unlikely that it will happen, but one has in these cases to preach 
an ideal policy rather than to dilate on what is going to happen, 
and i f  their affairs were conducted with wisdom I do not think 
it ought to be impossible to stabilise at some rate not very much 
worse than the existing levels o f the exchange.

Why am I so anxious to stabilise? It is obvious that it would 
be foolish to try and improve the vaiue o f the currencies, but 
what is the overwhelming argument for fixing them? The 
argument that is much the most important in my mind is one 
which is fairly familiar, but I think it is under-emphasised. It 
is this. Even though a country may be in adjustment with other 
countries in respect o f its balance o f trade and so forth over a 
year as a whole, it does not follow that it is perfectly balanced 
every day. It is well known that industrial countries which buy 
large amounts o f agricultural products find it convenient to make 
the bulk o f their purchases, or at any rate a larger proportion 
than normal of their purchases, rather early in the crop year. 
That was very familiar in pre-war days. Even when the balance 
is level for the year as a whole, the industrial countries are in 
debt to the agricultural countries in the autumn and winter, and 
they get level with them again in the spring and summer. I f  you
want to nave just tne quantity anu just tne quality oi tne îeauing
crops you do well to buy them rather early in the year. That 
is an ordinary practice o f trade which has not been abandoned 
even in post-war times. That was recognised in the pre-war 
financial world, and one o f the most important functions of 
international banking used to be to adjust this temporary
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balance between two seasons o f the year, and very admirable 
machinery has been devised by means o f which that function 
was carried out at very small cost to trade. When the banker 
knew that there were gold points, so that his loss on the 
exchange was limited, he was willing to move floating balances 
between London and New York, for example, for a very 
moderate commission. A little higher rate of discount in the 
temporarily debtor country so that his money earned a little 
more there than it could in the other country, together with a 
slight exchange turn due to movement between the gold points, 
was enough to remunerate him. He was content with a normal 
banker’s commission, the reason for that being that his losses 
were definitely limited, and his profit was more or less calculable 
beforehand. He did not have to be rewarded for taking a risk, 
because he was not taking an appreciable amount o f risk.

That worked extremely well, but what happens now? The 
autumn pressure comes along just as usual, but now the banker 
is not content or able to move his balances for small turns, as 
he could formerly, because he now has no guarantee at all as 
to the rate at which he will be able to bring his money back again 
later in the year. He may have a very strong opinion as to the 
course of the exchange, but the transaction is no longer a 
calculable one. He is bearing a risk, and owing to what has 
happened in recent years he estimates the risk as a very big one. 
And even apart from the fact that he has to be remunerated for 
risk, it ceases to be quite a banker’s business. A banker, even 
though he thinks the risk is actuarily rewarded by the prospective 
profit, cannot afford to run risks o f that kind on a big scale. 
Consequently this business that used to be a proper banker’s 
business for a small term has become a speculator’s business. 
The balancing of the account in the autumn, quite apart from 
the account for the year as a whole, has to be looked after in 
part by the suppliers of speculative finance. In order to attract 
the suppliers of speculative finance there has to be a very large 
movement. They will not come in and support the market until
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the exchange has moved to a figure which in their judgment 
gives them good prospects of profit when the next easy season 
comes round. Moreover, as speculative finance o f that kind is 
discouraged by other banking institutions, and by state banks 
and so forth, it is generally in short supply. The amount of 
speculative finance going is barely enough to look after the 
autumn trend in its pre-war dimensions. Where a banker would 
not at all mind in the old days remitting millions to and from 
New York, hundreds o f thousands are now as much risk as even 
very big people care to look to. So that, partly from the shortage
rxf* TTrtt <1 n frt 1 nnl/ fl A-Û»* fU llf rtf' lx n/-.nui p c u p ic  w iiu  m e  u i a ^fuaiLiun iu  luv/ii a itv i  tu a t  ivm u  u i uu&mc&hS,

and partly because they, estimating the risk to be a large one, 
do not operate until they see a big profit, you may have a very 
large seasonal fluctuation o f the exchange even though the thing 
is in perfect adjustment over the year as a whole. You will not 
get a steady exchange until you have a ‘ pegged’ exchange, 
because, until you have that, every little up and down is bound 
to have a disproportionate effect on the exchange, because the 
adjustment has to be effected by persons who are speculating 
rather than by persons who are conducting banking.

It is no good therefore to think, as some people do, that you 
must first of all wait for the exchanges to be stable, and after 
you have seen them stable for a year or two you will then fix 
them. Thev never will be stable until vou have fixed them: vou•f * -------- ---------
have to act first. And it is extremely important to do so in the 
case of any country for which it is practicable, because this 
seasonal fluctuation and the big rewards which have to be paid
fn  crtAoi 1I0 tnro f i -irp o h Ki î rrl ^n nn trorln Tf tviArtnc*
L17 o ^ / v v u ia u  * v  l i u m i v v  u i  v a »  v i  j  u v a  t j  k j  u i  u v u  v u  Ll a u c .  ±  L i l iu a i l S

partly that those merchants who make their purchases according 
to the pre-war rule in the autumn have to finance them at a very 
unfavourable rate of exchange as compared with the average 
exchange of the year, and also to a certain extent it means that 
merchants deterred by the bad exchange rates that are offered 
them in the autumn postpone a part of their purchases to a 
season of the year in which they hope the exchange will be better,
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but one which may be far less convenient and efficient from the 
point o f view o f the transaction o f their business. Nothing but 
harm therefore results from these big seasonal swings.

That is known in a general way, but I wonder how many 
people realise the extent to which the fluctuations of sterling and 
of francs and lire during the last three years have been seasonal 
rather than progressive. In the year 1919  when the exchanges 
were unpegged because the inter-allied arrangement for finance 
came to an end, there was a very heavy fall in francs and lire 
and sterling of a non-seasonal kind. All through the early part
inH tlv» tniHHlp n f  r m n  flipv wprp fiillincr fnr that rpacnn anH fnrM1 UI1WVUV V* A ^ WftVJ ft VI V a V* V>»WV * VMUV*a

non-seasonal reasons. There has also been this year an 
improvement in sterling which is o f a non-seasonal character, 
and it may be for the reasons that I have just given relating to 
the internal debt that at some future date there may be a 
non-seasonal decline o f some of the continental exchanges. But 
although those facts are true— two o f them are true, and one 
of them possible— nevertheless the bulk of the movements 
between the autumn o f 1919 and the autumn o f this year have 
been seasonal and not progressive.

I will put on the blackboard, i f  I may, a rather striking table. 
It is a table of percentage o f dollar parity. The figures I shall 
put down represent the percent o f dollar par that each currency 
reached at various dates, and I will give the lowest and higher 
for each season. For this purpose a season has to run from, say, 
August to August, rather than the calendar year, but I have not 
taken any exact period. Taking 1919-20, and beginning with 
sterling, the lowest percentage o f dollar par that sterling touched 
was 69, and the highest was 82. In the following year 1920-21, 
the lowest percentage o f dollar par reached by sterling was 69, 
and the highest was 82. In 19 2 1-22 , the lowest reached was 73, 
and the highest 93. In 1922-23, only half of which season is over, 
the £  sterling has fallen below 90.

Now here o f course there is an improvement which is 
independent o f seasons, but it is remarkable how steady the

55



A C T I V I T I E S  I 9 2 2 - I 929

lowest figures are, and how steady the highest figures are, and 
how very big the fluctuations between the lowest and the highest 
are. It looks to me from that as though the fluctuations between 
the lowest and the highest were mainly seasonal, but you have 
to fall down to that point before the speculator would come in 
to look after the seasonal adverse balance. The difference 
between the two sets o f figures is some measure o f the enormousL'  -------

burden thrown on trade.
Tt Inrttc frr»m t h a t  tahlp üc  thrmorh ciinnncincr w p  h a d  dprid#»dV V/AV MU ■r r -

as long ago as 19 19 -20  that we would stabilise the £  sterling
nnir n#* wm ** r\f «^n lira a m i1 < 4 UrttrAa a j a t /J  p t i  t t i u  u i ltd p i t - w a i  w v w u i u  p iu u c tu ij  u a v t

kept sterling pegged without any disturbance to trade through 
the whole o f this period, and I believe it would have been a very 
much wiser policy to have done so.

Sterling is a fairly impressive case, but the franc and lira are 
in a way, I think, even more impressive. We realise that the 
movement o f sterling has been mainly seasonal, but the extent 
to which it is true o f the franc and lira is equally striking.

Let us take the franc. In 19 19-20  the lowest point o f the franc 
was 3 1, and the highest point was 44. In the next year the lowest 
was 30, and the highest 45. In the following year the lowest was 
37, and the highest 47. This year so far the lowest has been 34.

I think that this is an extraordinarily striking table. There has 
not been any clear movement o f the franc either up or down 
if  you take the highest figures in each year, and the lowest figures
it i  p n p li  'irA 'ir R u t  t^ P i*P  ic n n  P t i A r m m t c  H i v p t f l r p n r p  K p t it r p p n  f l i p
AAI. VHV1 1  J  V(U « A/Ut L1 IV1  V U  MAI V1 1 VA lAAVVth? VUT Vi^VIlWV UVLTTVV1 1  t ilV

highest and lowest figures. So that the man who imported his 
goods in the autumn and covered his exchange has had to pay 
a tremendous fine for the convenience o f importing then rather 
than later in the year, and the people who have eventually 
accommodated him in the exchange have reaped an enormous 
profit. Surely it would have been much better all through this 
period to have stabilised the franc at some intermediate figure. 
Although for the reasons I have given I am not very optimistic 
for the future, I think it looks from this as though it would have

56



P I M A M T F  A \ i n  T M V F « T M F M T Tf»'»'î—T m  ̂  1 V *"“

been practicable for the Bank of France to have taken a figure 
such as 40 and to have kept the franc pegged at 40 all through 
that period. They would have lost reserves at certain seasons, 
but they would have gained them at others, and they would have 
added enormously to the prosperity o f the country.

The lira, which is my last example, is almost the most striking 
of all. The lowest point reached by the lira in the first year was 
22, and the highest was 32. In the next year the lowest was 
18, and the highest 29. In the following year the lowest was 20, 
and the highest 27. And in this year the lowest has been 20 so 
far.

One sees from that [that] the lowest points o f the lira in terms 
of the dollar have been 2 2 ,18 ,2 0  and 20, while the highest points 
have been 32, 29 and 27. But whereas the lowest points are 
steady, and whereas the highest points are steady, the fluctuation 
between the lowest and the highest has been as much as 50 per 
cent, and has never been less than 3 5 per cent. That shows that 
the violent movement o f the lira has not been a progressive 
movement, but it has been a seasonal movement.

Therefore I argue that if  you are thinking o f the hindrances 
to trade, it is the seasonal point which one must largely attend 
to. And I also draw this conclusion : that so long as the exchanges 
are not stabilised by policy they will never come to an equilibrium 
of themselves. You may get smaller oscillations than these. 
Suppose this sort o f thing went on year after year people would 
learn by experience, and no doubt the oscillations would not be 
nearly so large. Speculators would come in a little sooner, and 
importers would make even greater efforts to spread their 
importations more evenly over the year. But even so, I should 
think there would always be a very substantial difference 
between the busy season and the slack season so long as nobody 
knows at what level these currencies are going to settle down.

While people talk as they do at present there is, quite apart 
from underlying facts, an enormous risk in the matter. You have 
all the official authorities threatening to bring back the franc and
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the lira to par, so that any operations on the one side are very 
dangerous. On the other hand, you have the condition of 
internal finance which I have just been talking about, which 
indicates that they might possibly go a great deal worse. So that 
nobody knows with certainty, or even with probability, whether 
they are going to be a great deal better or very much worse. 
Therefore you must have a very wide fluctuation before people 
will come in purely from motives o f self-interest to balance the 
day to day fluctuations and the month to month fluctuations as 
distinct from the annual fluctuations.

Signor Mussolini has lately threatened, I am told, to bring 
back the lira to 50. It is such an awful threat that I should think 
the Italians will do almost anything rather than accede to it. But 
would Signor Mussolini have said that i f  he had understood 
what he was saying? Suppose he put it like this: I propose to 
halve wages, double the burden o f the national debt and reduce 
by 50 per cent the prices which Sicilians will obtain for the 
export o f oranges and lemons. I f  he put his policy in that form, 
it would not have been as popular. But that is what his policy 
amounted to.

When you have those kinds o f remarks being made on one 
side, and the hopeless state o f the internal debt on the other side, 
naturally you have a complete uncertainty o f mind which can 
only be cured by the government adopting a deliberate policy 
and saying we are going to do all in our power to prevent further 
depreciation, and we are not going to be so crazy as to try to 
perform an impossible task and restore our currency to par. When 
they do that you may be in sight o f getting rid o f this enormous 
hindrance and expense to trade by these vast seasonal 
fluctuations.

There has been one country— I should like to point the moral 
from this— which was unusually in a position to adopt a course 
o f wisdom. That is Czecho-Slovakia. Early in this year Czecho
slovakia found herself with a budget that was not very far from 
balancing, with, comparatively, a freedom from the internal debt
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that oppresses France and Italy and other countries. Her credit 
was good. She raised quite important loans in London and in 
New York. Nobody would have blamed her for fixing the Czech 
crown at the level which then prevailed. It had been ruined by 
no fault o f her own, and was an inheritance from the Hapsburg 
Empire. At that time the Czech crown was worth about 
one twelfth o f its pre-war parity. Czecho-Slovakia was in a 
splendid position for stabilising. She had the foreign resources 
to make a reserve fund, and there was no internal reason whv_ / - - -- - - y

the thing should not have been perfectly successful. In the light 
of what has actually happened it is clear she could have stabilised 
with complete success. What did she do? She has used the funds

n f cVto oû/1 a «  tliA  \Tour V a pI/ nn/1 T m n r lro fc  fA  K m r
u ia i  on  Vs x a ia vu  u n  liav x  ̂v- vv x i /a n. a n u  xju iiu u ia  m a i  i i v u  lu u u j

Czech crowns over the exchange, and gradually to raise her 
exchange until the Czech crown is now worth double what it 
was in the spring. The consequence o f that has been to throw 
out o f gear the whole of her industries. She has had very severe 
unemployment, and a crisis through the greater part o f her 
industries. She now finds herself a year later with her foreign 
resources partially depleted, with her crown worth one sixth o f 
its pre-war parity instead o f one twelfth, and still completely 
unstabilised, blown about by the breath o f the seasons and the 
wind o f politics. Could anything have been more foolish.

How long is it to go on ? Is Czecho-Slovakia going to go on 
having industrial crises until she has raised her currency to six 
times its value? It is no easier for her to stabilise now than it 
was six months ago; indeed it is more difficult because her 
resources in foreign currency are no longer auite intact. What^ L/ 1

good has she done by deflating the value of legal tender? Apart
from the satisfartinn anH nriHe in crptfintr hark to nre-war naritv ------------------------------- ----------------------- ™  c>~----------------------a  ---------------r * ”'  r ------- j ?

it is very little better to have it at one sixth than to have it at 
one twelfth. The whole thing, as far as I can see, has been 
entirely purposeless, and it has been the result o f deliberate 
policy. M. Alois Razin the Finance Minister, has dogmatic views 
on this subject. He is one o f the leading bankers, and
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unfortunately he has had the opportunity o f putting his tenets 
into practice. There has been a strong opposition, but he has 
overcome it. I should like to have it explained to me what good 
of any sort or kind he has done his country by this revolution 
in the value o f legal tender money?

T h e  modern capitalist world is even less suited in m y opinion  

for violent fluctuations in the value o f m oney UDwards than it
•* A

is for violent fluctuations in the value o f money downwards.
F.ithpr fnrm n f n rttn n  vprv ill aHvised and nncdit n ever tn He
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undertaken on purpose. I give that example partly as illustrating
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showing the state of opinion at the moment. When you do get 
a country which could stabilise, it immediately follows this vain 
and empty project of improving the value of its currency up to 
an undetermined point.

I have left over two questions which I must deal with. I should 
like to deal in a little more detail with the effect o f a deflationary 
policy on industry, and I should also like to deal with the rather 
peculiar case o f our own country and with the relation o f sterling 
to the dollar. But i f  you will excuse me, I will not embark on that 
part of the argument today but will postpone it till next week, 
when the lecture, as M r Steele [the chairman] has said, will be 
given on Tuesday instead of Wednesday.

Lecture to the Institute o f  Bankers, 5  December 1Ç 22

m r  j. m . k e y n e s : In my last lecture I discussed some o f the 
general principles governing the proposals for devaluation, and 
I went into some particular details relating to France and to 
Czecho-Slovakia, but I made no comment as regards this 
country. In this lecture I propose to repair that omission. I have 
kept this country till the last because it raises rather separate 
questions from other countries, I think. T o  begin with, the 
problem of restoring sterling parity is a perfectly possible
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problem. There is no reason why we should not put sterling back 
to its pre-war parity i f  we wish to. So that one o f the strongest 
arguments which I mentioned in the case of foreign countries, 
that any attempt was bound to be futile in the end, does not 
hold good in our case. There are also, owing to our past history, 
and owing to our position as an international financial centre, 
some rather specially strong, if  sentimental reasons, if  you like, 
for returning to the old parity. I recognise the force o f those 
arguments. In the course of the wars o f Napoleon, sterling 
suffered a depreciation just as it did in the course o f the late 
war; but after many years, by a persistent effort, we succeeded 
in returning to par. It would naturally be a matter o f great pride 
to this country if, after even the worst war of the twentieth 
century, we were again able to return to our previous undisturbed 
parity. These matters cannot be neglected in any monetary 
affairs where confidence, security, and all that, are o f very real 
weight. So that not only is it possible for us to return to par, 
but there are special reasons both o f self-interest and o f pride 
why we should wish to do so. I f  it is our policy, and I believe 
it is, that we should return to par, then certainly it is to our 
interest that we should do so as rapidly as possible. The 
transitional period o f uncertainty is undesirable, and i f  sterling 
is going to par with the dollar, the sooner it gets there, in my 
judgment, the better for all o f us; and it looks now as i f  it were 
quite conceivable— whether it will stay there or not— that 
sterling may touch par at no very remote date. Nevertheless, 
while we have pursued this policy, and while it looks as though 
we shall pursue it with a considerable measure o f success, I still 
think that the policy o f restoring sterling to par was a mistake. 
In spite o f the arguments which I have mentioned, and to which 
I give full weight, I think we should have been better advised 
if  in the course o f the last two years— perhaps two years ago— we 
had stabilised, say, somewhere between four dollars and four 
and a half dollars to the £  sterling. What I want to go into in 
detail are the reasons why it seems to me that we should have
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been more prudent to have adopted a policy o f stabilisation 
which, at the level to which I think experience points, would 
have been possible at any time in the course o f the last two years.

M y first argument why that would have been a wise course 
brings me back to one argument I emphasised very much in my 
last lecture, namely, the burden o f the national debt. In the case 
o f France, as I pointed out, the burden o f the internal debt is 
an overwhelming reason why the restoration o f the franc to par 
is impossible; but it is also an argument which must not be 
neglected in the case o f sterling. We are in danger o f being the
_1 ___ ____i_:„l  :n 1___   ̂ ..—T 1----- - ___ 1 j a . ■_only cuumry wmvu win nave a vciy ntavy niLcinai ucui in
relation to its resources. The countries o f which the money has 
become depreciated have been relieved, as I explained in my last 
lecture, of a very large part of their burden. In the United States, 
while the nominal figure is considerable, in relation to the wealth 
of the country, it is no serious burden. We, however, will have 
to govern our tax system for a long time to come by reference 
to the tremendous burden o f debt, and that, I think, may hinder 
the prosperity o f our industry in relation to the prosperity of 
other countries which are not similarly burdened. I think the 
policy of bringing sterling to par renders it decidedly less likely
that we shall be able to do without a capital lew . You will

* *»

remember how in my last lecture I put the capital levy and 
currency devaluation as to a considerable extent alternatives. I 
think there is a slight prospect that we may be able to come to
or» p m n l i l i n i i m  un th  n n f  o n n i t < i l  Ipiru R u t  i f  elprltrwT rrnf»c tn  i lc
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old par and is kept there, unless gold prices rise— o f course, a
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more probable the necessity o f a capital levy. I will illustrate that 
by some very rough figures. Suppose we put the burden of the 
debt, which is fixed in the terms o f legal tender, at somewhere 
about £350,000,000 a year. I am not sure how exactly accurate 
that is, but it is a round figure. Suppose, after making what 
economies we can at the present level o f prices, we are able to 
reduce the other expenditure to about £500,000,000, so that we
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are spending £850,000,000 altogether. Well, that will be an 
extremely heavy burden on the country. It is quite likely that 
we shall not be able to get below that at the present level of 
prices. I f  the value of gold falls and prices rise, the yield of 
taxation, generally speaking, will respond sooner or later. This 
part o f the expenditure will also probably respond and increase 
proportionately sooner or later, but the other part will remain 
fixed; so that the real burden o f the debt will be diminishing. 
The argument is eauallv true i f  vou are conmaring stabilisation.U 1. mf 1 L/ >

say, at four dollars to the £  sterling, with stabilisation at the old 
parity. I f  that is the situation with sterling at par, i f  we had 
stabilised at four dollars to the £  sterling, then you may suppose 
that that figure would have remained the same, that the 
expenditure would have risen, say, 20 per cent, to £600,000,000, 
and the revenue, which I am assuming just balances that, would 
also, without any increased real burden to the people, have risen 
20 per cent to £1,025,000,000; so that we should have a surplus 
of £75,000,000 for the reduction of taxation. That margin of 
£75,000,000 is again the amount which you might hope to save 
by a moderate capital levy scheme. The schemes that I have seen 
drawn up which are not very oppressive, and which allow for 
hard cases, I think can be made to yield something o f the order 
of an annual equivalent o f £75,000,000 to £100,000,000 sterling. 
So that if  a capital levy o f that sort is brought in, it would make 
just about the same relief to the Budget in the long run as we 
should have obtained by fixing sterling at four instead of at the 
old par. Taken in conjunction with various other factors, I 
believe it would be a far less disturbing thing to have done to 
have a fixed sterling at four, rather than to have the burden of 
internal debt which is very near the limit. As I said in my last 
lecture, I do not know yet whether it is above what we can 
support without a capital levy or not— I think only time can 
show— but everybody will agree that it is very near the margin. 
I think those people suffer from a certain confusion of mind 
who simultaneously hold we must indubitably restore sterling
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to par, in all circumstances we must respect contract, and in no 
circumstances must we have a capital levy. I f  you lay down those 
things as a priori absolute principles, you will land yourselves, 
or you may land yourselves in an impasse— you will produce a 
situation which you cannot possibly solve on those principles, 
and you will have to give way to persons o f other ideas who may 
solve them, on nrincir>les not moderatelv oonosed to vour own.~ ~ ~-----7 ------r --------------r ------ - j " " - —

but radically opposed to your own. The right way o f preserving 
stability is not by a priori principles o f that sort, but by 
considering the whole matter coolly and intellectually. That is 
my first reason for thinking it would be more prudent to have 
stabilised sterling at an early stage.

The next argument is of a more fleeting kind, and o f the 
disadvantages of which we have already borne the greater part 
o f the brunt. The depressing influence o f a prospective fall of 
prices in relation to world prices on trade, hardly needs to be 
pointed out. Sterling is now about 7 per cent below its parity. 
Well, if it is going to its parity, that means that English prices, 
sterling prices, must drag 7 per cent behind American prices. 
I f  American prices remain steady then English prices must fall 
7 per cent. I f  American prices rise a further 7 per cent, then 
English nrices need not. in fact must not follow them. In theV-* A f

meantime, nobody quite knows what will happen, and you have 
a continuance of the depressing influence we have had in the 
last eighteen months, and a further prospective possible fall in 
prices. In the first place, that reacts on trade in many more ways 
than one easily realises at first sight. The Manchester merchants 
are complaining very much that the price of cotton goods is too 
dear. Well, in the terms of sterling, the prices o f cotton goods 
are not very dear. They are a great deal cheaper than they have 
been for a good many years. The real trouble is that the silver 
exchange is so adverse to the silver-using countries. I take one 
instance in one particular kind o f country. What makes 
Manchester goods dear in China is not their sterling price, but 
their sterling price taken in connection with the present value
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of silver. As silver has a world value, every time you raise the 
value of sterling, you put down the sterling price o f silver. Every 
time that the sterling goes nearer to par, it makes it more difficult 
for China to buy our cotton goods, until China has shaken down 
to the new level o f prices. All this has a fleeting influence. Once 
you have reached your equilibrium it is all over. But we have 
already had about eighteen months of it, and the prospect of 
another six months o f it is, I think, a very serious damper on 
trade. M y own view is that, apart from the depressing influence 
o f the actual and prospective rise of sterling, and apart from the 
European situation, which I take very seriously, apart from those 
two influences, trade is straining at the leash, and will easily have 
a very fine revival. The European situation may develop at an 
early date, of course— I am not speaking of that today— but 
the other influence, the course o f sterling, is one which has been 
under the control o f our financiers, as European policy has not 
been; and ï think the policy they have actually adopted, 
although I understand the honourable motives which have 
prompted it, has certainly prolonged the trade depression. It 
may have been worth it— I do not say it was not— but it is a 
very important argument on the other side i f  I am right in 
thinking that the slowness of the revival o f trade in this country 
as compared with what is now going on in America, is due to 
an important extent to the course o f the sterling exchange. The 
tremendous fillip that trade has had in America through the rise 
of prices has hardly been reflected here. The rise o f prices in 
America has been counterbalanced here in the improvement in 
the rate o f sterling, so that things are left here very nearly as 
they were. That is hindering our merchants, I think, partly 
because trade will never go ahead until people are certain they 
have touched bottom. They will never be certain that they have 
touched bottom until they see them going up a little; so that 
I am in favour o f a moderate rise in prices as the only way of 
getting out of the present period o f depression, and I think the 
improvement o f sterling towards par is a hampering influence
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on that. Indeed, it is obvious it must be. In that connection, in 
connection with a rise of prices being necessary, the more I study 
statistics the more convinced I am that we shall not be in 
equilibrium until wholesale prices have risen from 15 to 20 per 
cent. The business o f forcing down certain levels o f wages, and 
so forth, into equilibrium is almost hopeless, or it will take a 
long time. The continuance o f unemployment is to an important 
extent due to the fact that we have got the level o f wages, 
particularly the level o f wages o f the unskilled, out o f gear with 
everything else. The only way in which they will get into gear 
will be by an increase in the level o f prices. Some figures have 
been lately published which are very striking in showing just 
how we are out o f gear. At the moment you may say, broadly 
speaking, that food and the cost of living generally is somewhere 
about 60 per cent above pre-war. It is also interesting that this 
year we have been paying for our imports generally about 60 
per cent above the pre-war price. On the other hand, the average 
level o f wages is about 80 per cent above pre-war. That is the 
level of weekly wages. The level o f unskilled labour is very 
materially more than that, the level o f skilled labour rather less; 
and it averages out at 180. The skilled labourer is being paid 
by no means too much, rather to the contrary; but one o f the 
things that has happened is that the old margin between skilled 
and unskilled labour has largely disappeared, and the unskilled 
labourer is now being overpaid in relation to the cost o f living, 
and in relation to what the skilled labourer is getting. At any 
rate, the thing averages out at somewhere about 180, or more.
I am putting it rather low at 180, because I think in that index 
number some o f the more highly paid unskilled labourers have

A,11
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owing to the reduced hours o f working, the wages that were
paid per hour are probably double pre-war, that is to say, 200. 
200 is the remuneration o f labour compared with pre-war 100 
per cent of work done; but food and raw materials are only 160. 
The effect of that 200 means that we are actually having to
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charge for our exports a materially higher price that we are 
having to pay for our imports. Our exports generally during this 
year have been sold at a price double the pre-war price exactly 
corresponding to the wages. High wages are compelling us to 
ask double for our exports when the world level o f prices as 
measured by what we must pay for our imports, is only about 
60 per cent up. It is clear that that is not a situation which can 
go on permanently. People will not pay us for our exports at 
so discrepant a price from what goods generally are worth in 
the world ; and we see the fruits o f high prices in the diminishing 
volume o f our exports, and in our complete incapacity to employ 
the whole body o f labour. I do not mean that that is the whole 
reason— I think there are many reasons why we are unable to 
employ all the available workmen— but I think one important 
reason is that we are attempting the impossible task o f raising 
their remuneration something like 20 per cent more than is 
justincu uy tue prices tney nave to pay ior tueir ioou anu living, 
and what we generally have to pay for our imports. I do not see 
much prospect o f bringing that 200 up to 160, but I think there 
is a very real likelihood o f the 160, that is to say, the general 
level o f prices, rising to 200. Every hindrance in the way of that 
puts off the day when we shall be in equilibrium, and when we 
can employ our population.

The business o f raising the value o f sterling 20 per cent has 
put off the moment o f equilibrium from anything from six 
months to two years, so we have had to pay a very high price 
for the sentimental satisfaction to our pride in the prolongation 
of the industrial depression, and in the immense volume of 
unemployment which we have had, and still have, and are likely 
to continue to have, I think, until the basic statistics of our 
economic life have got into some better equilibrium than they 
are at the present.

But there is also a third reason which ought not to be 
neglected, and that is this. Sterling still fluctuates, and even if  
sterling reaches par in the course o f the next spring season, it
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is uncertain, to my mind, whether it can be kept there during 
the autumn pressure. We have already suffered for two or three 
years the immense expense o f the autumn seasonal fluctuation 
which I expounded in my last lecture; and it is not at all unlikely 
that we may have to suffer that for at least one year more. 
Measured in money, I believe that the expense to trade and 
efficiency o f the uncorrected seasonal swing is enormous: 
whereas though we could have probably stabilised with complete 
success at a lower value, it is uncertain how soon we shall be 
able to stabilise at par.

Even though the upward swing o f this spring takes sterling 
to par without any difficulty or effort on our part, there is no 
guarantee that it will stay there. So that the present policy, apart 
from the first two arguments, puts off for an unduly long period 
the moment when we can get back to complete stability o f the 
exchanges. One particular reason for doubting whether we can 
keep it there is the still unsolved question o f the payment o f the 
interest that we owe to America. I should like to say a few words 
about that, because it is quite impossible to come to a conclusion 
as to how easy it is to maintain sterling at par until one has 
thought a little about the payment o f the interest to America 
which we have not yet discharged on the basis o f a full year’s 
payments. I confess that I am a little alarmed at the light-hearted 
way in which some authorities talk about the supposed ease with 
which we can discharge that liability. I quite agree that if  we 
are called upon to pay it we must pay; but I think it is a great 
mistake to pretend that it would be an easy thing to pay, or that 
it will not create very great disturbance to all parties concerned. 
We have to think out a great deal more carefully than we have 
what the exact course of events is likely to be. I f  we are to pay 
the debt within the limits of the present Act o f the American 
Congress, that is to say, interest plus sufficient sinking fund to 
discharge the debt in 25 years, that will cost something between 
sixty to seventy millions sterling annually, according to the rate 
of exchange. I think at the par exchange, it will be a little over
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sixty millions sterling, or at $4.40 it would be about seventy 
millions sterling. That is an enormous sum, 300,000,000 dollars, 
to be found over the exchange every year. When M r McKenna 
was speaking in America he pointed out quite correctly that it 
must be within the capacity o f this country to pay that sum, if 
it was already lending a more than equivalent sum to foreign 
borrowers. Our annual investments abroad, even now, on their 
diminished post-war scale, probably amount to not less than 
/70.000.000. That is a reason for suDDOsine we can Dav that sum/>? f i t  A A  V-* A

of money. I quite agree with that; but we have to follow out 
the causal train a little more carefully. Supposing the American 
investor would step straight into our shoes, and would take over

oolir c<imt» 1 aouc urp ntliprwicp wnn 1,1 h  to l/pn nvpr
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from the same borrowers on the same terms, then the payment
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disturbance. There would be no particular reason why the dollar 
exchange should be affected, and no particular reason why the 
balance o f exports and imports need be interfered with. They 
would merely hold in their safes documents from foreign 
debtors which otherwise we should hold in ours. But it will not 
happen automatically. When we announce that we are going to 
pay 300,000,000 dollars a year to America, nothing will 
automatically happen to make Americans step into our shoes as 
lenders. At present the foreign borrowers come to London 
because the terms they can get in London are more satisfactory 
to them in some cases— not always, and then they go to New 
York— than the terms they can get in New York. They do not 
come here for any other reason. At any rate, they would not go 
to New York instead o f coming here until New York is offering 
them more attractive terms than London is offering them. 
Something will have to happen, therefore, which will make the 
New York market more attractive to borrowers than London to 
the extent o f 300,000,000 dollars a year. I f  the American investor 
is very nearly primed for this class of investment, if he is only 
just hanging off because he would like another quarter per cent,
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or something o f the kind; i f  he just cannot quite compete with 
the terms London can offer to India or to Australia, or whoever 
it is, i f  that is the case, then a comparatively small amount of 
pressure of dear money in London might make borrowers go 
to New York instead. But I am not sure that that is the case. 
One of the difficulties is not the rate o f money, but the fact that 
New York is more inclined than we are to insist on tying up 
the loans with contracts. I f  the loan is tied up with conditions 
as to who gets the contracts, then the substitution o f America 
as the lender will not help us to pay the debt, because other 
factors in the balance of trade will also be altered. It is only 
a loan on the same conditions as we make the loan which will

_______ ’T'l- _______ _ rI'1______ ______
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is that it is very doubtful whether the American investor for a 
very long time to come is going to take the attitude towards 
foreign investment that we in this country traditionally have 
taken. In the first place, in a great undeveloped country o f that 
kind, there are immensely more opportunities for investment at 
home. Secondly, in a country like America, the average investor 
necessarily knows far less about the outside world from an 
investment point of view than a country like this, where such 
an enormous number of business men have direct connection 
with international trade, and are in a position to know o f their 
own knowledge a good deal about the relative credit o f foreign 
borrowers. Thirdly, there is another influence which I think is 
rather alarming. America has in fact lent on a verv large scale 
during the last two or three years, and i f  you look through the 
list of what she has lent I think that any London issuing house 
would think she has lent a good deal rather injudiciously. The
A m pnran s l i i w  fatpn nr» a orpdt m an v Inane that ttip lapet iccnincri. AlltVi IVMAlbT iiu T V LUA&W'AA M ^1 VMV b»V** i >»> b» b WLPV AUU

houses in London have been inclined to turn down. It is not 
at all outside possibility that a good many o f those loans which 
America has made lately will not turn out very well for her. I f  
that is the case, there will be a very considerable reaction against 
lending abroad. The combination o f that with other factors I
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have mentioned may make a very great reaction against lending 
abroad, so that the American investor will only be willing to step 
into the shoes o f the London investor on very different terms 
from those which the London investor has been prepared to 
take.

Suppose we start paying 300,000,000 dollars a year to 
America, as I say, nothing will automatically happen to stop the 
foreign borrower from coming to London, and send him to New 
York instead. In order to preserve our exchange under the 
burden of the payment o f 300,000,000 dollars, we shall have to 
take steps to induce or to drive the foreign borrower to go to 
New York. There are various ways in which we could do that. 
The Bank o f England might exert its influence and take a very 
stiff line against the admission o f any foreign borrowers to 
London at all. It probably would be within the power o f the 
Bank o f England to exert very great influence in that direction. 
That is one way. But while we may prevent the foreign borrower 
from coming to London, we could not ensure that he would be 
entertained in New York, and if  the class o f foreign loans which 
we have been making are not made at all, that may have very 
serious reactions on foreign trade generally. That wiil not leave 
things exactly as they are. It will not mean that our exporting 
industries can go on exactly as they have done if the countries 
which are in the habit, for reasons of development, of being large 
borrowers, are cut off from the market altogether. I f  America 
steps into our shoes, well and good, but if they are merely cut 
off from London by the attempt of England to preserve the 
London market from a charge which is incompatible with our 
paying the American debt, then the situation is in all respects 
different.

Another method would be to keep money in London for a 
long period very dear— decidedly dearer than in New York. We 
might have a policy which we intended to maintain over years 
of keeping money, say, effectively two per cent higher in London 
than in New York, in order to make sure that the price which
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we should have to charge for loans for foreign borrowers would 
be very much higher than they could probably get accommodated 
with in New York. There would be a great objection to that on 
our part. People do not like very dear money going on for years. 
They would point out quite justly that, while it might be 
effective for the particular purpose, it would also hinder our own 
industry enormously that they should have to pay a rate for 
money which was not justified on its merits, but which was 
merely a deterrent rate to keep foreign borrowers away. If, on 
the other hand, you try to meet them by attempting, as was the 
case at one time during the War, to have a different rate for 
foreign money from what you have for home money, I think you 
are landed into all kinds o f interference with the freedom of 
finance which is the essence o f the success o f London. During 
the War it was necessary to do it, and during the war there were 
so many interferences with freedom that one more did not very 
greatly matter; but a continuing policy o f interference, not 
merely for months, but for years, I believe would be extra
ordinarily injurious to the position o f London, and to its whole 
finances. For all these reasons, therefore, I think that the Bank
of England, the Treasury, and the City generally, will have their 
work cut out to make sure that borrowers to the tune of
300,000,000 dollars per annum, who would naturally come to 
London, shall not come to London but shall visit New York 
instead, and be favourably entertained there. Unless that can 
be arranged, there will be enormous difficulties in our paying 
the interest on this loan. We could not do it merely by an 
alteration of exports and imports without undergoing a significant 
change in our level o f life, and in fact no one really thinks we 
could do that. The source from which we are supposed to be 
going to pay it is the source which I am mentioning, namely, 
that fund which we are now investing abroad will be transferred 
to America instead o f to the pockets o f people who would 
otherwise borrow from us. Nobody looks to any other source. 
But the business o f diverting that source from the channels into
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which it naturally flows into the channels into which it would 
have to flow in the future, is going to be extraordinarily difficult 
and anxious, and it is not likely that we shall discover quite the 
right way to do it possibly for a few years to come. We shall 
make experiments, but we shall have a new problem o f extreme 
difficulty which our financial genius may enable us to solve 
sooner or later, but which will not be easy.

During the transitional period, before we have solved how to 
ffet that adjustment brought about, it will be verv difficult tor v-" ' *
stabilise sterling for good at the old par— in fact, it will be 
difficult to stabilise it anywhere, and it will probably be more 
difficult to stabilise at a high level than at a lower level which 
gives us a certain margin in hand. Unless, therefore, there is a 
distinctly satisfactory solution in our favour o f the American 
debt question, the whole future is very full o f anxiety, and trade 
will be very liable to be burdened for a considerable time to come 
with the expense, inconvenience, and uncertainty o f the big 
seasonal fluctuation, which, for the reasons I gave in my last 
lecture, is bound to take place till you have sterling pegged 
again. Unless you have sterling pegged, there is no possible way 
of avoiding the seasonal fluctuation, though as time goes on, it 
may keep within rather narrower limits than has been the case 
in the past.

All this I am saying tonight is a little complicated, and it is 
not very clear-cut; but it is these things which have to be in the 
mind o f the banker when he is deciding what his policy is 
towards the levelling o f sterling and all these linked-up questions 
o f the repayment o f the debt and so forth. I am not satisfied, 
from the discussions which I have heard, and from the discus
sions which I have seen in print, that all these considerations 
have been taken fully into account. The thing has been done 
a little blindly. People have said, ‘ O f course we must go back 
to par, and we can do it, and honour requires it ’, and so forth. 
But we have put a bandage round our eyes and just plunged 
blindly in that direction. I f  it was absolutely required by honour,
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I agree we ought to do it; but for the reasons which I quoted 
from Professor Irving Fisher in an earlier lecture, that is not 
really the case— we are under no such obligation. In fact, in so 
far from injuring creditors by having sterling below par, we are 
helping foreign debtors. A  great many countries owe us money 
in terms o f sterling. The more we raise sterling in the terms of 
value, the more they owe us. That is one o f the subtle advantages 
we get, but, so far as the outside world goes, they owe us much 
more sterling than we owe them. It is quite untrue, therefore, 
to suppose that we are cheating the rest o f the world in any sense 
by fixing legal tender at a new value. Legal tender has constantly 
been fixed at new values in history. We have a long history, but 
even after the wars o f Napoleon a change was made. Our 
standard is the only one which has existed for a hundred years. 
There is no other standard in Europe which has lasted for fifty 
years, and all the precedents are in favour o f change. The worst 
of it is they generally take place, not judiciously, not moderately, 
but under the pressure o f events, immoderately and injudi
ciously, and very often with a considerable flavour o f dishonesty. 
It is worth mentioning again, if  there is any question o f justice, 
surely it is a stable purchasing power you have to give to people 
rather than a stable quantity o f metal. However, I see the point 
of view o f those who hold the opposite opinion, only I say those 
who hold the opposite opinion must not take it light-heartedly. 
Those who think that for reasons that they regard as over
whelming we must fix it at par must face, which I do not think 
they do, the cost o f that. They must not do it without facing 
the cost. Just as I agree with those who say that we must pay 
America what they call upon us to pay, also we must not say 
that light-heartedly, or without thinking a very great deal about 
what the consequences are going to be. It is so easy to get a good 
reputation by saying, ‘ O f course we shall pay’ , without going 
into any detail about it. That is not, in fact, the way we shall 
pay. We shall only pay i f  we go into full details and arrange our 
policy in all particulars so as to bring about the result to which 
we have committed ourselves.

A C T I V I T I E S  1922-1929
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That completes what I have to say about devaluation in this 
country. I just have one word in conclusion on a small 
theoretical point which I think is a little interesting; that is the 
difference in the method of adjustment o f a currency to the 
outside world when the exchanges are pegged and when they 
are unpegged. Under present conditions, as soon as we import 
too much or export too little, the exchanges move against us; 
and when the exchanges move very rapidly the price o f every 
article is changed— the price of imports and exports is changed 
almost forthwith. In Germany now when the exchange falls, 
prices adjust themselves not completely, but very rapidly so that 
as soon as the country is buying too much, prices rise very 
rapidly, and the reaction sets in— it economises and it purchases 
less. So that the unpegged exchange has one curious advantage 
which people overlook— it puts the brake on very rapidly. If, 
on the other hand, you have a pegged exchange, then i f  you are 
purchasing more than you can afford, there is a tendency for 
gold to flow out in payment o f the adverse balance. The effect 
of the outflow of gold is to make money dearer by slow stages 
which are familiar to people. That reacts on trade. It makes trade 
curtail itself rather, and gradually, by a very slow causal process, 
forces home prices down, until the home price is no longer 
attractive to the importer because it is falling below the outside 
price, and the country then economises in its consumption. But 
it is a very long and slow process. You do not get adjustment 
anything like as fast as you do with the unpegged exchange; 
consequently the pegged exchange is very hard to operate except 
in rather stable conditions, because the method by which 
correction comes into play is such a very slow one. That is one 
of the very deep reasons why in unstable conditions you almost 
invariably do have an unpegged exchange. The advantage of the 
pegged exchange is that as the method is a slow one a mere 
seasonal or temporary deficit does not produce an excessive 
result. I f  it is a seasonal or temporary deficit, the method of 
correcting this, long before parity, which operates under the
_______ j ___ i______ i_____i____i ____ ...__i. — i f __ _ „ „  ..I__* 4-u:____
p c g g c u  C A c n a n g c ,  n i t s  î ic tu  u n i e  i u  vvu ih . n s c u  u u i ,  s u  m a i  t i l i n g s
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are left undisturbed; whereas, the unpegged exchange is 
sensitive, not only to influences to which it ought to be sensitive, 
namely, when the country has been buying too much, but it is 
sensitive to mere fleeting influences, mere news in the news
papers, or the mere season o f the year, and so on; so that you 
have home prices bobbing about for reasons which are not 
oermanent causes at all. The unDeeeed exchance is so sensitiveA 1  c/i/ v/ - . _

that it is valuable for certain purposes, but it is far too sensitive 
for other purposes; yet one has to admit that the pegged 
exchange is so slow in its operation that it is dangerous for a 
country to adopt until it is sure that the basic conditions are 
fairly sound : then, as a correction to the seasonal movement, it 
is essential. That is an argument which is rather o f the opposite 
tenor to most o f what I have been saying in these lectures, but 
it is of sufficient interest and importance, and has enough 
relevance on the other side o f the case for it to be right that I 
should mention it in conclusion.

Keynes sent a copy of the transcript of his lecture o f 5 December to 
Stanley Baldwin, the Chancellor of the Exchequer.4 He met Baldwin on 
18 December.

During the remainder of 1922 and early 1923, Keynes returned to 
international matters. However, he also began work on what was to become 
A  Tract on M onetary Reform  (J fM K , vol. iv). On 15 January 1923 he reported 
on his progress to his publisher.

To M a u r i c e  M A C M I L L A N ,  1 5  Ja n u a ry  1Ç 23

Dear M r Macmillan,
I am preparing for early publication, I hope in March, a short 

volume entitled ‘ Essays on Money and the Exchanges’ . I 
enclose a provisional Table of Contents.5 I estimate that the 
length ought not to run to more than 40,000 to 50,000 words.

4 See jfM K ,  voi. xvm, pp. 99, 1 0 1 - 2 .
5 This has not survived in Keynes’s own papers.
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I am proposing to make use in this volume of the material 
of articles which I have contributed during the past year to the 
Manchester Guardian Special Supplements on Reconstruction in 
Europe, o f which I have been the Editor. But the volume will 
be a continuous one, by no means a mere reprint o f articles. I 
am discarding a good deal o f what I printed in the articles, on 
the other hand adding a good deal o f new matter, and, generally 
speaking, modifying and re-arranging the whole so as to weld 
it into a continuous story.

I should be grateful i f  your firm would publish this volume 
on the same terms as you have agreed to for my other recent 
publications. I think the format might be the same as my last 
volume, A  Revision o f  the Treaty, on which I estimate my matter 
would run from 160 to 200 pages. I am in a position to send 
more than half the copy to the printer forthwith, and as I should 
like him to get on with the proof sheets without delay, I should 
propose to send this to you for transmission to Messrs Clark (if 
they are to print the volume) as soon as I hear from you that 
you are willing to undertake publication.

The book will differ from my other recent volumes in that 
it will be suitable for use as a textbook in universities, and as 
it contains a considerable amount o f new matter adapted either 
for advanced or relatively elementary work I think it might have 
a considerable vogue as time goes on for this purpose. This 
means that the sales are likely to be spread over a long period, 
and not so much concentrated as was the case with my 
pamphleteering works. I should also hope, however, for a 
considerable immediate circulation in financial circles, and 
should propose to print a first edition o f 5,000 copies.

As regards the American rights, I am writing to Messrs
Harcourt, Brace &  Co., who have published my two volumes on
the Peace Treaty. ,Y ours sincerely,

[copy initialled] j .m .k .

7 7



On 31 January, during his speech as Chairman of the National Mutual 
Life Assurance Society, Keynes returned to domestic affairs.

From a speech to the A nnual M eeting o f  the N ational M u tual, 3 1  Ja n u a ry  

19 2 3

M y own view is that the strong tendency towards the revival 
o f trade and confidence in this country, which has already begun, 
will need facts, and not merely fears, to hold it back. Many 
favourable conditions are now developing, and although the 
growth o f confidence about the level o f prices has been necessarily
♦•û frtf/ 'lû rl In a r a  o n m t n o t i n  t h  th*> T Ç f 'l tP C  CO 1 o n f r1WUUUVU iiwiV'j a a  vvt rr iLii Lxtv v y m c i v  u j i ig  a o

the rise of the sterling exchange has continued to depress 
sterling prices in relation to dollar prices, the end o f this 
movement must come sooner or later. Whether political de
velopments are good or bad, I expect a rise, rather than a fall, of 
prices, which, however, is not necessarily the same thing at all 
as general prosperity. The number of men in employment is now 
about the same as before the War, which is something to set 
against the depressing facts that no work is at present available 
for the substantial increase in the employable population since 
19 13 , and that those who are employed are probably producing 
on the average about 10 per cent less than formerly for 
approximately the same real wage. Without great improvements 
in the techniaue and intelligence o f trade and industry, it looks 
doubtful whether, on these terms, we shall be able to employ the 
whole emnlnvahle nnnulation excent at the verv ton of the”  — - - -  - — i-------j ------------.r ~i---------------------------- ------------tr ~ ~ T j  — --------

periodic booms. The above estimate is in conformity with the 
indications of several other groups o f statistics that the general 
turnover o f trade is now on the average somewhere round about 
10 per cent below the pre-war level.

A C T I V I T I E S  1922-1929

Keynes’s comment was picked up by several newspapers and by Ramsay 
MacDonald, the leader of the Opposition in the House o f Commons, during 
the debate following the K ing’s Speech; Keynes then clarified his views.
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To the Editor o f  The Times, 14  February 19 2 3

Sir,
A statpm pnt whirl*» T maHp ac rhairm an r»f flip N ational«4MV* V

Mutual Assurance Society about the capacity of this country to
finrl nrnrl/ fnt* +u a urlmla û-m «  1 /~vt rn kl a nnm ilofi An Vi<ir kaan pa l u i u  vvui a  l u i  Ltiw w i iu iv  w u ^ F i u ja u i v  p i / ^ u i a i i u n  n a o  u v u i  au

widely quoted in a form slightly but materially different from
^ 1 .  _ . .  r ___________ 1  ^  ^ ______ ^ l i . .  1 ______ d ______________________ _________ _______________________________ 1  j

m a i  1 1 1  w h i c h  1  1 1 1 H U C  n ,  n u i a u i y  u y  i v ± r  j v a m s a y  i v i a c j - ^ u n a x u  1 1 1

the course o f the debate on the Address, that I beg leave to 
explain myself.

I estimated, speaking broadly, that the working classes were 
receiving approximately the same real wage as before the War 
for an output (largely due to a diminution of working hours), 
perhaps 10 per cent less, and then went on to say that I doubted 
‘ whether on these terms we shall be able to employ the whole 
employable population except at the very top o f the periodic 
booms without great improvements in the technique and intelligence 
o f trade and industry \

The words which I have italicised have been generally 
omitted by those who have quoted me. But they are important. 
I limited mvself to doubting whether the Dresent standards of

W W J.

working-class conditions o f life were compatible with the
provision o f full and continuous employment, failing more
economical production by some means or another.

Nevertheless, even though we may still hope to get relief from
the progress o f science, the accumulation of capital, and more
good will and skill, in their respective functions, from workmen
and from employers; yet, i f  the young men entering on their
working life continue to exceed in number the old men
completing theirs by 100,000 to 250,000 every year, sooner or
later knowledge, saving, industry, and skill may be outpaced,
and the standard o f life decline. I meant to suggest, therefore,
that the problem of unemployment is already, in part, a problem
of population. v  . . .

r  r  Your obedient servant,
J . M . K E Y N E S
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Except for an article ‘ Some Aspects of Commodity M arkets’ { J M K . y vol. xn) 
and a reply to a criticism o f the National Mutual’s investment policy ( JfM K ., 
vol. xi 1), Keynes then remained out o f public print until control o f The 
N ation and Athenaeum  passed in M ay to the group o f Liberals o f which he 
was chairman. Thereafter, he was a regular contributor to that journal, both 
in longer articles, initially dealing with international affairs, and in a weekly 
contribution under the general title ‘ Finance and Investment’ , often with 
a more informative sub-title.

From  The Nation and Athenaeum, 5  M a y  IÇ 2 J

A C T I V I T I E S  1922-1929

T H E  k I S E  I N  G I L i - E u G E u  S E C U R I T I E S

The prolonged rise in long-dated Government stocks from their
J. W* V

low point at the end of 1920 has profoundly modified the rate 
of interest obtainable. I f  we take Funding Loan as representing 
the general movement (Funding Loan, Conversion Loan, and 
Local Loans Stock all yield nearly the same rate o f interest), the 
interest yield (allowing for redemption) has been as follows :—

£  »• £  ».

Jan. 1, 1920 5 8 Jan. 1, 1922 5 6
April 1 5 18 April 1 4 15
¥. .1__1
juiy 1 J  IO juiy 1 f  L jL

Oct. 1 6 0 Oct. 1 4 16
Jan. 1, 1921 6 2 Jan. 1, 1923 4 14
«____*1 1
n.pm 1

F  tf
D  I D

A ‘1 1/vpni 1 A A
y

July 1 5 14 May 1 4 6
Oct. 1 5 12

npHnpfinff 1 npnm p ti t  o t  ac f\AXll W tllV Vl+A Wt f-Iip / ' f lip  n p f  v ip >1 A tn  f-KpTo? iliV 11VL IV1VI LV/ UIW

investor on these stocks has now fallen as low as £ 3  7s. per cent, 
which is within a few shillings o f the corresponding net yield on 
Consols in 1914. That is to say, the return to new savings has 
practically gone back to its pre-war figure. This seems rather 
remarkable having regard to the vastly increased supply of 
Government securities, the shortage o f available capital for (e.g.) 
housing and many other desirable enterprises, and (according
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to the general belief) the diminished volume of saving. Thus a 
question arises o f the greatest possible interest and importance 
to every banker and insurance company, and even to most 
trustees and average investors: Is the movement of recent 
months an indication of permanent tendency and of a return 
under peace conditions to a low yield on new savings ? Or is it, 
in part at any rate, merely a phase o f the business depression 
out of which we are just emerging and a consequence o f low 
Rank rate, which is certainlv not aoiner to last for ever.------------ t  mi U C/

It is very much the fashion just at present to give the first 
answer. The conventional advice to trustees and others is that 
the rate o f interest may be expected to fall further and that they 
will do well, therefore, to get into long-dated securities. Yet we 
cannot help thinking that this may be just the contrary of what 
is wise. To begin with, the conventional advice is often wrong, 
because o f the natural tendency, in the absence of a reasoned 
opinion, to believe that what has been happening lately is going 
on happening for the future; whereas, in truth, every rise in 
Conversion Loan makes a further rise not more, but less, likely. 
When, three years ago, long-dated securities were falling in price 
and beginning to look attractive, that was just the moment when 
the conventional advisers put it about that short war bonds were 
the only safe investment.

But there are deeper reasons than this for thinking that the 
present prices o f long-dated securities may be connected with 
the present phase of the business cycle, and may weaken when, 
in due course, this phase gives place to the next. We have now 
had cheap money and low rates of interest on bank deposits for 
a long enough time to affect the slow-moving mind o f the 
general public. Money rates fell by half during 1921, but bank 
deposits were undiminished. During 1922, while money became 
still cheaper, deposits began to diminish steadily. For nine 
months now, ever since last Ju ly, the banks have paid only 1 
per cent upon deposits. And at last, this spring, bank deposits 
have experienced a really sharp fall— £100,000,000 in two
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months. Probably part of this money has been paid over to the 
Government in taxes and has enabled the Treasury to redeem 
debt, and part has flowed into the investment market. A 
movement on this scale cannot continue long, and, when Bank 
rate rises again, the deposit account may recover its popularity 
with the public and will certainly be needed by the banks to 
finance trade.

I f  and when trade and business activity revive (and they show
m anv cioric n f rprnvprv^ a rlirprt Jnflnpnrp will hp fplf nn thp nripp“ 1M1V  ^ * 0 “ ^ * ~ ~ ~  ’  J /? — ~  w ~ *-------  ”  “  v ^  p *

of long-dated securities. At present stocks o f goods o f all kinds
riva 1 a i t t  nn/1 «“i ( T o  n r m û P  Ilmira r m f  n m n  m n t a r i r i  1 1  ir T k  n r  f i r m rai\* n jv r  a n u  a  v v i a ^ v  u a r w  u u i  u j c u  iiiaLwx 1  u u o  m  h i s

which are financially strong are not yet in need o f all their 
resources and have temporarily invested many millions in the 
gilt-edged market. So far the reduction of bankers’ deposits has 
been mainly met by a reduction o f the banks’ holdings of 
Treasury bills, which are now only half what they were at the 
beginning o f 1922. Consequently, when their customers again 
require an expansion of advances, it may be necessary for the 
banks to sell investments to provide the funds.

To a material extent, therefore, the present strength o f the 
gilt-edged market is due to the ease o f the money market and 
the low Bank rate. Thus it depends for its continuance on a 
continuance of these conditions. Is such a continuance likely? 
When we look at what is happening in America it hardly seems 
so. Conditions in America have been of late about six months 
ahead of conditions here. Experience there is not encouraeiner 
to holders of long-dated securities. In New York gilt-edged 
securities touched their highest prices last September. Since 
then they have depreciated about 8 per cent. During the same 
period similar securities in London have appreciated 9 per cent. 
Thus within six months relative bond prices in the two centres 
have changed by 17 per cent. A big volume o f buying o f bonds 
by London in New York has been the inevitable result— a factor 
which may largely explain the fall of the dollar-sterling exchange 
so early in the year (from 4.72 touched in February to 4.63 this 
week).
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The same situation is apparent in the bill market (sixty to 
ninety day bills). Last September the average New York rate 
for these maturities was 4 per cent and the London rate about 
2^ per cent— already a dangerous difference in favour of New 
York. At the present time the New York rate has risen to 5 per 
cent; that is to say, a difference o f i \  per cent per annum has 
widened to 3 per cent within the last six months. New York is 
anxiously watching lest the intense business activity there 
should flare up into a boom, and the tendency of money with 
them is upwards rather than downwards. Thus the London 
nnsition is hierhlv unstable. The sterling1 evchang-e is alreadytr   ------ c? s ■■ — ~----- c? -------- -— --------
showing great sensitiveness, and it is unlikely that we can get 
through the usual autumn pressure with such a disparity of 
discount rates between London and New York.

The general upshot is that— at present prices, at the present 
season of the year, at the present phase in the credit cycle, with 
present conditions in New York— Conversion Loan, Funding 
Loan, and the like are a highly speculative proposition, 
unsuitable for timid investors, and especially unsuitable for 
businesses which will want their money liquid if trade and prices 
revive.

F I N A N C E  AND I NV E S T ME NT ,  I 922- I 923

From  Th e Nation and Athenaeum, 1 2  M a y  i ç 2 j

F U R T H E R  R E F L E C T I O N S  O N  G I L T - E D G E D  S E C U R I T I E S

Several comments in the City columns o f the Press on the 
contents o f this page last week include, amongst much complete 
or partial agreement, some friendly criticisms. The City Editor 
o f The Times points out that the reduction in the supply of 
Treasury bills may have played a considerable part by driving 
the banks into longer-dated securities. I f  this is the case, the 
effect has probably been produced rather by the banks’ customers 
transferring deposits, against which the banks had held Treasury
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bills, into long-dated securities than by direct purchase o f such 
securities on the part o f the banks themselves. Between January, 
1921, and the present time, the banks’ deposits have fallen 
by about £200,000,000. During the same period the banks’ 
advances fell by £100,000,000, and their discounts by 
£113,000,000. Thus the amount o f the reduction o f their 
bill-holdines was almost whollv reauired to meet the falliner offC M. ~ - - - - -  ------------ -----------------------£ 7  

in the excess o f deposits over advances.
Moreover, the banks, so far from increasing their investments 

in recent months, have largely diminished them. Between

A C T I V I T I E S  I922- I 929
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rising, but since last August they have fallen by more than 
£60,000,000. The complete figures are worth giving in detail :—

Nine clearing banks (£000,000s)

Deposits Advances
Excess of 
deposits

Jan. 1921 1810 845 965
Jan. 1922 1826 752 1074
July 1922 1730 721 1009
October i922 iOBO 724 962
Jan. 1923 1693 726 967
March 1923 1596 742 854
April 1923 1606 744 862

Thus the banks have for investment £212,000,000 less than 
at the beginning o f 1922, the other side o f which is shown by 
the following figures :—

Discounts Investments Total

Jan. 1921 362 317 679
Jan. 1922 440 333 773
July 1922 335 386 721
Oct. 1922 309 370 679
Jan. 1923 320 358 678
March 1923 250 333 583
April 1923 249 327 576

—— r
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Thus whilst since the beginning of the year the public have 
been taking their money off deposit for investment, the banks 
have been busy turning their investments out. The public have 
been buying what the banks have been selling.

In arguing along these lines, however, one is liable to overlook 
that the Government can only pay off Treasury bills out of the 
receipts o f taxation or new bond issues. Thus the deposits lost 
by the banks, in excess of the amount used to pay off the banks’ 
own advances and to buv investments which the banks are 
selling, must have been spent, directly or indirectly, either in 
paying taxes or in buying the new bond issues, leaving nothing
over to compete for pre-existing bond issues. The word ‘ dé
fi oti /̂ n in ic ic r\Airn1ovinrr1ir omKimimic
i iu L iu u  u a v u  m  u i i a  v u m i v v i i u i i  xo p v i  p i v A i n g i ^  a m u i ^ u u u a >  1 1  l u v

gradual replacement of Treasury bills by Treasury bonds and
n + U n« 1 /1a4>a/J /T n .t m  am 4- Iaa,, aa 1 « a.̂ 11a. J \ if «
u L i i c i  l u n g c i - u a i c u  v j u v c i  n i i i c i i L  i s s u e r  c a n c u  u c u a u u n ,  i v n

McKenna has constantly proclaimed, from his vantage post of 
knowledge, that this policy has actually retarded the rise in the 
gilt-edged market. On the other hand, one must accept the 
argument of The Times that the reduction in the supply of 
Treasury bills has been a factor in keeping money cheap, which 
in turn is largely responsible for the strength of the gilt-edged 
market.

Perhaps a complicated situation can be summed up like this: 
a relatively small excess of demand over supply for long-dated 
British Government securities, due to the lack of competing uses 
for money has been able with the assistance of favourable 
sentiment and the unattractive yields on short-dated securities, 
to drive up their price. But if this is right, the tendency may 
be rapidly reversed as soon as competing uses for money revive 
and the vield on short-dated securities improves. In short, we

• i  i  7

get back to the same conclusion as before, that the prices of 
long-dated securities will find it hard to stand up against a 
revival o f enterprise and a higher Bank rate.

It must be admitted that this argument leaves open one 
contingency, in the event of which long-dated securities may
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continue to rise in price, namely, a prolonged period o f 
stagnation and lack o f confidence such as was experienced in the 
1890s. I f  loans for foreign governments and home industrials 
are both distrusted, the rate o f interest obtainable on British 
Government securities may remain artificially low.

These broad movements are hard to analyse correctly. More 
simple-minded correspondents ask— if  they are not to buy 
Conversion Loan and the like, what ought they to buy? On the 
assumption that they are limited to trustee securities, there is 
really only one answer— 5 per cent National War Bonds, due 
in 1927 and 1928. These investments, allowing for a small loss 
on redemption (they stand at about io6 f and will be paid off at 
105), yield a shade more than Conversion and Funding Loan, 
namely, about 4^ per cent. They have only shared very slightly 
in the recent rise, and should not fail much even i f  the gilt-edged 
market has a set-back. Incidentally, they have the advantage of 
a continuing option o f convertibility into 5 per cent War Loan 
(at the rate o f £1053; War Loan for each £ too War Bond); an 
option which costs next to nothing at present prices, since with 
War Loan at 10 1, the amount of War Loan into which £ 10 0  
War Bond is convertible is worth £ io 6 f. Thus in order to prefer 
Conversion Loan and the like to these War Bonds, it is necessary 
to be fairly confident that there will not be a revival o f trade 
between now and 1927 sufficient to bring Conversion Loan at 
any time materially below its present level. M any authorities 
believe that Conversion Loan is on an uninterruoted orocressX & u*

to a 4 per cent basis, which would mean a price of 87^ as 
compared with the present price o f nearly 81. It would be rash 
to deny the possibility of this. But Conversion Loan will be
n m o p H  K p f i i r p o n  H i m  A r \ n A c in # T  p p f c  n f  i n f l i i P n r ' P O  orl/1 m  1 r rV if  m o f  
p o u v u  UVIVT WVil t TT V/ OVliS U1  l l l lX U V llW J^  CU1 U L j U J l

as well fall by 6j  points as rise by that amount.
Those investors for whom stability o f money income over a 

large number of years to come is of paramount importance can 
properly ignore these arguments. But there are just as many for 
whom stability of capital value is important. Amongst these,
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firms holding more money than they can use in the business for 
the time being must certainly be included; and for them War 
Bonds seem clearly the right alternative.

All readers o f The Nation who hold 5 per cent National War 
Bonds (3rd series) due September, 1923, ought to do something 
about it immediately. Owing to these bonds having an option 
o f conversion into 5 per cent War Loan, they stand at present 
at an artificial price. This option, however, must be exercised 
at latest within a fortnight of June 1st next. Holders should, 
therefore, either sell and deliver their bonds before the option
ricrlit ^vnir^c
m. igjii«, v a ^/11 wu ̂ r\r pvprpicp thr> nntmn tliprrieplvpc■ "  —  . . . . . . . .  . . . . .  . r  t i v t i  v k v i i x l j v i  t v j <VX VAVX VXkJV biXV nth prnricp tlipvW  X1XVX TTX JV  b X IV J

will incur a certain loss o f about 4^ per cent. The present price 
o f the bonds is 1061 plus accrued interest. On September 1st next 
they will be paid off at 102. It is an unusual pleasure to be able 
to give a piece o f financial advice which will almost certainly 
benefit some reader o f The Nation and will quite certainly be 
right!

From  The Nation and Athenaeum, ig  m a y  iQ 2 j

THE FOREIGN EXCHANGES AND THE SEASONS

The dollar-sterling exchange merely compares the value o f the 
dollar and of the pound. The value of the dollar is what it will 
buy in the United States. The value of the pound is what it will 
buy in England. Therefore the rate o f exchange depends on the 
level o f prices in America compared with the level o f prices here. 
That, in a nutshell, is the modern theory o f exchanges, which 
perplexes nine-tenths of the world under the honorific designa
tion of purchasing-power-parity.

In theory and even in practice there are some refinements to 
mention. But if we are comparing one year with another they 
are comparatively unimportant. Ever since the Armistice the
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theory has worked on the whole amazingly. I f  you draw curves 
o f the actual rates o f exchange between the United States, 
England, France, and Italy, and then another set o f curves 
showing the ratios o f the price levels in these countries, you find 
that the two are seldom far apart and always tend together again 
after every divergence. For example, between the United States 
and England the actual rate o f exchange and the ratio o f the price 
levels in the two countries have been within i per cent of one 
another in Sentem her—November, to to: March—Anril to^o --------------- —*  r       ----------- J - 7 - 7 Ï -------------  “ “ I 7 * 7 “ w î

April, 19 2 1; September 19 2 1; January-June, 19 2 1 ; and Feb
ruary, 1923. If, however, we are comparing, not one year with 
another, but one week with another, or one month with another, 
there are two other influences which are very important.

The first is speculation. A country’s exchange is more sensitive 
than its price level to what the world thinks is going to happen 
but has not happened yet. Speculators may sell or buy a 
country’s money because they anticipate that it is going to fall 
or rise in value. But this influence obviously cannot last very 
long. Speculators can only cause the exchange to rise or fall at 
an earlier date than it would have done otherwise. For they have 
to reverse their transaction in due course, buying back or selling 
out as the case may be; so that, whether the thing which they 
anticipated has happened or not, their influence washes out
sooner or later. Generally sooner rather than later, because the*/ /

mass of speculators take short views and lose heart very quickly 
if there is any delay in what they anticipated. The various 
Reparation Conferences of recent years have caused the most

in  f K p  f r i n r  K n f  f k A  lo c t in r r
i i u i v u i v / u j  u u v i u n u v u ^  11 1  m v  l i u x i v  v a v i k m i ^ v j  vsvti u i v

influence of the speculation to which they have given rise has
u u u n  a u a u i u i c i v  n u .  i v i u s l  p c u p i c  c A a g g c i a i e  u i c  c i i c u l  u i

speculation on the course of exchange. Its momentary effect is 
often so sensational that we forget what a fleeting affair it 
is— worth three months hence about as much as a leader in 
today’s Daily M ail. It is only really important on the very rare 
occasions on which it precipitates a panic— that is to say,

88



F I N A N C E  AND I N V E S T M E N T ,  1 9 2 2 - 1 9 2 3

imitative action on a large scale by numbers o f people who are 
not speculators at all, but are just terror stricken.

The other is the season of the year. This influence is as much 
under-estimated by the public as that o f speculation is 
exaggerated. Sensible speculators ought to observe a close 
season for shooting at the franc just as much as at other 
hich-flvine birds. Economical tourists will find it. as a auiteL/ J  ' A

general rule, decidedly cheaper to travel in France and Italy in 
the summer and autumn than in the spring— quite apart from 
the fact that these countries are always much colder at Easter
fUrtn ip rpAnArrtllir rim nnrâ/1 Tf urn 11rn/4 1 ritn tUia D u lir
Liian id g v i i v i a n j  o u p p u s v u . 1 1  1  îa i iv v  u a u  n a iiv v u  i u i a j  u i v  xvu iii

in Ju ly  instead o f in January, the franc exchange might have told 
quite a different tale.

Why is this? It is mainly due to the revolution o f the earth 
round the sun. Western Europe buys from the rest o f the 
Northern Hemisphere the fruitful produce which the soil yields 
in the late summer and autumn. I f  her merchants are to get what 
they want on the best terms and of the right quality they must 
buy a considerable proportion just after harvest, when the 
agriculturalist is selling it. Somewhat earlier than this— some 
time between June and August— they begin to make their 
financial preparations. Simultaneously, America tends to call in 
her floating balances from abroad to help her in financing the 
crop movements. Thus in the summer and autumn Europe owes 
America money which she can only pay off gradually over the 
average o f the year. This has always been so— before the War 
just as much as now. But when the exchanges were fixed within 
narrow limits, by virtue o f the convertibility of the various 
national currencies into gold, international finance found on easy 
terms the credit required to tide over the seasonal difficulty. But 
now, when no one can say for certain what sterling, francs or 
lire are going to be worth in terms o f dollars six months hence, 
it is not worth anyone’s while to run the risk of supplying it 
except for an expectation of considerable profit; which expec
tation can only be provided by the European currencies, which
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are being pressed for sale, falling to a price decidedly below 
what, on balance is thought to be the probable price six months 
hence. Recently these expectations have been, on the whole, 
pretty well realised in practice, and international finance has 
pocketed its reward for the risk it has run. Perhaps this 
favourable experience may lead to its being prepared to do the 
business a bit cheaper this year, which would mean a less violent 
seasonal depression o f the Western European exchanges. But the
vnlume nf tMolr_r-arrvincr rf>rtllirP/I 1C sn lartTP anH plfprt nf
VU1  lU ilV  V/ 1  1  i J A —VW1  i  y  1 1 1 ^  a v w  **-»*v» v u v v i  u i

affairs like the Ruhr is so upsetting and makes the calculation 
o f risk so precarious, that we may possibly see this summer a 
fairly sharp movement o f the usual kind. I f  the Ruhr business 
were to be settled, that, o f course, might make a considerable 
difference; and short-range speculators may make themselves 
felt for a moment whenever the rumours in the newspaper 
suggest that something is in the air.

In 1919 the European exchanges fell heavily as a result of the 
Inter-Allied credits coming to an end. In 1922 there was a 
definite recovery of sterling, and this year there has been a 
definite deterioration o f the franc for obvious reasons. But the 
following table shows how largely recurrent the movements have 
been :—

Percentage o f  dollar parity

Aug.-July

Sterling Francs Lire

Lowest Highest Lowest Highest Lowest Highest

1919-20 69 88 31 66 22 56
1920-21 69 82 30 45 18 29
1921-22 73 92 37 48 20 28
1922-23* 90 97 29 41 20 27

* August-May.

During the past three years, francs and lire have been at their 
best in April and May, and at their worst between October and 
December. Sterling has not been quite so punctual in its
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movements, the best point o f the year falling somewhere 
between March and June, and the worst between August and 
November. It will be seen that we are just approaching what 
has been hitherto the turning point o f the year, and it will be 
interesting to watch what happens.

From  Th e Nation and Athenaeum, 26 M a y  19 2 3

FINANCE AND INVESTMENT

Investors have short memories, and it is not easy to remember 
just what proportion the recent slight slump in industrial 
securities bears to the previous rise. For such a comparison the 
index number o f twenty representative industrial ordinary 
stocks, published weekly by The Economic Review, is very useful. 
It tells the following story:—

1919 Jan. 1 148
Nov. 1 173

1920 Mar. 1 187
July 1 149
Dec. i 130

1921 Oct. 20 91
Dec. 31 100

1922 April 1 103
July IS 112

1922 Oct. 14 114
Dec. 30 i 19

1923 Feb. 3 122
Mar. 3 129
April 7 130
April 28 138
May 11 133
May 18 132

In the past week there has been a further fall o f about one 
point. Thus the reaction has merely obliterated the big 
improvement between April 7th and April 28th, and has lost 
very little o f the progressive improvement o f nearly 50 per cent 
since the low point of October, 1921. The latter also shows how 
very far off we still are from the boom conditions of 1920. We 
are not yet back at the level prevailing immediately after the 
Armistice.
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The reaction in the United States began a little earlier,— in 
the middle o f M arch; and has progressed rather further. Indeed, 
the downward movement on the London Stock Exchange has 
not been by any means an isolated phenomenon. Staple com
modities, o f which the price is sensitive,— copper, tin, rubber, 
cotton, jute and linseed, for example— have suffered at the same 
time quite a substantial fall. Memories o f the slump are still so
vivid that markets are unduly nervous, and everyone is on the
1 aaI  _m 1 f t n  'Him A  InccAC 11 Lm th nep n f Tfno—1 1  Thp
. ------------------------- - - - - —------------- -------------- — - ------- - - - ----------- ------ j. ^  a • a a i v1W V/IV—U U L M V V i u IVUUVkS L 1 1 U Ü V Pulif
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situation is also extremely damaging to confidence. Nevertheless,
the Underlying COnditiOnS uO nut Seem to be Compatible With
any serious set-back. Money is cheap and stocks o f many 
commodities are in short supply. The business world is borrowing 
too little rather than too much. A renewal in due course of the 
upward movement is therefore the more probable alternative.

We are reaching the season o f the year when the first forecasts 
o f the harvest prospects begin to appear. In India a large crop 
has been just gathered. The Argentine crop harvested at the 
beginning o f the year has also been large,— 20 per cent better 
than last year. The Australian crop, however,— though this is 
not a big factor in the situation— was only moderate. The 
prospects in North America, to judge from the acreage and the 
condition of the winter-sown wheat, are fairlv erood. but are not-----------7 - - j  p ---------------7 - — -

unlikely to show some decrease on last year, when the Canadian
rrn n  rpalicpH a rprnrH fitnirp T h p  m nsf strikinor anH fnrtiinatp  — ---------- ---------- — —  — D • ------ ------------------— r> ——  ---------

feature is the unusually good promise o f the European crops. 
In France the acreage has been increased by 10 per cent, and 
the condition is very good. In Italy the acreage is only slightly 
better, but the condition is brilliant. Throughout Germany, 
Austria, Hungary, and Jugo-Slavia the prospects are satisfactory 
to good. It is too early to say much about Russia. But there is 
more land under wheat than a year ago, and the outlook is 
promising. M. Krassin has published an article forecasting a 
considerable export surplus next autumn. The only important
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exception to these favourable conditions is in Roumania, where 
there is a serious reduction in acreage, mainly due to a huge 
falling off in Transylvania, and it does not appear at present as 
though there would be much surplus this year for export. Our 
own crops are rather backward. There was not enough frost in 
the winter and too much cold lately. But whilst British farmers 
can never be cheerful, they need never despair. Anything can 
happen.

F I N A N C E  AND I N V E S T ME N T ,  1 9 2 2 - 1 9 2 3

From  The Nation and Athenaeum, 2  Ju n e  19 2 3

T R U S T E E  I N V E S T M E N T S -----H O M E , C O L O N I A L ,  A N D  I N D I A N

A note of caution was sounded in this column a few weeks ago 
[above, p. 86] about the merits o f long-dated British Govern
ment stocks, such as Conversion Loan, as compared with short- 
dated stocks, such as National War Bonds. We pointed out that 
the latter offered less risk to any investor for whom stability of 
capital value was an important consideration. Nevertheless, i f  
we are comparing not British Government stocks amongst 
themselves, but British Government stocks with other trustee 
investments, there are strong arguments for sticking to our own 
home securities. It is generally a good rule for an investor, 
having settled on the class of security he prefers— long-dated, 
or short-dated bonds, trustee investments or foreign government 
bonds, or bank shares, or oil shares, or investment trusts, or 
industrials, debentures, preference or ordinary, whatever it may 
be— to buy only the best within that category. The extra yield 
obtainable on the second-best seldom compensates adequately 
for the increased risk and diminished marketability. This is not 
less true in the gilt-edged than in other markets.

The extra yield obtainable just now on Indian and colonial 
stocks is too small to justify the investor in preferring them to
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home stocks. It is not prudent for those who take long views to 
overlook either the precarious element in the Indian situation 
or the great weight o f foreign debt accumulating in Australia 
in proportion to population. The slump in India stocks some 
little time ago may have been overdone; but the subsequent 
recovery has left no adequate margin to cover contingencies. 
And on Australian and other colonial stocks the extra yield is so 
trifling as to do little more than compensate for their inferior
m < i r l / o M TPV»p  rtnf*fCAnc rtrA^anfr
i i i a i & V L a u n i L j<  1  u v  i v u v i t h i ^  vv/iu^/aj. i n v u j  v A m t a i  l i i v  p i  v s v i l l

situation, all the yields being calculated to allow approximately 
for accrued interest and for loss or profit on redemption -

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

Long-dated stocks

Yield
Price £. s. d.

3*%  Conversion Loan (after 1961) 80* 4 7 6
4%  New South Wales (1942-62) 91 4 10 0
4%  New Zealand (1943-63) 92* 4 8 0
40/. Virfnria (1Q4fl-6fl) Qli 4 9 0
4%  South Africa (1943-63) 91 4 9 0
3*%  India Stock (after 1931) 71* 4 19 0

For the neriod between the dates eiven in brackets there is an1 Ut

option to the borrowing governments to redeem which they are
free 1r> exercise i f  it benefits them selves anH not to exercise i f  ----~ ~~       **  ------- ---------------------------------—~ ~ “   -------- - —
it would benefit the investor. Thus, in the case o f the colonial
stocks this option against the investor for a period o f twenty
years outweighs the advantage o f definite redemption some forty
years hence. Surely Conversion Loan is far preferable to any of
these alternatives amongst long-dated stocks. Or i f  a somewhat
higher yield is required, Bank o f England stock yields, on the
assumption of a continuance of half-yearly 6 per cent dividends,
which the Governor’s speech at the last Court seemed decidedly
to encourage, about £4  15s. 6d. I f  a slight element of uncertainty
is not disliked, is not Bank stock to be very much preferred to
India Stock at the present level o f prices?
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Intermediate stocks

Yield
Price l  s. d.

5 %  War Loan (1929-47) 101* 4 IS 6
5 %  Victoria (1932-42) 101* 4 17 6
5%  New South Wales (1932-40) 102f 4 16 6
5%  South Australia (1932—42) i n n* '" 4 4 16 0

Here again the British Government security seems the cheaper at 
the price, even allowing for the extra three years’ run on the 
colonial stocks before the option to redeem operates. It is not 
worth while to leave the straightforward course o f home 
Government stocks for a shilling or two per cent.

Stocks redeemable within ten years

Price
Yield 

£  s. d.

5 %  National War Bonds (1929) 106* 4 10 6
5*%  Treasury Bonds (1930) 105 4 13 0
4 %  New Zealand (1929) 95* 4 16 0
5 f%  New South Wales (1922-32) 101 5 15 0
5*%  India (1932) 103* 5 5 6

For these maturities the extra yield on Indian and colonial stocks 
is much more adequate. For example, 15s. per cent extra is 
obtainable on the comparable Indian security, as against 10s. per 
cent extra on the long-dated stocks. Moreover, the risk attaching 
to India stocks is more likely to eventuate after 1932 than before 
that date; so that there are some attractions in a ten-year Indian 
security yielding five guineas per cent. Nevertheless, in this, as 
in the other categories, there is not really enough inducement 
to tempt the ordinary investor outside his home Government 
stocks.

The prices at which new colonial and Indian loans have been
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floated during the past month indicate, however, that the 
ordinary investor is tempted. New Zealand has just borrowed 
£4,000,000 at £4  12s. 7d.; and India £20,000,000 at £ 5  4s. 4d. 
The New Zealand loan stands at a trifling discount, and the 
other at a premium. Part o f the explanation is probably to be 
found in the preference o f many investors for new issues which 
can be purchased by filling up a form cut out of the newspapers 
without the interposition o f banks or brokers. Immense numbers 
o f small investors have no regular broker, and do not know the 
address of one. This big gap in our investment system is difficult
fn fill \r&t rAninV^c CAtYiP KrAVprlpcc intrpcf’m*
t v  xxii^ j v i  i v v j u u v a  j u x i i v  i v i i i v u j .  1  ixv 1/1 v a v i  i v a a  x i i i  v a i v i

be reminded, however, that for any family which has not yet 
acquired its full quota Savings Certificates are still by far the 
biggest bargains in the gilt-edged market.

The 6 per cent cumulative income stock o f the New Town 
Trust, redeemable at 110  not before 1933 or after 1945, o f which 
the prospectus has been published in The Nation and Athenaum 
(May 19th), and which is still open for subscription, makes it 
appeal not to the ordinary investor, but to those anxious to 
support Garden City developments. The company has been 
formed to work in association with Welwyn Garden City Ltd., 
which has already secured substantial success. The board of 
directors receive no remuneration. The Trust holds £20,000 
shares and debentures of the Welwyn Garden City Company, 
and its purpose is the general development o f the new Garden 
Citv. oarticularlv in connection with the farming o f the nerm-----   ---------------- -  -    mt ~ '

anent rural belt through an agricultural guild. £34,082 o f the 
income stock has been already issued, and also £ 12 ,7 7 1  of 
ordinary capital. This stock has speculative features without 
offering speculative rewards; but investment in it will assist an 
interesting social experiment.

Keynes used his ‘ Finance and Investment’ columns o f 9 and 16  June for 
comments on the situation in Germany and the League o f Nations loan to
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Austria.6 He then took a break from The Nation  to work on his Tract on 
M onetary Reform  [ J M K ,  vol. iv], only returning to its columns on 7 July.

» T'Kû \TntiAn <tn A A*T.>— ....... „ 1..U.
j r u i r t 1  jiv mauuu aiiu imiwiiaLuiu^ /  j m y

is L K t u i r  Ab UNu A N i ?— t HE u RANu t r u n k  RAILWAY 

In soite of a low Bank rate, it is doubtful whether credit is reallv
j. r *

abundant, or adequate to carry on the business that offers at the 
present level o f prices. Indeed, there is some indication that a 
secret process o f deflation— surely to be regretted with trade as 
discouraged and unemployment as high as they are now— still 
continues. The most fundamental figure of our banking system 
is that o f the 4 other deposits ’ at the Bank o f England, because 
these furnish the basis upon which the other banks, by an almost 
unvarying rule, build up their advances and their deposits. The 
banks lend in the form of advances to their customers between 
40 and 50 per cent of their deposits, and they keep a trifle over 
1 1  per cent of their deposits in cash and at the Bank o f England. 
Unless they are armed with deposits at the Bank o f England, 
their hands are tied, however cheap money may look, and 
however eager borrowers may be. Now the outstanding fact is 
that the ‘ other deposits ’ at the Bank of England, which averaged 
£128,000,000 in the first quarter o f last year, £118,000,000 in 
the second quarter, and £112,000,000 in the third and fourth 
quarters, have been steady for the past five months at an average 
of £108,000,000. £20,000,000 off the other deposits may not 
look big; but it means that the banks must bring down their 
deposits by £180,000,000 and their advances by £90,000,000. 
These reductions have been fully realised; although the banks 
have been able latterly to keep their advances about steady by 
severely reducing their investments and bill holdings. The 
figures show that it cannot be easy for the banks to find resources 
for additional loans. It is impossible to say precisely why the 
‘ other deposits’ of the Bank o f England have fallen, because the

6 S e e JM K ,  vol. xvm, pp. 16 1 - 5 , 176- 9 .
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Bank works in secret and does not explain itself. But whether 
it is deliberate or accidental, this deflation o f at least 10 per cent 
can have done no good, and must share with political 
developments in Europe the responsibility for the weakening of 
the trade revival and the severe continuing unemployment.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The settlement o f the claims o f the United States for the
payment o f the expenses o f its army o f occupation, amounting
t-A -iKmlf- C rn r\r\r\ r\r\r\ line cpol.\j  a u u u L  i i a j  w v n  w v ij

Press. According to the New Republic the sum due is to be paid

ci'irr'plu in flip P'rwrlicli— — - - - - - -  - - UL1 VVU 1 1 1  LilV XJAl^Uail
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is to receive a quarter o f the cash paid by Germany after the 
costs of the Allied armies o f occupation have been met, and after 
four years the American claim will be a first charge on the cash 
receipts. After the expiry of four years the arrears are to carry 
interest.

Only now is there a Bill before the German Reichstag 
releasing trustees from the obligation to invest in fixed-interest 
bearing securities. The result o f this obligation, intended 
presumably to secure safety, has been the total loss o f all trust 
funds. The result of compelling any class o f persons to invest 
solely in titles to legal-tender money is, sooner or later, in almost
anv cou n trv— tn inHcre frnm  nasf histnrv------ j  --------------- j  „  ; ----- -------------------l -------------------------- J -to deprive that class
of a large part o f their fortunes. Indeed, modern legislation
crnvprninir InicIpp imrActmpntc r*nn1r1 Ka f p r r o i f  urp folrp -a
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long view, as a provision to secure the gradual disappearance 
of inheritances and to avoid the foundation o f perpetual 
fortunes.

Not that other types of investment are immune from disaster. 
The history o f the Grand Trunk of Canada is a lesson against 
investing in public utilities abroad. It is within the power o f any 
government, by means o f suitable legislation, to render valueless 
an investment in a public utility; and if  the proprietors are
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absentee, the temptation to do so is considerable. In this 
particular case, however, the argument that the property is in 
fact altogether valueless has not completely convinced anyone 
outside Canada. There are two particular weaknesses in it which 
are worth pointing out. The incompetence o f the late management 
is adduced as a reason for the worthlessness o f the property. But 
this fact, precisely because it accounts for the absence of profits 
in the past, is, inasmuch as it is remediable, a bull point for the 
future. The worse the railway has been managed hitherto, the 
more hope for it in better hands. The other point is of a different 
kind. The arbitrators who iudsred the nronertv to have no value;  u  1  1  ~ v -- - - • - •

seem to have believed that this result followed if, on the 
evidence, it was highly improbable that it would ever pay a 
dividend. This is not sound reasoning. Even if the odds were 
ten to one against a dividend being paid, still the property is not 
valueless; for a one-tenth chance o f a dividend is worth 
something. No one could say, considering the future possibilities 
o f increased population and prosperity in Canada, that the odds 
are more than a hundred to one against the first preference 
shares ever earning a dividend. But i f  not, then these shares have 
some value. The case of the Canadian Government must be 
based entirely on the argument that the liabilities of the Grand 
Trunk to the debenture holders of the Grand Trunk Pacific 
exceed the value of the Grand Trunk itself, and on the argument 
that it is within the power of the Canadian Government to 
render any railway valueless by its freight-rate legislation. It 
must not be forgotten, however, that the stockholders accepted 
arbitration, and naturally have no redress merely because the 
result o f the arbitration is arguable. Apart from questions of 
equity, the attitude o f Canada might be of doubtful prudence, 
— unless the country is prepared to be relatively independent in 
future o f the type of foreign investor whose feelings and pockets 
are now suffering outrage,— if  experience did not show 
abundantly how short memories are.

F I N A N C E  AND I N V E S T M E N T ,  1922-1923
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The path o f the average investor is a miserable one. There 
is no financial reform more needed than a new and better 
organisation for taking reasonable care o f ordinary savings.

On 5 July 1923, in the light of sterling’s weakness on the foreign 

exchanges, the Bank of England raised Bank rate from 3 to 4 per cent. Keynes 
did not comment on the change at the first opportunity, The N ation  for 
7 July, but he turned to the issue the next week.

From  The Nation and Athenaeum, 14  J u ly  19 2 3

B A N K  R A T E  A T  F O U R  P E R  C E N T

The raising o f the Bank rate to 4 per cent is one o f the most 
misguided movements o f that indicator which have ever occurred. 
Trade is discouraged and declining; prices are falling slightly; 
employment is very bad; and the political situation is such as to 
damp down enterprise and hold everyone back from entering 
into new business. It is a moment when the business world 
requires every scrap o f stimulus and encouragement which can 
be given it. There is no necessary reason why disturbances on 
the Continent need cause a million or two o f Englishmen to 
stand idle. The present state of affairs is due quite as much,
inrlppd m nrh  m nre to Henrpssinn in hrnnp traAf*  than tn Incc n fM.M. W

business with Europe. Our job is to do our best to free ourselves
A * n m  f r k o  a ! A f r i M 1 p A r a i r r n  n n l i f i A n  i t t U i a V i  / i t * A
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found, in any case, to produce very considerable evils here also, 
and resolutely to keep our own business going as best we can. 
This is the moment which the Bank o f England chooses
deliberately to add one more discouragement, one more warning 
sign to anyone who contemplates new business that he had better 
wait a bit and keep his hands in his pockets, even i f  it means 
that his workmen must keep their hands in their pockets, too.

What is the explanation? It is not the practice o f the Bank 
of England to give explanations. But there is not much doubt
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that the explanation is to be found in the fall of the dollar 
exchange (not at all unusual at this time of year) of about 2 per 
cent. That is to say, the Bank of England think it more important 
to raise the dollar exchange a few points than to encourage 
flagging trade. They do this under the influence o f the Report 
of the Cunliffe Committee, a document written several months 
before the Armistice, necessarily without any knowledge o f all 
the extraordinary post-war developments, and not containing a 
sincrle reference to stability o f prices and employment. The--------C>------ --------- -  - - s ' A a. mf
revision o f this Report in the light o f subsequent events is 
becoming a matter o f first-rate political importance.

I f  the rise o f the dollar were due to a rise in British prices, 
that is, to the depreciation of sterling, an increase in the Bank 
rate would be an appropriate remedy. But this is not the case. 
Many influences are at work,— a tendency o f dollar prices to fall, 
the relative rates o f interest here and in New York, the usual 
seasonal pressure, and political unrest. In so far as the fall of 
dollar prices is responsible, the dollar-sterling exchange ought 
to fall if, as M r Baldwin said last week, we want to keep British 
prices stable. In so far as temporary transfers o f funds are in 
question, by speculators on political prospects, or to meet 
seasonal requirements, the matter will cure itself sooner or later, 
and ought to be remedied, if  the movement is severe enough to 
call for remedy, by the Bank’s shipping gold or by the 
Treasury’s postponing its purchases of dollars to meet interest 
on the debt. We are left, therefore, with the difference between 
the rates o f interest in London and New York as the sole 
justification.

This difference is certainly one factor in the fall o f the 
exchange. In this column, more than two months ago, [above, 
p. 83] we were amongst the first to point out the probable effect 
of the disparity on the dollar exchange. When the exchange is 
fixed within narrow limits, as it was before the War, relative 
interest rates are o f paramount importance o f determining the 
volume o f short-period remittances,— a fact upon which the
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pre-war theory o f Bank rate was largely based. When the 
exchange is not far off parity, as was the case earlier this year, 
this influence is still important. But with every movement o f the 
exchange downwards its effect is diminished; and, as we have 
seen on several occasions in the recent past, a comparatively 
moderate fall in the exchange is sufficient to weaken the 
connection between the London and New York short-loan 
markets. That this must be so is made plain by straightforward 
arithmetic. I f  interest rates are raised 1 per cent per annum, the 
borrower for three months pays an additional \  per cent. At the

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

present rate of exchange this is a little more than one Atu^i icau 
cent in the £  sterling; more exactly, the effect o f the increased 
interest rate to the borrower would be counterbalanced by a 
movement o f the exchange from 4-57^ to 4 56 between the date 
o f borrowing and the date o f repayment. A  fluctuation o f this 
amount is often experienced in a single day; a movement of ten 
times this amount has occurred in the past three months, and 
may very likely occur, one way or the other, in the next three 
months. Thus a trifling movement in the exchange would wipe 
out the advantage or disadvantage o f paying 1 per cent per 
annum less or more for loans. The alleged American borrowing 
in London cannot be a oure interest transaction, but must bex ;

mainly an exchange speculation, either outright or in anticipation
n f the nrnreerls n f  üîerlimr traHe hills n n rm allv neorntiaterl hv------ 1----------------- —  ----------------c -------- *  “ •—  ---------------- j  — d ---------------

American banks later in the year.
rilP  aARp/M’ rm filP Av/'KonrrA M icinrr flio  Rrtn 1/ fû #■»*• fka

m. iiv v u v v i v/xi Liiv vavilau gv ui la iom g Lliv> juaillk laiV  dl Lliv

present time is, in fact, limited to two influences. In so far as it
« n frtl/ r> n  m  r"4 « ^ n n /4 « m  n  <4 a  l i / » f  m  n h   ̂ a.L  «  TY — 1*ia  u i n ^ u  l u  i i i u i ^ i i L t  a u c l u m i l i e u  p u n ^ y  u u  m e  p a i  l  u x  m e  D a i i f t

of England to hold up the dollar exchange, it may have a 
temporary effect by inducing short-period speculators against 
sterling to close their positions. I f  such action is worth while—  
which is always doubtful, because the effect o f such speculation 
cancels out over quite a short period— the same result can be 
achieved, without a bad effect on home trade, by shipping, or 
threatening to ship, gold, with the idea of buying it back again 
when the reaction comes.

102



The remaining influence, which is the only real and lasting 
one, brings us back to where we started. The paramount 
significance o f an increase in the Bank rate must lie in its effect 
on sterling prices. Its real influence depends upon its leading 
to some curtailment of credit and some fall of sterling prices. 
It cannot be right to raise the Bank rate in present-day 
conditions,— which differ vitally from pre-war conditions, in 
that our currency is inconvertible,— un/ess we deliberately desire 
to brins: about a curtailment o f  credit. and to arrest a risins tendencyW mf J U

or to produce a falling tendency in sterling prices. This is not the 
case. The day before Bank rate was raised the Prime Minister 
and Chancellor o f the Exchequer had rightly committed himself 
[«V] to the contrary. The Bank of England, acting under the 
influence of a narrow and obsolete doctrine, has made a grave 
mistake.

F I N A N C E  AND I N V E S TM E N T,  I Ç 22 - I Ç 2 J

Keynes’s article was the subject of extensive critical comment elsewhere 
in the Press. He dealt with his critics in the next issue of The Nation.

From  The Nation and Athenaeum, 2 1  J u ly  19 2 3

B A N K  R A T E  A N D  S T A B I L I T Y  O F  P R I C E S —
a n  n  T\ T TT m  / i n  T rn t d
A  K L P L I  1 U  I R l l U - a

The articles in The Nation and Athenaeum on this subject 
have been widely quoted and have succeeded in creating a lively 
and useful controversy. Even the Daily M ail has done us the 
honour o f a leading article entitled ‘ The New Suicide C lub ’ , 
the main point of which is that the dollar exchange should be 
as high as possible, because in that case the burden o f the 
American debt will be as low as possible— a point to which we 
will return in a later issue. The Manchester Guardian heads its 
comments ‘ An Inflationist V iew ’— a charge which anti
inflationists can, I suppose hardly expect to escape. I f  a low Bank 
rate helps trade, why, the Manchester Guardian asks, should not
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the present writer ‘ go farther and advocate a 1 per cent Bank 
rate and Government inflation to assist in providing credit for 
industry ? Where exactly does he propose to draw the line ? ’ He 
draws it at inflation. Why not? Rising prices stimulate trade 
unhealthily; falling prices depress trade injuriously. I f  prices 
had continued to rise sharply, as was the tendency earlier in the 
year, an increase in the Bank rate would have been perfectly 
rieht. A oolicv o f nrice stabilitv is the verv ODDOsite o f a Dolicv

W» A V A m/ Æ. & A  ' *f

of permanently cheap money. During the last boom the present
w riter nrearhpH veh em en tlv  in favo u r n f  v e rv  Hear m nnev
--------------—  * * •  T ~    J    * * * v * . v j ,

months before the Bank o f England acted. But when employment
i p  irai*i7 Kn /I <1 n / 1  n r i/ 'û p  u n  4-1*1 #1 -{Vi l ltnrr
is  v v i  J  u a u j  v m v i p i o v  u i^ n v a i  l v i i v u  ̂ a n u  ^ 1  i v v a  w i l u  a  l a i i m g

tendency, that is not the moment to raise the Bank rate.
Some o f our gentler critics, notably The Economist, agree with 

us in our general contention, but point out that a 4 per cent Bank 
rate is really a very mild measure, since the rates at which most 
bank advances are made do not follow Bank rate downwards 
below 4 per cent, and are therefore unaffected by the recent 
increase (although they would feel the full effect of a further rise 
to 5 per cent). There is much force in this argument. In so far 
as raising the Bank rate has no consequences, it will do no harm. 
A four per cent Bank rate is not nearly so injurious as a five per 
cent rate. I f  the recent movement is not to be regarded as an 
indication of a policy which may soon require five per cent for 
its maintenance, but is, so to speak, a casual act, it need not, 
we agree, be taken too seriously. Nevertheless, even a four per 
cent rate does have conseauences— nsvcholocical reactions------ ----  -----  - ---------------1 ------------ ■-  L J ------------ C>---- —  --------------------

which cause enterprise to hesitate, dearer rates for trade bills, 
and marked discouragement to new issues, all o f which depress 
trade.

One apologist for the Bank— the City Editor o f the Morning 
Post— has discovered a reason for its action which had not 
occurred to us, namely ‘ enormous speculative positions’ in 
gilt-edged stocks.* The object o f the Bank, according to this

* He did not support us, however, when, more than two months ago, we suggested in this 
column that long-dated Government securities might be standing rather too high.
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authority, was to make these speculators unload, this step being 
required because they were absorbing funds ‘ required for trade 
purposes’ . ‘ Enormous benefit,’ the argument goes on, ‘ has 
accrued to speculators in gilt-edged stocks, who have been able 
to borrow money on such terms as to secure very large profits 
arising both out o f appreciation in capital value and the 
difference between the interest Davable on the stock ourchased

* . mf X

and the rate o f interest paid to the bankers.’ Earlier in the year, 
bull speculation in this market was certainly very profitable; but 
the argument overlooks the fact that for two months before the 
Bank rate was raised, these bulls, in so far as they exist, had been 
steadily losing money. Moreover, it is cruel for those who have 
been predicting week by week that Conversion Loan was going 
to rise many points further, to turn round in this way on those 
who have taken their advice. I f  the object of the Bank was really 
to bring about a slump in the gilt-edged market, it has scored 
a modest success. It is possible, however, to agree that there has 
been a great deal o f unwise investment o f temporary funds in 
long-dated securities, especially by the financially stronger of 
our industrial concerns, without thinking it worth while to raise 
the Bank rate merely to force these holders out.f

Many of our contemporaries, however, have shared our views 
in greater or less degree— The Spectator, The Saturday Review , 
The Investors’ Chronicle, The Economist (on essentials), the 
Westminster Gazette (with an admirably clear argument), for 
example ; the weight o f opinion making it clear that, whilst a four 
per cent Bank rate may, by itself, have only limited consequences, 
the policy behind it will, i f  it is persisted in at the cost o f a further 
rise, provoke a widespread hostile criticism. Indeed, so long as 
unemployment is a matter o f general political importance, it is 
impossible that Bank rate should be regarded, as it used to be, 
as the secret peculium o f the Pope and Cardinals o f the City.

t  The Economist goes further than the Morning Post and thinks that the object of the Bank 
was to bring about speculative liquidation of all types of securities, and to shake markets 
generally— rather a savage procedure in view of the fact that these markets had been drooping 
and shaky for some little time.
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The criticism o f The Nation's articles set forth in the City 
columns o f The Times was perhaps the most interesting o f all, 
because o f the divided mind between the old school and the new, 
very representative of the state of mind o f the City generally, 
which these comments show. The Times begins by agreeing that 
the object o f monetary policy is to keep the price level stable,—  
which is our main point. In the next paragraph it perceives that 
this might mean abandoning the gold standard, a step which 
would be ‘ too complicated and hazardous’ . It continues that 
‘ the official policy is to restore the old gold parity’ ; that ‘ the 
penal monetary measures’ which such a policy might require 
are objectionable; and that ‘ that, at any rate, is no part of our 
present monetary policy,’— which finally boxes the compass. 
The Times account o f the matter might seem comical, i f  it were 
not such an accurate reflection o f the actual state o f affairs. It 
used to be our policy to restore the gold standard. It has become 
our policy to keep prices stable. We have taken on the new 
doctrine, without, as yet, discarding the old, and when they are 
incompatible we are torn between the two. Fortunately, we 
cannot but feel, reading its comments carefully, that The Timesy 
like The Economist, is really with us on the main issue. We 
attacked the grandmother o f Threadneedle Street, which was 
very improper, and we must expect a slight peppering. But The 
Times, like nearly everyone else, shrinks from the practical 
measures which the old doctrine would require from true 
believers.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The next week saw him turn to another comment by the City Editor of 
The Times.
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From  Th e Nation and Athenaeum, 28 J u ly  iQ2j

T H E  M E A S U R E  O F  D E F L A T I O N — A N  I N Q U I R Y  I N T O

I N D E X  N U M B E R S

The City Editor of The Times writes :— ‘ As prices have remained 
stable within the past eighteen months, it is difficult to appreciate 
the force o f many arguments employed by those who are 
avowedly in favour o f stabilisation.’ This statement is nearly 
true if we take, for example, the Board o f Trade index of
w h n lp G ü Ip  n r i n p c  r» n rT fllUlVUlilV AVVU Wkl V/ VA I

m p a c i ir p  n f  c ta K ilîh f  R u t  t-lvic ic  n n t  f l ip
AAAVHÜVI1 V VA kj lUVlllk Î x y  U  L L lllk J  Al}  H W t  LA1V

whole story. The following figures show that the raising o f the
u a i m  î a i u  in u n i )  u h ç  i n u i t  a i c j j  i n  a  p u n t j  u i  u u i c i u u n  w h i c h

has been silently but steadily pursued for some time,— a policy 
which is partly responsible for the failure of trade and employ
ment in this country to keep pace with the revival in the United 
States during the first half o f this year. The following attempt 
at a rough statistical estimate indicates that the actual deflation 
of purchasing power during the past eighteen months has 
amounted to about io per cent.

(1)
Rank n f

(2) (2) (4)

England Average Clearing
private Aggregate o f bank

rlpnrtcitctuvj/vijaii} tccup^1IIVIV igouv m  n \ *V‘  i  » “ «  w rlpnnci t c  4*Ub|>Ui>i 111 |

1922
r*..

AOt V̂ UAl IVI
innAUU 1Afk

1 w
inn1 \j \j inn

1 uu

2nd Quarter 92 99 96 97
3rd Quarter 88 98 93 94
^t. r\__ a-_ OO CïC. o-> CiA
Tin v^uaiici OO 7U 7 4 7 7

1923
1st Quarter 91 93 92 92
2nd Quarter 84 95 90 90

* Average of middle of each month, 
t  Average of end of each month.

The Bank o f England’s private deposits and the note issue 
comprise between them the available ‘ cash’ , upon the basis o f
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which credit can be created. The clearing banks’ deposits are 
the measure of the credit actually created. There is, as there 
should be, a fairly close agreement between the two, justifying 
io per cent as the best available estimate o f the amount by which 
purchasing power has been deflated.

What has been happening to prices in the meantime? The 
index numbers o f wholesale prices have only fallen slightly. But, 
as stated above, these figures do not give a complete account of
flip citn-af-inn T I ip  rnct n f  fnntl fanrl thp m et n f  livincr (rpnprallvlU I V  J l k U U  * » V  W h P V  V 4  i. y***4%* «.44V  w u w  V »  *4  T 4 > a ^  w a a j  J  ̂

and also the level o f wages, both o f which have an effect on the 
demand for purchasing power out of proportion to the weight 
given them in index numbers o f wholesale prices, have fallen 
much more sharply:—

Board of Trade 
wholesale prices

Food
prices Wages

1922
1st Quarter 100 100 100
2nd Quarter 99 100 94
3rd Quarter 97 95 88
4th Quarter 96 92 83

1923
1st Quarter 98 90 82
2nd Quarter 99 87 82

The cost-of-livine index number has moved Dracticallv with-------- -----------  - c? - - - - - —  _ • - -- r  ------  -----  mf

food prices.
T h p  pffprtivp HpmanH for niirrhincincr nnwpr Hpnpnrlic nartlv  — » -  — --------- *— r  — —-------- e> r ' ~ t--------;

on the volume of trade and partly on the level o f prices and
limrrAc r u  ti K AirA fi cm l inrl fktif flip 1 n ffpr cn. Ar  frntrtTT ClgVd» J. 11V* «W T  V UgUi IUVUVAIV Ui(»L UIV 1(4 L LVi y JU 1C41 ÜU1U

being stable, have fallen probably as much as io  per cent—
am 1« /« n a«A /\ m a T C f  * a «n A rt MM rt 4>l« A «t A. 1 « • «m  A n  P  «41 a  «m  «1 1% a m * A
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increased somewhat,— a conclusion which is also in accordance 
with the direct evidence o f the employment figures and other 
data. The volume o f employment, for example, has risen nearly 
5 per cent, whilst other tests, such as output o f coal, iron and 
steel, shipbuilding commenced, and tonnage o f goods entering
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and leaving British ports yield much higher figures o f improve
ment. On the whole, i f  we are to risk a generalisation, it might 
be fairly accurate to say that during the past eighteen months, 
purchasing power has been deflated 10 per cent, the effective 
level o f prices and wages has fallen io per cent, and the activity 
o f trade and employment throughout the country has increased 
by 5 per cent or more.

This represents a gallant effort on the part of business, in face 
o f a falling: price level and curtailed credit. But it has seemedV X

latterly, with the added discouragement o f the European situa
tion that the struggle is too severe. The above figures indicate 
that the Bank o f England has succeeded in restricting credit to
cur-Vi o n  p v t p n t  t K a t  n n  f n r t l i p p  in A r p o c p  n f  h n c i n p c c  o p t i v i t u  ic
JU V JI  UU VALVlIt U lU i  li\y 1 U1 U 1 W1  l l lV i  VU|3 W VTA. U U O lllV JJ  U V tt T lt j  1«3

possible without a further fall in the level of prices and wages,
I**!*— a process Which necessarily uiscourages new uiisiness, so

long as it is going on.
We have had, during the period under review, the rare 

combination o f a falling price level and expanding business, 
— both o f them are indicative that an expansion of credit is 
required. Nevertheless the Bank o f England has been using its 
secret and enormous powers to contract credit by no less an 
amount than io per cent. No one, least o f all the writer o f this 
page, will deny the evil influence on trade o f the Ruhr 
occupation. But this is an extra reason for not discouraging trade 
in other ways. I f  the Labour Party are interested in remediable 
causes o f unemployment, they would do well to cast their eyes 
more frequently and searchingly than they have done hitherto 
in the direction o f monetarv oolicv.V X s'

We should like to support most strongly the recommendation 
of an admirable article by Dr E. C. Snow in The Manchester 
Guardian Commercial that there should be an authoritative 
inquiry into the methods of compilation of index numbers. 
Some o f those which are most widely quoted are open to serious 
criticism, if  not for all purposes, at least for many o f those to
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which they are in fact applied. The method o f compilation ought 
to depend upon the precise purpose for which the index number 
is to be used to an extent which is seldom understood. Two 
recent events reinforce his argument. The dockers’ strike was 
partly due to lack of confidence in the official cost-of-living index 
number. The Board o f Trade index number of the wholesale 
mst of food rose from m  in Mav to in Tune: whilst the---------------------------------------------------------------------------___ | | j  */»/ mf f  -  - ------------

Statist (Sauerbeck) index number, also o f the wholesale cost of 
food, fell from 163 in M ay to 154 in June. I f  one o f the two most 
familiar index numbers rises 9 points and the other falls 9 points 
during the same month for the same limited category o f articles, 
what is one to say? In 1887 the British Association appointed 
a Committee of Inquiry into the subject, the report o f which 
remained for many years the leading authority. Perhaps the 
subject is better suited for inquiry by learned bodies than by 
the Government. Should not the British Association, the Royal 
Statistical Society, and the Royal Economic Society be urged 
to appoint a Joint Committee of Investigation?

Keynes’s comments of 28 July brought further comment from the City 
Editor of The Times to which Keynes felt bound to reply.

To the Editor o f  The Times, 1 August IÇ 2 J  

Sir,
I thank you for the comments you make in your City Notes 

of today on some observations of mine in The Nation and 
Athenaeum about the course of prices and of deflation. We can 
agree without difficulty about two facts:—

(1) For the past three months prices have shown a marked 
tendency to fall. Your own index number o f wholesale prices 
published today gives April 164 8, May 162 5, June 158-8, and 
Ju ly 155 6— a sharp and decided movement. I f  we consider a 
longer period— namely, eighteen months, and take account not 
only o f wholesale prices, but also of cost o f living and of wages,
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which are o f high importance in determining the effective 
demand for purchasing power, we find that a movement 
downwards rather than upwards (which I estimate at around io 
per cent) is characteristic o f the whole period, in spite o f the 
fact that wholesale prices o f materials made a determined 
attempt to rise between September, 1922, and April, 1923— a 
spurt which they have been unable to maintain in the face of 
other conditions.

(2) The basis of credit, and the actual creation o f credit have 
both been deflated about 10 per cent over the same period of 
eighteen months.

When we come to the connexion between these two facts and 
the question how far fact (2) is controllable, I admit that no one 
can dogmatise. Nevertheless, I am supported by expert opinion 
in the belief that over a period o f months the connexion between 
the two facts is very close indeed, and also that it lies in the power

_ n * „ i .  _ r  T7___i _ j  _ 't *_________  ___________ î j .  i î __ui me Dank or r^ngianu, anu me i reasury, wiinm wiue nmus, 
to determine in the long run how much credit is created. I f  the 
Bank of England had pursued a different policy, I believe that 
prices would stand at a different level. Indeed, this is a third 
fact about which the contending parties can agree ; for the policy 
of the Cunliffe Committee assumes that the authorities have the 
power in the long run to fix the price level, just as much as the 
policy o f price stabilisation assumes it.

There is also a fourth fact, equally undeniable, of great 
practical importance just at this moment— namely, that in 
recent weeks prices in the United States have been falling even 
more sharply than here. This fall is more significant than the 
index numbers indicate, since it has affected especially certain 
commodities— namely, wheat, cotton, sugar, and oil, of which 
the real importance is far greater than that assigned to them in 
most index numbers.

The reason why this last fact matters so much is that it brings 
to a head a divergence between two policies which was previously 
latent. So long as dollar prices were rising, the policy of
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improving the dollar-sterling exchange was compatible with the 
policy of keeping sterling prices reasonably steady. We have 
most of us been expecting that there would be a slight tendency 
towards inflation in the United States, which would help to lift 
the sterling exchange. This tendency may indeed reassert itself 
before long, if  the sky clears, in which case, all will be well, but 
for the time being it is reversed.

1 ne question wmcn matters in tms controversy, tne answer 
to which we want to know and are surely entitled to know, is 
whether it is the policy of the Bank of England to protect the 
sterling exchange, even at the risk o f causing sterling prices to 
fall. The oracles are dumb. When the Pythian Prophetess makes 
signs in terms o f Bank rate, she allows her votaries to breathe 
ambiguous interpretations o f her meaning. We may differ 
legitimately as to the right policy for this country in difficult and 
unprecedented circumstances. But we have a right to know what 
the official policy in fact is. The Federation o f British Industries 
can fairly claim a clear answer to their question, presented to 
the Prime Minister in a moderate and cogently argued memo
randum, whether or not the official policy o f the Bank of
F «rrlfln /1  ic  t l id  C'imA »ic fk -if1 l*itpltr /’ l / n m x r l K i r  t U  p  Pt*im p
u n g i a i i u  1 0  L i i v  j n i u v  n o  n v i k i i u  tt i v u g v u  u j  u i v  x  a i i i a v

Minister— namely, to promote confidence in the price level. For 
my part I believe that confidence in the price level is the biggest 
practical help which the official world can give to the business 
world; and that the lack of this confidence is a considerable 
cause, and probably the only remedial one, o f present un
employment. I f  the Prime Minister were able to announce that 
he had consulted the Governor of the Bank o f England and that 
the two o f them were determined to do all in their power to 
promote and preserve confidence in the existing level o f sterling 
prices (letting the dollar exchange go hang, i f  necessary), great 
good would result. Failing this, I hope that the Federation of 
British Industries will call to their assistance the Federation of 
Trade Unions and push the controversy home.

1 1 2

Yours, &c.,
J .  M .  K E Y N E S



F I N A N C E  AND I N V E S T M E N T ,  1922-1923

After the issue o f 28 July, Keynes’s signed contributions to Finance and 
Investment ceased on a regular basis, although unsigned contributions 
appeared from time to time. Keynes continued to deal with the issues 
he had raised in these columns in other places.

On 8 August Keynes contributed a paper at the Cambridge meetings of 
the Liberal Summer School. It appeared in full in The Nation  o f 11  August.

From  The Nation and Athenaeum, 1 1  August 1Ç23

C U R R E N C Y  P O L I C Y  A N D  U N E M P L O Y M E N T

It may be inevitable that the average real wages of labour 
cannot, with the resources of nature, o f invention, and of 
industry at our command, be raised to so high a figure as we 
should like. But the absurdity o f labour being from time to time 
totally unemployed, in spite o f everyone wanting more goods, 
can only be due to a muddle, which should be remediable if we 
could think and act clearly.

The most serious charge which can be brought against the 
system o f private enterprise in business and of capitalistic 
investment as it exists to-day, is that it has failed, so far, to deal 
with this muddle. As time goes on things seem to get worse 
rather than better.

Indeed, Socialists might, I think, have pushed home this 
charge more powerfully than they have, inasmuch as the main 
part of the explanation o f this muddle is deeply rooted in the 
peculiarities o f the existing economic organisation of society. I 
shall not attempt in this paper to cover the ground, and I must 
not be supposed to ignore other factors in the total situation, 
if, in what follows, I concentrate exclusively on one particular 
aspect o f the problem.

With the development of international trade, involving great 
distances between the place o f original production and the place 
of final consumption, with the increased complication of the 
technical processes of manufacture, and with the seasons 
governing the date o f supply o f farm products, there must be
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a considerable interval o f time between the dates when effort 
is expended and the date when the commodity finally yields up 
its usefulness. During this interval the business world is 
entering into liabilities in terms o f money— borrowing money 
and paying out in money for wages and other expenses of 
production— in the expectation o f recouping this outlay by 
disposing of the product for money at a later date. That is to 
say, the business world as a whole must always be in a position 
where it stands to gain by a rise o f price and to lose by a fall 
of price. Whether it likes it or not, the technique o f production 
under a régime of money-contract forces the business world 
always to carry a big speculative position; and i f  they are 
reluctant to carry this position, the productive process must be 
brought to a standstill. The argument is not affected by the fact 
that there is some degree o f specialisation o f function within the 
business world, the professional speculator coming to the 
assistance of the producer proper by taking over from him a part 
o f his risk.

Now it follows from this, not merely that price changes profit 
some people and injure others, but that a general expectation of 
falling prices may inhibit the productive process altogether. For 
if prices are expected to fall, not enough people can be found 
who are willing to carry a speculative ‘ bull’ position, and this 
means that lengthy productive processes involving a money 
outlay cannot be undertaken,— whence unemployment.

I f  prices fluctuate in a manner which cannot be, or at least 
is not, foreseen, some groups in the community will lose and 
some will gain. This often occurred before the War, and it was 
bad enough, particularly because falls of price were often 
foreseen to a certain extent, such foresight bearing its inevitable 
fruits in unemployment.

A deliberate policy o f deflation, however, greatly aggravates 
the situation. In so far as the business world believe that those 
responsible for currency policy really intend to carry out a 
declared policy o f deflation, they are bound to feel some lack 
o f confidence in the existing price level, in which case they will
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naturally draw in their horns to a certain extent with the result 
o f diminishing employment. For this reason a modern industrial 
community organised on lines o f individualistic capitalism 
simply cannot stand a declared policy o f deflation. The business 
world, it is true, can save its pocket to a certain extent by 
refraining from new enterprises for the time being. But it can 
only do this at the expense o f passing on to the rest o f the 
community a heavy burden o f unemployment and o f unemploy
ment doles.

I attribute the bad state of business and of employment more 
to a lack o f confidence in the price level than to any other factor. 
This lack o f confidence is certainly due, in its turn, to a number 
of different causes,— the political situation in Europe, recent 
memories o f the slump of 1920-21, the fact that the price level 
is still much higher than it used to be in pre-war days, as well 
as to a policy of deflation. But none of these things need cause
__ ; ___ __ r - 1 1 ____1  „  1___ _ _____ _______ i . . :_____________ 1 ________
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would be for those responsible to declare that they would do 
all they could by means o f currency policy to avoid a fall of prices 
and to promote the confidence o f the business world in the 
existing ievel o f prices.

Let me amplify this point a little. At the present moment the 
situation in the Ruhr is rightly blamed for the falling off of trade 
as compared with the revival which was apparent in the spring. 
How does this happen? T o  a slight extent directly by cutting 
off Central European markets; but the purchasing power of 
Central Europe was very feeble even in the spring, and very 
feeble also during the boom of 1920-21. The main influence of 
the Ruhr is felt through its effect on other markets, which are 
induced to withhold their purchases because events in the Ruhr 
upset their confidence in the price level. Purchasers of tin-plates 
in Australia, o f cotton goods in Asia, or jute products in South 
America, and so on, are afraid that, if they place their orders now, 
events in the Ruhr may lead to a fall in their price by the time 
they are delivered. I f  they felt confident that the price would
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purchases, not because they lack purchasing power, but because 
their demand is capable o f postponement and may, they think, 
be satisfied at a lower price later on. It is these postponements 
which are at the root o f remediable unemployment.

Now there is no necessary reason in the world why political 
catastrophes should cause prices to fall. Indeed, in the long run, 
thev eenerallv tend to make nrices to fsicl rise because o f their

W W ■/ M. t_ -J

inflationary effect on governmental finance. Why should the 
impoverishment o f the world cause more goods to be obtainable 
for gold or for legal tender money? No reason at all. Sooner or 
later a rising tendency o f prices will spring up again, Ruhr or 
no Ruhr, partly because postponed demands cannot go on being 
postponed indefinitely; partly because catastrophes tend to 
diminish the supply o f goods and to increase, rather than to 
diminish, the supply o f money. For this reason I am not so 
pessimistic as the President o f the Board o f Trade about the 
prospects o f employment in the long run.

For the past eighteen months the authorities have been 
deflating; for the past six months political anxiety has been 
acute. Naturally, orders are postponed; inevitably there is 
unemployment. Some fanatics think that deflation is morally so 
admirable, that unemployment is a price worth paying for it. 
But to deny that deflation tends to increase unemployment is 
profoundly to misunderstand the working o f our industrial 
system.

During recent months employment in a great part of the 
world has been moderate to good; in another part deplorable. 
The latter consists without exception o f the countries in which 
deflation has been taking place, namely Great Britain, Sweden, 
Holland, and Czecho-Slovakia.

I argue, therefore, in the first place, that our existing 
industrial system is singularly ill-adapted to a policy o f deliberate 
deflation, and that unemployment to-day is due to a very 
considerable extent not to the absence o f markets or to the 
impoverishment o f customers, but to a lack o f confidence, 
arising out o f many causes, in the existing level o f prices.

T T A
AAV/



I argue, further, that this lack of confidence is in some 
measure remediable by a resolute policy on the part o f the 
Treasury and the Bank o f England. At any rate these authorities 
can refrain from deliberately aggravating the situation, and 
should not continue to act, as they have been acting hitherto, 
on the deflationary recommendations o f the Cunliffe Com
mittee.

These observations have been directed, rather more than I 
intended when I began, to the immediate situation. But thev

t  mf

illustrate a fundamental principle which I recommend to this 
assembly as likely to be of first-rate political importance in the 
near future. Modern individualistic society, organised on lines 
of capitalistic industry, cannot support a violently fluctuating 
standard of value, whether the movement is upwards or 
downwards. Its arrangements presume and absolutely require 
a reasonably stable standard. Unless we can give it such a 
standard, this society will be stricken with a mortal disease and 
will not survive. I have dwelt in this paper on the evils of 
deflation because these are with us now. But the evils of 
inflation, which were visited on us three years ago, although they 
are different in kind, are not less in degree. We can do with 
neither.

For these grave causes we must free ourselves from the deep 
distrust which exists against allowing the value of the currency 
to be the subject of voluntary decision. Only by wisely regulating 
the creation o f currency and credit along new lines, can we 
protect society against the attacks and criticisms o f Socialist and 
Communist innovators.

On the scientific side economists are as united about the 
theory o f the matter as they are about free trade. The argument 
is not more intricate than that which underlies tariff contro
versies.

In reading a forecast o f the autumn campaign o f our leaders 
of which unemployment is to be the chief subject, I was 
disappointed to see no reference whatever to the regulation of 
credit, which, for good or for evil, must have a vast influence.

F I N A N C E  AND I N V E S T M EN T,  I Ç 22 - I Q 23
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I hope that the forecast was incomplete. Nineteenth-century 
Liberalism was greatly concerned with the establishment of 
certain economic principles, which were, a hundred years ago, 
highly controversial, novel, and intellectually difficult. These 
found their chief embodiment in the doctrine o f free trade. This 
battle has been nearly won, though vigilance is still required. 
I venture to Drooound this evening a newer doctrine o f hardlv

A M  W ■/

less importance. I believe that the reform o f the standard of 
value is, within the economic sphere, the question of greatest 
urgency now before us. It is a problem which Liberalism is by
1 f c  f t * ' ! r l l f l n n c  i i r ^ ]  1 o r l n n f o r l  t n  n f f o p i /  W o  n n n t  11 1 : 0  o i r o r  A ni ta u a u iL iu i io  u v n  t v  a i t o v a i  r? v  v a m iu L  n r v  xvi v  twi 1/11

fragments o f our pre-war policies.

An editorial in The Spectator two months later under the title ‘ Deflation 
Means Unemployment’ asked for Keynes’s comments. A  week later that 
newspaper printed his reply.

To the Editor o f  The Spectator, 22  October i g 2 j

Sir,
You ask me whether I am in agreement with your article 

‘ Deflation Means Unemployment’ . I agree most heartily, and 
I think that there are two steps, neither of them impracticable 
or dangerous, which ought to be pressed on the Government 
as immediately urgent: (1) The present Treasury Minute 
limiting the fiduciary issue o f currency notes to the actual 
maximum of the preceding year should be amended before the 
end of this year. (2) A definite statement should be made, 
binding both the Treasury and the Bank o f England, that these 
authorities attach more importance to the maintenance and 
stability of the price level than to the improvement o f the dollar 
exchange, and that their policy will be deliberately directed to 
the former object rather than to the latter.

I am, sir, &c.,
J. M . K E Y N E S

I l 8



Chapter 2

P O P U L A T IO N ,  P R O T E C T I O N  AND 
U N E M P L O Y M E N T

On 18 September 1923 at the meetings of the British Association for the 
Advancement of Science in Liverpool, Sir William Beveridge, the president 
of the Economics Section, delivered an address entitled ‘ Population and 
Unemployment’ In the course of his remarks he addressed himself to 
Keynes’s Economic Consequences o f  the Peace ( j fM K , vol. 11), especially his 
remarks on the terms of trade between bread and manufactures (pp. 5-6, 
1 3 - 1 5 ,  161). On 22 September, under the title ‘ Malthusian Moonshine’ the 
editor of The N ew  Statesman welcomed Sir William’s remarks. Keynes 
replied in the next issue.

To the Editor o /T h e  New Statesman, 25  September 1Q23

Sir,
Since you refer to a criticism by Sir W. Beveridge, in his 

address to the British Association on ‘ Population and Unem
ployment’ , of a statement made by me some time ago relating 
to the course of the relative values o f agricultural produce and 
manufactured articles between 1900 and 1910, may I say that 
Sir William’s figures do not confute my statement, because they 
give little or no weight to the prices o f manufactured articles? 
M y rejoinder furnishing the evidence on which I was relying 
will be published in The Economic Journal for December next, 
together with the full text o f Sir William’s address.

Yours, etc.,
J. M. K E Y NE S

Keynes turned to another aspect of Beveridge’s address in the columns 

of The Nation.

1 1 9
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From  The Nation and Athenaeum, 6 October 1Q23

P O P UL AT IO N  AND U N E M P L O Y M E N T

Sir William Beveridge’s interesting address, under this title, 
before the British Association has revived discussion on a matter
which, whatever w av it touches our hoDes or our oreiudices.-------------------7 ------------------ — - - j  -  -  -  ------------- -- a. 1. r  - - — 7

must surely trouble the thoughts o f  anyone who concerns
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with many other people, dislikes the idea o f birth control; but,
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a sound Malthusian. ‘ Nothing that I have said’, he finally 
concludes, ‘ discredits the fundamental principle of Malthus, 
reinforced as it can be by the teachings o f modern science.’ His 
main themes were, first, that we must not be too ready to argue 
from unemployment to over-population, instancing the 
excellence of employment in Germany today, ‘ a nation which 
assuredly should be suffering from over-population i f  any nation 
is ’ ; and, secondly, that an obiter dictum o f mine in The Economic 
Consequences o f the Peace about the state o f affairs in 1900-19 10  
was unjustifiably pessimistic.

I will deal elsewhere with the criticism personal to myself. 
M y main point in the brief passage taken by Sir W. Beveridge 
as his text was that the pre-war balance in Europe between 
population and the means o f life was, for various reasons, 
alreadv orecarious : and from this I do not think that he seriouslv 
dissents. But I also threw out the suggestion that the turning- 
point in the strongly favourable developments o f the latter half 
of the nineteenth century may have come about the year 1900. 
The suggestion is one which it is not easy either to refute or 
to establish, and the exact date is a matter o f historical interest, 
and not one of decisive importance in relation to the present state 
of the world. But, in any case, Sir William Beveridge’s statistics 
do not touch me, inasmuch as my suggestion related to the 
‘ equation of exchange ’ between the manufactured products of
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the Old World and the raw produce of the New, an indication 
to which his particular figures, since they nearly all deal with 
raw produce, are not relevant. I shall discuss this statistical 
point, giving the evidence on which my statement was based, in the 
December issue of The Economic Journal, where those inter
ested will also have the advantage o f reading the full text o f Sir 
William Beveridge’s address.

Let us, however, turn to Sir William’s first point, namely, the 
relation o f unemployment to over-population. I agree with him 
that it would be rash to argue straight from one to the other. 
Unemployment is a phenomenon of maladjustment, and the 
maladjustment may be due to causes which have nothing to do 
with population;— as, for example, the maladjustment due to 
a transition, through deflation o f purchasing power, from a 
higher to a lower price level, or that due to the necessity of 
changing over from supplying one type o f outside market to 
supplying another because o f a sudden change in the relative 
wealth and requirements of the rest of the world. Each of these 
influences is probably responsible for an important part o f the 
existing unemployment in Great Britain.

But, on the other hand, unemployment may be a symptom 
of a maladjustment very closely connected with population—  
namely, that which results from an attempt on the part of 
organised labour, or o f the community as a whole, to maintain 
real wages at a higher level than the underlying economic 
conditions are able to support. The most alarming aspect o f the 
prolongation and the intensity of the existing unemployment is 
the possibility that transitory influences may not wholly explain 
it, and that deep causes may be operating which interfere with 
our continuing ability to maintain in these islands an expanding 
population at an improving standard o f life. The doubt is a 
dreadful one. Our social aims and objects flow from the opposite 
assumption, and are rendered futile by its negation. What is the 
use or the purpose o f all our strivings if they are to be neutralised 
or defeated by the mere growth of numbers? Malthus’s Devil
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is a terrible devil because he undermines our faith in the real 
value o f our social purposes, just as much now as when Malthus 
loosed him against the amiable dreams o f Godwin. The prima 

facie case for doubting our ability to provide during the present 
generation for growing numbers at an improving standard, and 
for seeing some corroboration o f this doubt in the present state 
o f our labour market and of our staple industries, is so serious 
that it is frivolous to think we can dismiss it by mentioning that 
unemployment is not necessarily due to over-population and by 
pointing to the disastrous example of Germany, where the 
nation’s submission, under the overwhelming pressure o f events, 
to a drastic lowering o f their standard o f life and the impairment 
of their capital resources has put away this particular symptom 
for the time being.

No statistics can be decisive on such a matter unless they 
extend over a period long enough to eliminate other influ
ences,—  which means that their final answer may be too late to 
determine policy. But it is useful to keep ourselves reminded 
from time to time of one or two simple and well-known figures. 
In 1851 the population o f Great Britain was about 21,000,000; 
in 1902, 37,000,000; and in 1921, 43,000,000. Thus, the 
population which is growing old is the remnant o f a population 
not much more than half the size of the population which is 
growing up. Several conclusions follow from this.

(1) Although the birth rate is materially lower than it was 
half a centurv aero, nevertheless the absolute number of dailv— v w 7 . . . . . . .  .. j

births in Great Britain today is nearly double the number of 
deaths.

(2) The fact that the average age o f the population is less than
«t- nrrm 1 a  o et'itm n'irxr n n n u l^ tin n  m aiinn fVi^4- fVio n m n A rfin n
il vv uuiu uv in a sLauunai j  | /upuiauuu iiiwaiia m a i m u jji u pu i liuu

of old people of pensionable age, which the community will have 
to support as time goes on, will tend to increase to a figure not 
far short of double what it is at present.

(3) Most important o f all, the supply o f adult labourers will 
continue to increase sharply for a generation to come, irrespective
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of the contemporary birth rate, because the number of boys now 
growing up to working age will greatly exceed year by year that 
o f the old men dying or reaching pensionable age. In round 
numbers the male population between twenty and sixty-five 
years o f age is now between 14,000,000 and 15,000,000. In the 
course of the next twenty years the boys (already born) entering 
these age limits will exceed by between 4,000,000 and 5,000,000 
the old men passing out. That is to say, we shall have to find, 
within this short neriod. emnlovmenL enninment. and houses-------  ----- ---------------------- f --------------------- 7  --------- r -- j -------------------------------- 1  --------------------- 7  ------------- ----------------------------

for 25-30 per cent more working-class families than at present;
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support a larger proportion o f old people, and, if the present 
birth rate continues, as large a proportion of children. Now that 
this surplus already exists, emigration may be a palliative. As a 
continuing policy, however, emigration is a ruinous expedient 
for an old country, as is obvious when one considers that, if the 
males are shipped abroad, a corresponding number of females 
must be sent also, and that the cost per head of rearing and 
educating a child up to working age is a heavy charge for which 
the country will get no return o f productivity if  the youth then 
emigrates.

(4) Very few of our staple export industries are operating 
above their pre-war level of ten years ago, and some of them, 
notably textiles, are seriously below it. Most of these industries 
are well satisfied if  they see a prospect ahead even of their former 
level o f activity in normal times. Their difficulties are increased 
in some cases by the fact that the American demand for certain 
essential raw materials has risen more than the total supply, and 
that America is able to pay a higher price than we can. We cannot 
rely, unless the material conditions o f the rest of the world 
greatly improve, on finding markets for a much larger quantity 
of goods at as good a net return to ourselves. With Europe’s 
present prospects, and with the growing tendency of the New 
World to keep its advantages to itself, we are not entitled to rely 
on so great an advance in our own opportunities.

1 2 3
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These prima facie grounds, for fear and hesitation, and for 
straining our minds to find a way out, are not disposed o f by 
the fact that many improvements are conceivable, other than 
restriction, which would postpone or alleviate the problem. Sir 
William Beveridge concluded his address, after admitting and 
emphasising the dangers o f our economic situation, by urging 
that the cure was to be found not in birth control, but in peace 
and world trade resuming their sway. He might have mentioned
m anv nthpr rlpciraMp tTiincrc wliiVh wnulH n u f n ff thp f*vil d a v  -M. Æ M. Æ. J  V UVkfll Wt/AV M W V* b V** W * ^

greater accumulation o f capital, the swifter progress o f science, 
a raising of the acquired and inborn endowments o f the average 
man, more commonsense, intelligence and public spirit.

But it is not safe to leave the question o f numbers unregulated, 
in the mere hope that we may be rescued by one o f these 
conceivable, but as yet unrealised, improvements. And even if  
we do realise them, is it not discouraging that they should only 
operate to compensate an increase of numbers, when they might, 
if  there had been no increase, have availed to improve the lot of 
the average man?

Is not a country over-populated when its standards are lower 
than they would be if its numbers were less? In that case the 
question o f what numbers are desirable arises long before star
vation sets in, and even before the level o f life begins to fall. 
Perhaps we have already sacrificed too much to population. For

M- ■> « a .

is not the improvement in the average conditions o f life during 
the past century very small in comparison with the extraordinary 
material progress o f that period? Does it not seem that the
nrf>o nart
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the support of mere numbers?
Ï  f  4 P ArtPir t-r» im  a  / lin fn n fa  1%ir
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methods, and the fear inspired by any proposal to modify the 
laissez-faire o f nature, and to bring the workings o f a fundamental 
instinct under social control. But it is strange to be untroubled 
or to deny the existence of the problem for our generation.
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Keynes’s final, published comment on Beveridge appeared in The 
Economic Jo u rn a l  immediately following the text of the latter’s address.

From  Th e Economic Journal, December i g 2 j

A R E P L Y  TO SIR W I L L I A M  BEVERIDGE

I

It is flattering but a little severe to be taken up through a 
Presidential address on the strength o f an obiter dictum of a few 
sentences, (The subject is a large one and an author may have 
more to say in support o f his general attitude to it than can be 
well expressed in a single page o f a book on another topic.) But 
worse still when even that paragraph is mis-handled.

M y main convictions relate to the present state of affairs—  
whether Great Britain and Europe can continue to support an 
increasing population on an improving standard of life now that 
the precarious equilibrium which existed before the War* has 
been fatally disturbed. Incidentally I expressed a doubt whether 
the state of affairs by which ‘ up to about 1900 a unit of labour 
applied to industry yielded year by year a purchasing power over 
an increasing quantity o f food’ may not perhaps have been 
already reversed about that date.

It is always difficult to trace, through the oscillations which 
obscure the long-period trend, the precise moment when a 
diminishing rate o f improvement passes over into an actual loss 
of ground. But Sir W. Beveridge’s paper makes me no clearer 
than I was as to whether I was rash to express the doubt in 
question; for the statistics which he quotes have no direct 
bearing on my remarks.

I was concerned with the ratio o f real interchange between 
the manufactured products offered by the Old World, and the 
food and raw materials supplied by the New. I thought I saw 
a tendency of this ratio to alter, with the result that Europe was 

# M y phrases about this are those first quoted above by Sir W. Beveridge on p. 452.
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having to offer more o f her own goods in exchange for important 
agricultural produce. I made no fresh study o f this question 
when I wrote The Economic Consequences o f  the Peace, but was 
merely repeating a view which I had expressed in The Economic 
Journal 19 12  (vol. x x i i , p. 630) [ JM K ,  vol. x i ] ,  based on some 
figures given there and on the more comprehensive calculations 
set forth in Professor Bowlev’s well-known memorandum 
published in The Economic Journal in 1903 (vol. xm , p. 628). It 
will be useful to repeat here the salient figures.

Professor Bowley’s object was to make a table year by year,
C—iUl T 1rs « t ù I f  miT/1 A m  fVs*»Li i t  t m i v u  l v i i i g u u i i i  a u u  i u i

r\Ç  ̂fUa nnntsfifirv j t i i i i a n V ,  u i  t u v  i j u a i u n j  \ji

exports (the kind supposed unchanged) that were given for a 
uniform quantity o f imports.’ His results for the United 
Kingdom were as follows:

Volume o f exports given fo r a uniform quantity o f  imports

1873 100
1874 103
1875 107
1876 110
1877 118
1 OIO10/0 1141 If
1879 116
1880 119
1881 123
1882 118

1883 118
1884 115
1885 114
1886 113
1887 111
IOOOIOOO 1 1 1 1 iJ
1889 112
1890 104
1891 105
1892 106

1893 105
1894 102
1895 102
1896 102
1897 102
1 ono1070 irt-ï1UJ
1899 99
1900 94
1901 95
1902 100

This is prima facie evidence that our position, after deterio
rating from 1873 to 1881, improved uninterruptedly from 1881 
to 1900.

In my memorandum of 19 12  (loc. cit.) I was reviewing the 
corresponding figures o f the Board o f Trade for the years 
19 0 0 -19 11 (Cd. 6314), which were as follows-*

1900 94 1906 99
1901 96 1907 98
1902 99 1908 98
1903 101 1909 103
1904 100 1910 104
1905 101 1911 101

* T o  render the series continuous with Professor Bowley’s I have modified the base year.
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This long series o f figures seemed to indicate that a period 
o f continuous improvement covering two decades had culminated 
about 1900 and had been brought to an end about that time.

The above figures compare all exports with all imports. For 
the full justification o f my remark, however, it would be better 
to compare exported manufactures with imported foodstuffs. 
The result, the general character of which is much the same as 
before, is as follows:

Volume o f manufactured exports given fo r a uniform 
quantity o f  food importsf

1881 132 1891 106 1901 95
1882 130 1892 1 1 2 1902 100
1883 128 1893 1 1 2 1903 100
1884 120 1894 107 1904 96
1885 114 1895 104 1905 99
1886 117 1896 106 1906 92
1887 116 1897 1 1 0 1907 92
1888 114 1898 1 1 1 1908 98
1889 116 1899 105 1909 104
1890 107 1900 93 1910 100

f  Professor Bowley’s tables for 188 1  to 1902  distinguish ‘ Imported Food and Tobacco’, 
‘ Exported Textile Manufactures’ and ‘ Exported Metal Products’ . I take the first of these
Categories as representing imported foody snd the mean of the otĤ i two as i vpi tabiiLiug

manufactured exports. The Board o f Trade tables for 19 0 0 -19 11  deal separately with their usual 
categories of ‘ Articles o f Food, Drink and Tobacco’ , and ‘ Articles Wholly or Mainly
miuiuiituuicu .

Here also we have a progressive improvement culminating in 
1900, with no further improvement after that date and some 
signs o f deterioration. Incidentally it is interesting to notice how 
decidedly the boom o f 1906-7 turned the ratio o f real interchange 
in our favour, and how equally decidedly the depression o f 
1908-9 turned it against us. Since, however, we are concerned 
here with the long-period trend, the total result o f the table can 
be best summarised as follows:

Volume o f  manufactured exports given fo r  a uniform 
quantity o f  food imports

1881 132 1900 93
Decade ending 1890 119 Decade ending 1910 98
Decade ending 1900 107 1911 98
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A table o f this kind by itself cannot, o f course, be regarded 

as conclusive. But some of the possible sources o f error are not 
probable. For example, the prices of imported raw materials 
during the period under review suggest that, i f  these were 
eliminated from the prices o f manufactures so as to give the net 
return to home manufacture, the force o f the above table, whilst 
not much changed, would be increased rather than diminished.

Now from 1881 to 1900 there was certainly a great improve
ment in manufacturing technique. Thus not only did a unit of 
manufacture purchase more food, but it cost less labour. Not 
only so; as we shall see below, whilst we were producing at less 
real cost and selling at a better real price, we were also marketing 
a growing volume o f goods. It was this fortunate combination 
o f circumstances which made it possible for us to support a 
rapidly increasing number of workers at a somewhat improving 
standard of life. Between that time and the outbreak o f war the 
situation may have been helped by some further improvement 
in manufacturing technique; and the volume o f our trade was 
still increasing; but the other factor— the purchasing power of 
our manufactures— had ceased to help and seems from the above 
data to have begun to turn adverse. We were no longer able to 
sell more goods at a better price.

I claim, therefore, that the best evidence available supports 
the contention briefly stated by me in The Economic Consequences 
o f the Peace. I was there speaking o f the industrial countries of 
Western Europe, and suggested that, whereas ‘ up to 1900 a unit 
of labour applied to industry yielded year by year a purchasing 
power over an increasing quantity o f food, it is possible that 
about the year 1900 this process began to reverse’ .

What evidence does Sir W. Beveridge produce to confute 
this ? His facts fall into two groups. The first show that Europe 
as a whole produced 3 per cent more wheat per head in 19 10  
than in 1900. His second show that the price of wheat rose less 
than that o f other raw materials. Why he imagines that either 
o f these facts confute my statement I cannot say. Let us consider 
them in turn.

T ' l f i
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Take his figures o f wheat production. Tw o tables are given, 
one o f which includes and the other excludes Russia and Poland. 
The first decade shows some increase in the production o f food 
grains per head in the decade 1900—1910  and no figures available 
for 19 10 -20 ; the second shows a small decrease in the production 
of wheat and barley per head in the decade 1900-19 10 , compen
sated by an increase o f rye and maize (which are not important 
articles o f human food in this country) and a huge reduction 
all round in t q i o —T020. I have the following observations to----- _ _ --------  - ^ - /  - ---------- ---- Cf  --------- --------------

make:
(1) It is not obvious that his own table for ‘ Western and 

Central Europe’ , taken at its face value, namely:

P O P UL AT I O N ,  P R O T E CT I O N  AND U N E M P L O Y M E N T

1880 1890 1900 1910 1920

Yield of wheat (bushels per head) 3-93 3-97 4 16 4 1 3 3 1 0

confutes my suggestion that the year 1900 marked a turning- 
point. Indeed it might be held by some to confirm it.

(2) He has, however, included in ‘ Western and Central 
Europe ’ the agricultural countries o f South-Eastern Europe—  
Roumania, Hungary, Jugo-Slavia and Bulgaria. The inclusion 
of these countries vitiates an argument concerned with the 
situation o f the industrial communities o f Western Europe. 
‘ More surprising still ’ , Sir W. Beveridge concludes this passage, 
‘ everyone but four (Belgium, France, Holland and the United 
Kingdom) shows an increase o f wheat per head o f total 
population in the decade (1900-1910).’ But are not these four 
(together with Germany) precisely the countries we were talking 
about ?

(3) Even i f  his facts were correct, they are not relevant to my 
contention about the ratio o f real exchange between agriculture 
and industry; and, anyhow, it would be rash to treat them as 
an indication o f progress without examining the attendant 
circumstances. If, for example, the wheat grown in Great 
Britain per head were at the present stage in our economic
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development to show a considerable increase, it might well 
indicate a serious deterioration in our prosperity; for it might 
mean that as a result o f hostile tariffs or other causes we were 
no longer able to obtain food on favourable terms in exchange 
for our manufactured exports and were being driven, as a last 
resort, to grow an increased quantity o f food for ourselves.

Take next Sir W. Beveridge’s tables o f prices. Since these 
relate almost wholly to raw materials, and mainly to imported 
raw materials, I do not know what relevance he thinks that they 
possess to my statement about the relative values o f imported 
food and exported manufactures. He seems half aware that they 
are irrelevant, and goes on to give other reasons for supposing 
a priori that, i f  his figures had related to exported manu-

* / */ w —

factures, they would have supported his conclusion. But he 
seems to have clean forgotten the existence o f the Board o f Trade 
estimates, published year by year, o f the very thing under 
discussion,— although the figures must, o f course, be familiar 
to him in other connections.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

11

Since Sir W. Beveridge’s criticisms have caused me to recur to 
the subject o f my inquiries o f 19 12 , it may be o f interest that 
I should now bring these inquiries up to date.

The Board o f Trade continued to publish comparable figures 
for the years up to 19 16  (though 19 13  was the last year to be dealt 
with in a comprehensive white paper). For the years 19 17  and 
1918  the conditions under which our foreign trade was carried 
on rendered comparisons impossible, and no returns were 
compiled. Since 10 10  the figures have been published auarterlv& y  y  * m. •/

in the Board o f Trade Jo u rn a l*  Reducing these official figures 
to the same form as in the table given above (p. 127), we have 
the following result:

* U p  to and including 19 22  the figures have been calculated in respect o f 19 13  as the base 
year. In 19 23 the Board of Trade has returned to its pre-war (and preferable) technique 
o f the ‘ chain-method’ by which each year is calculated by reference to the immediately 
preceding year.
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quantity o f food imports

1912 102 1915 118 1918 1921 72
1913 97 1916 118 1919 91 1922 77
1914 105 1917 1920 82 1923 80

(for 9 months)

It appears, therefore, that up to the outbreak o f War, and also 
during the War years, the state of affairs, which dates from about 
1900, was maintained, the table, repeated in terms o f ten-year 
averages,* being as follows:

Volume o f manufactured exports given fo r a uniform 
quantity o f  food imports

Decade ending 1890 119 Decade ending 1899 108 Decade ending 1908 97
1891 H7 1900 107 1909 57
1892 115 1901 105 1910 98
1893 113 1902 104 1911 98
1894 112 1903 103 1912 98
1895 111 1904 102 1913 98
1896 110 1905 101 1914 99
1897 109 1906 100 1915 100
1898 109 1907 98 1916 101

This table shows that the uninterrupted improvement, which 
had been proceeding at a steady rate for a quarter o f a century 
up to the decade (ending 1907-8) o f which the middle year is 
1903, came to an end at about that date.

In the light o f this more extended table, my former generali
sation should be modified by placing the turning-point at 1903 
rather than at 1900 (the figures o f the period 1899-1903 being 
much upset for purposes of comparison by the South African 
War and by the boom and the subsequent depression within that 
period), and by emphasising more decidedly the cessation of 
improvement and less decidedly the extent o f the actual 
deterioration between that date and the outbreak o f war.
* Ten-year averages are successful on the whole in eliminating the very disturbing influences 

on these tables of the periodic booms and depressions.
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What is the situation as regards the post-war years? They 
show that my original generalisation was open to the criticism 
that by dealing solely with the ratio o f real exchange without 
reference to the volume o f trade it might be misleading. The 
figures quoted above for the pre-war years, taken by themselves, 
indicate, paradoxically, a vast improvement, even i f  we allow for 
a disturbance o f the fierures. as on Drevious occasions, bv the 
boom of 1920* in proportion to the magnitude o f the boom. A
rlncpr PY-Jininatinn hnwpvpr chnuc that flip imnrnvpmpnt in

A C T I V I T I E S  I 9 2 2 - I 9 2 9

i i v  r r  -w  1

real price has only been obtained at the expense o f a disastrous
r t f iT  •*% A  / f  w r / * A M A i i r t h f l A ^ 4  A M  « T T / \ l l l i4  I ^ A i r A  A A M  /*\ t« f>

iailing, u n  ill v u iu iii^ . xvij g t i i u a i i a 4 uuxi vruutu l ia v t  u tw x  m u iç

accurately stated:— ‘ We are no longer able to sell a growing 
volume o f manufactured goods (or a volume increasing in 
proportion to population) at a better real price in terms o f food.’ 

The figures o f the volume o f trade for earlier years can be 
found in Professor Bowley’s memorandum (loc. cit.). Those for 
the years since 1900 (omitting the war years) are as follows in 
percentages o f the volume in 1900:

Total net 
imports

Food
imports

Total British 
exports

Manufactured
exports

1900 1 0 0 0 100-0 100-0 100-0
1901 1 0 2 1 102-4 101-0 100-8
1902 105-3 103-2 107-2 107 1
1903 106-2 106-9 110-1 109-8
1904 iu7*4 IU/ 3 Î Î H iii-'t
1905 108-4 104-3 123-6 123-6
1906 111-6 108-0 132-9 131-5
1907 r m r o n 143-6 140-9
1908 108-9 106-3 132-2 127-1
1909 111-9 105-2 137-8 131-7
1910 114-1 105-3 150-3 145-7
1911 117-6 108-7 155-7 150-8
1912 126-6 109-3 164-3 158-7
1913 131-2 115-6 170-8 164-6
1919 118-1 110-6 93-8 92 8
1920 115 5 99-8 121-1 125-9
1921 96-4 104-7 85-1 83-6
1922 113 5 114-6 117-7 109-5
1923 127-3 130-8 132-3 121 4

(9 months)

* These tables show that with great regularity this country obtains a better real price than 
usual for its manufactured exports during a boom. To this extent the greater prosperity of 
industrial countries during a boom seems to be at the expense of the agricultural countries.
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Broadly speaking, the volume of our manufactured exports 
has gone back to what it was about twenty years previously. 
Meanwhile the volume o f our food imports has maintained a 
steady increase to a figure about 1 5 per cent above what it was 
twenty years ago, roughly corresponding to the increase of 
population.

Thus the improved prices o f our manufactured exports, 
measured in terms o f food imports, has compensated to a 
considerable extent, but bv no means comoletelv for the falling_ _ _ _ _ _  j  ̂ 1  «I u

off in volume. Off-setting the one thing against the other,
nnr mcmiifar'tiirpd PYnnrts arp nnw hnvintr in  th e  n aarpu ntp  ahnnf

~ ■— -"‘ X' ---------— v — J  “ O r"  wr*r *' "Ôô ‘ ‘'ô***'' — — — — -

12  per cent less foodstuffs than before the War.*
Looked at another way, since the War we have been asking 

for our exports (in round figures) a real price (i.e. in terms of 
food imports) 20 per cent higher than before the War and have 
been selling 30 per cent less in quantity. In the slump year 1921 
we were asking a real price 35 per cent higher than in 19 13  and 
were selling in volume 50 per cent less.

These figures suggest interesting reflections as to the elasticity 
of the world’s demand for our manufactures in terms of 
foodstuffs. It looks on the face o f it as though we are asking too 
much for our exports, and will have to ask less i f  we are to sell 
enough to pay for our necessary imports. But the post-war 
conditions o f world markets are so materially different from 
pre-war conditions, that we cannot safely infer from the above 
figures bv how much we shall have to lower our (real) prices 
for what we produce in order to find an outlet for a sufficient 
quantity of goods. We are bound to hope— and have reasonable 
grounds to hope— that the demand for our goods is elastic, i.e. 
that i f  we lower our (real) price the demand will increase more 
than in proportion. But I see no grounds for the expectation that

*  Triennial averages (e.g. 19 12  =  averages of 19 1 1 ,  19 12, 19 13)  o f amount of food imports 
purchased by the aggregate o f our manufactured exports (19 12  =  100):

Pre-war Post-war

P O P UL AT I O N ,  P R O T E C T I O N  AND U N E M P L O Y M E N T

1910 89 1920 77
1911 95 1921 86
1912 100 1922 85
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we can obtain a (real) price a great deal higher (which we are 
asking at present) than the pre-war price for the pre-war volume 
o f sales.

The following is an illustration o f the way in which equilibrium 
might be restored. Food prices (in terms o f money) might rise 
20 per cent, money wages might rise 10 per cent, other 
manufacturing costs might be reduced (with a larger output and 
more efficiency) sufficiently to compensate the rise o f money 
wages thus leaving the money-price o f manufactures un
changed ;* our real price for manufactured exports would then 
have returned to its pre-war level and this might encourage a 
sufficient increase in their volume to absorb an important 
proportion of our unemployed. But it must be observed that in 
this illustration the result would have been achieved at the cost 
of a reduction in real wages.

Arguments and figures such as I have been dealing with here 
can never do more than suggest conclusions,— they cannot 
prove them. But they do certainly suggest— in the absence of 
other indications to the contrary— that we could maintain a 
higher standard of life if  we had fewer to employ and to feed, 
and that the more we have to force the volume of our trade 
(especially in existing conditions) the worse terms do we get. 
Numbers are already, if  this is true, inimical to standards o f life.

One more table o f the ratio o f real interchange, looked at this 
time from the standpoint of the New World, is worth giving. 
The Federal Reserve Board o f the United States has published 
during the past year a monthly table o f the price index of 
different classes of commodities as follows [see table, p. 135]:

This table shows that o f the three classes o f goods produced 
and consumed within the United States— raw materials, pro
ducers’ goods and consumers’ goods— the increase o f price since

A C T I V I T I E S  1922-1929

* I have neglected throughout the cost of the imported raw materials entering with our 
manufactured goods, because, so far as I can judge, their price has risen less than the price 
of the manufactured goods; so that if accurate account had been taken of this factor, my 
argument would not have been weakened. But this matter deserves a more exact examination 
than I have been able to give it in this article.
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Goods
produced

Goods
imported

Goods
exported

Raw
materials

Producers’
goods

Con
sumers’
goods

All com
modities

1922
July 162 128

(1913

165

=  100)

177 143 163 165
Oct. 161 135 163 179 150 156 165
1923
Jan. 162 139 180 182 150 156 165
April 173 156 186 181 169 158 170
May 170 155 179 176 167 158 167
June 167 148 182 171 164 157 164
July 163 141 170 163 160 155 159
Aug. 163 137 166 162 158 157 159

167 145 176 167 160 1 163

19 13  has been greatest in raw materials, although the disparity
has been diminishing lately. But the big divergence is between 
the price changes in imported goods and those in exported 
goods. In order to pay for a given volume of imports the United 
States does not have to export, it seems, more than 80-85 Per 
cent o f what it had to export before the War. In other words, 
the ratio o f real interchange has moved some 15 per cent in 
favour o f the United States and against the rest o f the world.* 

I do not wish at the present stage to draw any certain 
conclusions from the figures set forth in this section. But the 
indications are not optimistic. Sir W. Beveridge and I do not 
disagree about the disturbing possibilities of the present state 
o f affairs.

h i

Finally, I must emphasise strongly, what is perhaps obvious,—  
that conclusions as to the actual or impending over-population 
of the older countries do not stand or fall with the particular 
point o f detail here discussed. This is only one item in a vast 
field o f evidence and argument. I complain, therefore, that Sir

* If we compare goods imported with goods produced, the change amounts to io per cent, 
which might be the safer figure to take.
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W. Beveridge should convey the impression that his criticisms, 
even if  they were better founded than they are, would dispose 
of Malthus’s Devil. Sir W. Beveridge seems to speak with two 
voices. It is on grounds which are flimsy and inadequate to the 
magnitude and significance o f the subject ( if he intends them 
to apply to the whole great issue) that he asserts : ‘ M r Keynes’s 
fears seem not merely unnecessary but baseless.’ Yet the outside 
world has not heard with the same distinctness the other voice, 
which says later on: ‘ The last thing I wish is to over-emphasise 
points of disagreement with M r K eynes. . .  Nothing that I have 
said discredits the fundamental principle o f Malthus, reinforced 
as it can be by the teachings o f modern science.’

I offer Sir W- Beveridge the following few samples from the 
collections o f the press-cutting agency, to show what the outside 
world thinks that he has said :

A C T I V I T I E S  I922- I 929

. iirîiti. r>_i  ne Kjuaraxan. i\ i me r>nusn /issocianon oir vv 1111am ocvenugc 
effectively laid the bogey and convinced most o f us that there 
are no grounds for Malthusian pessimism.’

The Month. ‘ The bogey o f an overcrowded earth, first raised 
by the short-sighted Malthus, and eagerly exploited by 
eugenists as a means o f overcoming the abhorrence with 
which all decent people regard abuse o f the marriage function, 
was effectively laid by the Director o f the London School of 
Econom ics.. .We hope that our Government will follow, 
however belatedly, the example o f France and America 
in making such publications (relating to contraceptives) a 
criminal offence.’

The New Age. ‘ No; we really shall not be able to take Malthus 
seriously until we see people starving with money in their 
pockets.. .There is only one famine to fear; and that is a 
money famine.’

Daily Mail. ‘ Sir William said there was no ground for Malthusian 
pessimism. Enormous areas o f the world fit for cultivation 
were not yet cultivated, and in other areas only the surface has 
been scratched.’



Liverpool Post. ‘ It is surely obvious that the great and deplorable 
mass o f unemployment in the country at present has no direct 
connection with the number of the inhabitants.’

M r C. F . G . Masterman (in numerous organs o f the provincial 
press) : ‘ Sir William Beveridge, by the substitution of scientific 
investigation for theory, has blown into pieces the assertion 
that England is over-populated, or that Europe is over- 
populated, or that population is growing in excess o f the 
develooment o f food s u d d I  v. or that the Dresent unemolo vment

x i x * / ; -  I

in this country is in any way due to over-population.’
Mew Statesman. 1 There is no evidence whatever of which we 

are aware, or which M r Keynes or any other Malthusian has 
yet produced, to show that those limits (to the number of 
human beings who can find means o f sustaining life) are being 
approached or are even likely to be approached for centuries 
to come. . .  Economic and statistical science offer no ground 
whatever for what Sir William calls “ Malthusian pessi
mism” ,. . .S ir William Beveridge’s demonstration that the 
“  over-population ”  bogey is moonshine is a most valuable and 
timely piece of work.’

P O P UL AT I O N ,  PRO T E CT I O N AND U N E M P L O Y M E N T

Sir William Beveridge has given to ignorance and prejudice 
the shelter of his name. Can I not with these cuttings make him 
a little uneasy?

On reading Keynes’s comments in the Economic Jo u rn a l, Beveridge 
continued the discussion in correspondence.

From  s i r  w i l l i a m  b e v e r i d g e ,  i Ja n u a ry  IÇ24 

M y dear Keynes,
I have been looking at your reply and export and import prices and have 

got some rather remarkable results.
The first is that you only get your turning point about 1900 by switching 

(illegitimately) from Bowley’s figures for textiles and metal products to the 
Board of Trade figures for exported manufactures as a whole. I f  you carried 
on with Bowley’s figures and calculated in the way in which he has in fact
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calculated them, the uninterrupted decline would continue, the average for 
the decade 19 13  being 93 as compared with the 98 with which you end.

The second result is that the uninterrupted decline itself from 1891 
onwards is largely if not wholly bogus. It is there because Bowley in 
calculating the average price o f exported metal products has (illegitimately) 
treated * iron and steel manufactures ’ as a single group instead o f breaking 
it up into its component parts (pig iron, hoops and sheets, wire, railway 
material, tinplates, etc.). These components vary very much in price and also 
in the proportion which they form of the whole. B y breaking up this group 
one gets (on the basis of 1902 =  100) a price in 1881 for metal products of 
105 instead of 90 as given by Bowley in the Economic Jo u rn a l. And so one 
gets for the same year 124  instead of 132  as the quantity o f textile and metal 
exports required to be given for a uniform quantity of food imports. The  
apparent improvement in our trading ratio is largely due to the increasing 
proportion of our iron and steel trade which consists o f more finished instead 
of less finished products.

A third result is that the German figures for exported manufactures and 
imports of food show no trend at all.

I hope to send the draft of my next article to you but have been delayed
by certain further discoveries. I think you will find that there is really nothing
whatever to be made of import and export prices, and that my own address
in the section on England gives you much better evidence for pessimism than
anything else does. v

0 Yours ever,
W .  H .  B E V E R I D G E

The next month he sent Keynes a proof o f a reply he proposed to make 
to Keynes in Economica for February 1924 under the title ‘ M r Keynes’ 
Evidence for Overpopulation’ . He asked Keynes for any comments or 
criticisms he might wish to make. Keynes replied ten days later.

To s i r  w i l l i a m  b e v e r i d g e ,  16  February 1Q24

Dear Beveridge,
Many thanks for the proof. The discussion falls into two quite 

different sections: (1) the purely statistical question as to the 
right method of compiling a table of the relative cost of 
manufactured exports and imported food and the inferences 
which can justifiably be drawn from this table; and (2) the 
position of this particular piece of statistical evidence in my 
general argument about population.
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As regards (i) there are several things that I could say. In 
particular, I am disappointed that you did not carry my figures 
for manufactured exports as a whole back to the earlier years 
instead o f bringing Bowley’s corrected figures forward. Since 
you do not criticise my post-1900 figures, that would have 
seemed the obvious thing to do. In this section o f your paper, 
however, I have no complaint to make o f any misrepresentation.

(2) On the other hand, as regards the general relation of all 
this to my main argument, let me summarise mv obiections as 
follows :—

(V) You inrmlv in the third naraffraoh and elsewhere that I
> / _ i  ---------- ----------------- r ----------p  it

have set forth my case on this subject and pronounced definite 
conclusions in print. This is not so. I have never, so far as I 
can remember, printed in my a life a single word on the subject 
of population, with the exception o f three pages in The Economic 
Consequences o f  the Peace and an introductory article o f a few 
pages to other peoples’ work, of a purely general character.* I 
have a definite opinion on these matters of course, and have 
expressed it in conversation; I also have, I believe, a body of 
arguments with which to support these conclusions. But you are 
mistaken in supposing that all these things are published to the 
world and open to criticism. Take, for instance, your reference 
to my advocacy o f birth control. I rather doubt if  I have ever 
used the word in print.f I have certainly never presented any 
arguments whatever in favour of it. It is flattering to be treated 
as the leading exponent o f all these things on the strength of 
having written three sentences about them; but it inevitably 
leads to misrepresentation i f  these three sentences are treated 
as though they represented a three-volume exposition of all the 
author’s arguments.

(b) The question whether what I wrote in The Economic 
Consequences o f the Peace related to Europe as a whole or only 
to Western Europe seems to me, in your paper, a muddle. Some 
parts of the argument related to the one and some parts to the

* Plus what I have written since your B.A. address, 
t  I expect I have really, but I can’t recall it.

P O P UL AT I O N ,  PRO T E CT I O N AND U N E M P L O Y M E N T
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other. Why not? In fact, one o f the most definite statements in 
the book about population related to Russia. But when I was 
using the particular argument about manufactured exports 
buying less food it is obvious that this could only apply to the 
industrial countries, since for the agricultural countries it would 
work, if  anything, the other way. Surely there is nothing illogical 
in maintaining both that Russia and that Great Britain were 
over-populated, but the precise statistical evidence o f the 
statement in the one case would not be identical with the 
evidence of it in the other, the conditions o f the two countries 
being quite different. There is no shift in my position on this 
matter.

(c) This is part of the general suggestion in the first part of 
your paper and elsewhere that the statistical point discussed 
under (i) is the whole or an essential part o f my argument. For 
instance, the paragraph at the bottom o f the fourth slip is, in 
my opinion, a serious misrepresentation. Take again the tenth 
paragraph on the first slip, where you say ‘ Had I realised that 
they were the basis o f M r Keynes’s statements I should of course 
have discussed them’ . The figures about export and import 
prices were not the whole basis o f my statement about population. 
But they obviously were bound to be the basis of my statements 
about the relative values of exports and imports; and it still 
seems to be strange that you should not have realised that 
statements about the relative values o f exports and imports 
would naturally be based upon statistics o f export and import 
prices. Having now made this discovery you appear to rush to 
the conclusion that statistics of export and import prices are also 
the sole basis of everything I have to say about population in 
general.

(d) The point, however, where there seems to me to be the 
greatest misunderstanding of what I said in The Economic 
Consequences o f the Peace can be illustrated by the first sentence 
of your second paragraph. I was not arguing in The Economic 
Consequences o f the Peace that there had been an actual fall in
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the standard o f life in Europe before the war.* Indeed this was 
notoriously not the case. Practically all your arguments, being 
directed to prove that there was no such fall in the standard of 
living, are therefore quite irrelevant to my position, since the 
point was never denied. The misunderstanding seems to arise 
in two ways. First, you seem to think that no country can be 
said to be over-populated until its standards of living are actually 
falling, from which, for example, it would follow that a country 
which was already at the lowest standard which could support 
life could never be over-populated. M y definition of over
population would be totally different from this. The other source 
of misunderstanding seems to be that you do not remember that 
the gist of my argument in The Economic Consequences o f the 
Peace related to the precariousness of the situation, that it was 
full o f elements o f instability, that many factors which had 
operated favourably in the preceding years could not, quite apart 
from the war, be relied upon to continue as favourable, etc., etc.f 
Thus you assume that my definition of over-population depends 
upon a lowering of the standards o f life ; you twist my statements 
as to the precariousness of the existing standards into a 
statement as to their absolute decline; and then, because no such 
absolute decline actually took place, which I was prepared to 
admit from the outset, you consider that you have disposed of 
my argument. I f  you will read again Chap. II of The Economic 
Consequences, you will find that it is quite different from the 
picture given in your latest article.

Well ! I have set out fully, and not in the sort of way in which 
I should print anything, my reaction to your proof. But I do 
not know what to do about it. I could have wished you had 
confined your reply to the statistical question where, whatever 
differences o f opinion or o f inference there may be, there can 
be no question o f misrepresentation. I feel that a continuance

* E.g. on p. 8 [JM K ,  vol. n, p. 5] the sentence immediately following the one which is the 
basis of your criticism runs as follows:— ‘ But the tendency of cereals to rise in real cost was 
balanced by other improvements’ , 

f  See, for example, my summary on p. 22  [JM K ,  vol. 11, p. 16].
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of this controversy on fierce lines tends to make the public and 
our pupils believe that we differ on the essential matters far more 
seriously that we really do?

J  J  Y  m i r e  p v p i *Æ. VMI Lf T VA ^

[copy not signed or initialled]

Beveridge replied almost a month later.

From  S I R  W I L L I A M  B E V E R I D G E ,  14 M arch IÇ24 

Dear Keynes,
I send you herewith a reprint of my Economica article. Your letter came 

when my final proof had already gone in, and I have since been too busy 
with University Grants Committee and other matters to go further into the 
question. Would you care, however, to develop your letter in a reply for the 
next number of Economica ? We would be delighted, o f course, to have it.

But I certainly contemplate myself abandoning the paths of historical 
controversy for consideration of the practical and present problem.

Yours sincerely, 
W .  H .  B E V E R I D G E

l^ v̂rw ĉ did tint mifcup thn nviftpr fnrthar»fc.vj 11VJ VA ■ V4 »»v V Y*  v      ■    . .     - . . . . . . . . .  -L tlUV II1W 111UILV1

One sidelight of Keynes’s controversy with Beveridge was a letter from 
C. R. Fay, a contemporary of Keynes’s at K ing’s College, Cambridge who 
was then Professor of Economics at the University o f Toronto.

From  C. R.  F A Y ,  27 M arch IQ24 

Dear Malthus,
For more than a century you have been worrying about it and all the while 

the answer was in Shakespeare’s Tempest, A ct II, Sc. i.

Gonzalo. Had I plantation of this isle, my lord—

All things in common nature should produce 
Without sweat or endeavour.. .

nature should bring forth 
O f its own kind, all foison, all abundance,
T o  feed my innocent people.
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Sebastian. N o marrying ’mong his subjects?
Antonio. None, man; a ll idle ;  whores and knaves.
In other words leave the wheat crop alone. Concentrate on human beings, 
io years o f Labour government will turn the unskilled labourers into idle 
knaves, io years o f life in factories and on the street will turn the females 
into the social equivalent of whores, i.e. copulators without issue.

It was you and your school who from 1798 onwards exalted work and 
childbearing into virtues and so disturbed nature’s balance.

But you will say, I have always opposed population. No, you have 
encouraged it. I f  men work, women will labour. I f  men are idle, women will 
be idle too. Paris knows this, Paris lives up to it. But Paris is frightened, 
because London and Berlin and the Pope will not follow suit. So [ ?] in your 
next Summer School, men &  women in equai numbers: take as your subject 
all play and no work, & see that the women understand their part in it: and 
‘ thus by contraries execute all things’

N o charge for this instruction. Yrs

C.  R.  F A Y

Meanwhile, on 25 October 1923, Stanley Baldwin, who had become Prime 
Minister when Bonar Law  resigned owing to throat cancer the previous M ay, 
announced that he could only fight unemployment if he had a free hand to 
introduce protection. As Bonar Law  had sworn off protection during the 1922  
election, Baldwin’s policy change involved another general election and he 
called one for 6 December. Keynes took some part in the campaign, speaking 
for the Liberals at Blackburn and Barrow on 4 and 5 December. He also 
contributed to the discussion of the election issues in The N ation , first of all 
with an unsigned leader on 17  November and then with a two-part article 
Oïl fr e e  tra d e .

From  The Nation and Athenaeum, 17  November i g 2 j

T H E  L I B E R A L  P A R T Y

The historic Liberal Party has been reunited this week, in the 
only conditions in which reunion can be sincere or desirable,—  
identical opinions and identical antagonisms on immediate 
issues o f the first degree o f importance.

143



A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The questions o f to-day are not the same as those o f a 
generation ago. It has taken a little time for the distinctions o f 
temperament and ideal, corresponding to what we call ‘ party’, 
deep, unchangeable and permanent though they are in the 
characters o f Englishmen, to sort themselves out. Foreign policy 
and economic policy, each presenting in detail mainly new 
problems, are what matter now. Though the details are new, 
nevertheless the general lines, along which the Liberal and 
Conservative temperaments would try to solve them, have been 
predetermined. After a period of doubt, this is plain at last. For 
a short time it seemed as thoueh the real differences between.' - - - - -  I S  /

for example, M r Baldwin and M r Asquith, were shadowy and 
indistinct. Party strife was half-hearted. The ideal o f carrying 
on the K ing’s Government by the best men, regardless of 
party, had a momentary plausibility. But the after-war twilight 
has suddenly cleared. We find ourselves, overnight, standing 
shoulder to shoulder in the old ranks.

Two pairs of speeches, lately delivered, illuminate the gulf. 
In the realm of foreign policy, Lord Birkenhead’s Rectorial 
Address and General Smuts broadcasted oration disclose the 
opposite assumptions upon which the Tory and the Liberal 
Ministers o f Foreign Affairs build their diplomacy,— the appeal 
to national force, which leads, the Liberal thinks, to universal 
suicide, and the organisation o f international opinion, which 
leads, the Tory thinks, to the decay of national prestige. In the 
realm of economic policy, the speeches o f M r Baldwin at 
Manchester and of M r Asquith at Dewsbury typify, on the one 
hand, the exaltation of a sort of mystical stupidity, with which 
the Tory, generally sentimentalising himself on these occasions 
as the ‘ plain, business man’ , likes to present his nostrums for 
the cure o f economic facts; and, on the other, the intellectual 
answër, which the Liberal, whether he always succeeds or not, 
tries to give to an intellectual problem. Liberalism to-day must 
make us soft-hearted to foreign affairs and hard-headed to 
economic facts. Tories have shown themselves lately hard where 
we are soft, and soft where we are hard.
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All Liberals of both wings must feel an exhilaration of spirit 
and a heightening o f excitement. The party struggle is not an 
ignoble instrument for the advancement o f human affairs. Old 
associates have joined their ranks again under their old leaders, 
by general admission the most famous and experienced body of 
statesmen in the world, with clear issues before them and with 
great hopes of winning much ground. Coalition has failed; and 
Toryism has failed. We too would like to try our hand at 
mitigating the moral and economic disorders of the stricken 
modern world.

We have not mentioned Labour. Does this invalidate our 
argument? We think not. An underlying current o f weakness 
in the inner life of the Labour Party is obvious to any observer. 
It is possible that they may have some electoral success. But in 
power and in action, there is no likelihood of their accomplishing 
in the near future any part of their programme which is peculiar 
to themselves. Labour cannot accomplish anything at present 
which is not on Liberal rather than on Labour lines, and is not 
carried through with Liberal support,— not least because the 
best of their ability is drawn from good friends of our own who 
in the twilight temporarily strayed away. The Labour Party is 
no more a ‘ party’ , in the sense in which we have used this good 
old word, than super-taxpayers are. It includes every discrepancy 
o f temperament from the highest Toryism to the wildest spirit 
o f destruction, from the driest intellectualism to a degree of 
mystical stupidity which would satisfy the standards of M r 
Baldwin. Let no man vote Tory to keep Labour out when his 
true preference is for the Liberal. In the short run it will be 
Liberal strength which will be most potent to check Labour 
excesses; and in the long run nothing but Liberal weakness can 
cause the eventual reaction from Toryism to play into the hands 
o f extremists.

The precise form which Liberal reunion has taken is marked, 
in our opinion, by the wisdom which has characterised through
out M r Asquith’s handling of this problem. The two wings of 
the party retain their separate organisations, but they are to

P O P UL AT I O N ,  P ROTE CTI ON AND U N E M P L O Y M E N T
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collaborate without reserve and without distinction o f name. 
The joint action o f the Conservative and the Liberal Unionist 
parties in old days, though in that case the separate designations 
were retained for many years, provides an instructive precedent. 
By this arrangement, the rank and file of Liberals in the 
constituencies can come together and fight for a common 
programme,— which has been the crying need; whilst the 
personal questions— which have been the difficulty— are left, 
deprived, for the moment, o f their power to do harm, to the 
assuagements o f time and the test o f experience.

We predict that the coming election will be distinguished from 
the other elections since the war by a general return to political 
allegiances and a strict party vote. I f  it were not for the 
complications o f three-cornered contests and the absence o f an 
alternative vote, this election would probably indicate with 
considerable accuracy the relative strength to-day o f the three 
great parties. For ten years before the War the Liberal vote 
dominated the country. Many, as yet incalculable, elements have 
been added since then. It is probable, nevertheless, that a return 
to ‘party’ will benefit Liberalism more than either o f its rivals, 
and may achieve that moderate improvement o f relative position 
which will be sufficient to make the Liberal Party a deciding 
power in the state. It is only necessary that Conservatives should 
lose forty seats on balance and that Liberals should win forty 
seats, for the Liberal Party to attain a relative strength in the 
new House o f Commons, which, in combination with its middle 
position, would render it the only party capable— with support 
from the moderates o f both the other parties— of carrying on 
the government of the country.

Liberal workers have, therefore, something to work for. Let 
them enter the brief fight with hope and with courage, deter
mined if  they can to restore Liberalism to its rightful task 
in this moderate and magnanimous country o f finding a via 
media to peace abroad and contentment at home. It is on them 
that has now fallen the mantle o f tranquility which won the last 
election.
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From  Th e Nation and Athenaeum, 24  November and  / December i g 2 j

F R E E  T R A D E

Before we examine M r Baldwin’s contention that new facts have 
changed the significance o f old proposals, let us remind ourselves 
of some principles which have certainly not changed.

Free trade is based on two fundamental truths which, stated 
with their due qualifications, no one can dispute who is capable 
of understanding the meaning o f the words:—

I. It is better to employ our capital and our labour in trades 
where we are relatively more efficient than other people are, and 
to exchange the products of these trades for goods in the 
production o f which we are relatively less efficient.

Every sane man pursues this principle in his private life. He 
concentrates his energies on those employments where his 
efficiency is greatest in comparison with other people’s; and 
leaves to others what they can do better than he can.

There are four, and only four, recognised types o f exception 
to this principle, which apply equally to nations and to 
individuals :—

1. If, for non-economic reasons, a particular trade, or the 
conditions in which it is carried on, are degrading or unpleasant, 
or if, on the other hand, they are peculiarly desirable, we may 
recognise such facts by prohibitions and by encouragements. 
Such cases are certainly not to be found amongst manufactured 
imports or exports as a class. Many believe, however, that the 
encouragement of agriculture comes under this head.

2. I f  a particular article or service is of such a kind that it 
is not safe for nations or individuals to leave themselves entirely 
dependent on the services of outsiders, this is a reason for 
insisting that we should retain at least the capacity for providing 
it at home. This is the case of ‘ key industries’ . It is already 
covered by existing legislation. The main objection to such
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legislation is that, under cover o f it, protectionists are apt to slip 
in articles which do not really satisfy the conditions.

3. Where relative inefficiency is due to a remediable lack of 
practice or o f education on the part o f our own industries, it may 
be worth while to spend something on gaining the necessary 
experience. This is the case o f ‘ infant industries’ . Here again 
the objection is that protectionists are apt to father on it elderly 
or unpromising ‘ infants ’ . I t  can hardly occur in an old industrial

n 1 pli nc F pvppnt in an in^nctrv IvicpH rttl a fiPUJVUUmi' J y  >3 u w i a j  VAVV /̂U Hi HU m u u u u  j  vwljvv» v u  u

invention. I do not know any important case o f this, except 
possibly that o f the motor industry,— which is already heavily 
protected.

4. Where, for special reasons, the cheapness o f the imported 
goods does not look like being permanent, yet may bankrupt and 
destroy our own organisation so long as it lasts, temporary 
measures may be justified. This is the case o f ‘ dumping’ and 
of imports from countries o f depreciating currency. Generally 
speaking, the occasions for action under this head are not so 
common as may appear at first. We have to weigh the direct 
benefit of getting the goods cheap against the indirect injury 
done to our organisation. It is not true, at present, that we are 
suffering seriously under this head; and in so far as it can be 
proved that we are suffering in particular cases, this is already 
nrovided for bv existing WislafinnX---- ---------- ------ ---- mf ------------O ------- -

II. The second great principle is that there can be no
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to pay at once, we can only pay with the export o f goods and
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necessary exceptions just stated) unless there was an advantage 
in it. Every export, which is not paid for by an import, 
represents a decrease in the capital available within the country.

Thus an artificial interference with imports must either 
interfere with exports or involve an artificial stimulation to 
capital to leave the country. Now, i f  we are to interfere at all 
with the natural course of trade, surely it should be with the
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object o f keeping capital at home, not of driving it abroad. With 
our shortage o f housing and the need o f factories and equipment 
to render efficient our growing supply o f labour, we need to keep 
more capital at home, and so to arrange matters that our surplus 
resources are occupied in increasing our own equipment for 
future production and for the shelter o f our own population. 
There is already, in my opinion, too much encouragement to 
the export o f our capital. With our diminished savings and our 
increasing needs, we are not in the position in which we used 
to be for sending out goods to the rest of the world and getting 
back, for the time being, nothing whatever in return.

Our imports are our income. To put obstacles in their way 
is to be as crazy as a business man would be who tried to prevent 
his customers and his debtors from paying their bills.

Neither of these principles is in the least affected by whether 
or not foreign countries impose tariffs.

POP UL AT I ON ,  P ROTE CTI ON AND U N E M P L O Y M E N T

rpi_ . J ___ _____ d____ Ji  nere is a uiiru argument ior tree iraue, but une far less
absolute and more relative to changing circumstances than the 
first two,— namely, the principle of laissez-faire. This is never 
a final argument. The old view, that the self-interest of 
individuals, operating without interference, wili always produce 
the best results, is not true. As knowledge increases and the arts 
of government improve, the public good requires many checks 
on the unregulated acts of individual traders. Nevertheless, in 
a case like this, where lobbying, expense, waste of time, and 
friction of all kinds will endlessly ensue, we require, to justify 
the change, not the momentary caprice of a minister who is short 
of material for a speech at a party gathering, but solid and certain 
advantages to the state, carefully thought out and clearly 
explained.

The above arguments are directed against import duties of 
which the object is to keep out foreign goods. This is M r 
Baldwin’s main object. It is these arguments, therefore, which 
are relevant to his proposals. Since, however, protectionists 
rapidly shift to other ground than that from which the argument
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is driving them, it will be safer to complete our rapid survey 
o f the whole field.

There are three principal objects, other than the prevention 
o f imports, for which import duties have been proposed at 
various times:—

1. The favouring of imports from some sources o f supply 
rather than others, namely preference.

2. The annoyance o f foreign countries, in the hope that they 
will offer you some concession to abate the nuisance, namely 
retaliation.

3. The exploitation o f a position o f monopoly or partial 
monopoly, in order, by restricting the volume o f trade, to get 
a more favourable ratio o f exchange, namely, making the 
foreigner pay.

In each o f these cases it is a question o f where the balance 
o f advantage lies. There is nothing whatever new about them. 
They have been argued out, up and down the country, hundreds 
o f times. I need only point out that the last o f them is peculiarly 
inapplicable to our present circumstances. The imposition of an 
import or export duty with this object in view is equivalent to 
a combination o f producers to extract from their customers a 
price higher than the competitive price. Such action is very 
imprudent unless those who take it feel confident as to the 
strength o f their monopoly position and as to the inability of 
their customers to go elsewhere. It is not aimed at expanding 
the volume o f trade; but the contrary. It is an attempt to get 
better terms from foreigners by contracting the volume o f trade. 
Such an attempt would be exceptionally ill-advised at a time 
when we are already losing trade by charging too high.

The complication o f the free trade issue has generally arisen 
in the past from the fact that, whilst protectionists have really 
wanted protection for its own fallacious sake, they have generally 
advanced under a thick smoke-screen o f the exceptional 
cases,— agriculture and race-virility, key industries, infant in
dustries, dumping, preference, retaliation, and making the



foreigner pay. It is always more difficult to prove in a few words 
that certain possible advantages are unlikely or infrequent, than 
to meet the straight case— where there is and can be no 
advantage at all. This time, however, the air is clearer. There 
is no talk o f food taxes. The only important industry— the motor 
industry— which could by the wildest stretch be called an 
infant, has a heavy duty already. Key industries and dumping 
are covered by the Safeguarding of Industries Act. Preference 
is already accorded almost to the full extent that is possible 
without food taxes. ‘ Making the foreigner pay ' is a preposterous 
idea just now for the reasons given above. There remains re
taliation available for an occasional mention. But the worst of 
this cry is its utter inconsistency with the main cry of providing 
permanent employment. For it is o f the essence of retaliation 
that the duties are put on with the idea o f taking them off again, 
soon and suddenly, when they have served their purpose. It is 
obvious that no expansion of home industry could be started 
under the precarious and deceptive shelter of retaliatory duties.

The truth is that since the war we have been experimenting 
(unwisely, in my opinion) with all the more plausible cases for 
protection, and already have quite a formidable array o f trade 
obstacles. It has been reserved, therefore, for M r Baldwin, the 
last and most foolish protagonist o f this old play, to plunge 
headlong into pure error of the 2 +  2 =  5 variety.

For i f  there is one thing that protection can not do, it is to 
cure unemployment. It is the central idea of protection to 
contract trade,— for the advancement o f various ulterior objects 
which may or may not be wise. The characteristic of pro
tection— admitted, I should have thought, by friend and foe 
alike— is that it is an attempt to trade on better terms or on 
nationally more advantageous lines at the expense o f doing less 
business. The free trader has always been the expansionist,— the 
man who is accused of exchanging with the foreigner too cheap 
or sacrificing the character of the business, merely for the sake 
of carrying on a large trade. Whoever, before M r Baldwin, dared
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to assert that putting obstacles in the way o f trade would increase 
its volume?

There are some arguments for protection, based upon its 
securing possible but improbable advantages, to which there is 
no simple answer. But the claim to cure unemployment involves 
the protectionist fallacy in its grossest and crudest form.

Protection must mean— to this there is no exception— an 
attempt to limit the volume o f trade; it must mean charging the 
foreigner more (more, measured in terms o f goods demanded 
against goods supplied) at the expense o f doing less trade with 
him. And in so far as the keeping out o f an import does not 
involve a corresponding restriction o f export, it must drive some 
capital out o f the country.

Our problem is to find expanding markets and an increased 
capital equipment for a growing industrial population. A 
proposal to solve this by contracting markets and encouraging 
the export o f capital is an imposition on the credulity o f the 
country, which would be impossible i f  we had more than a 
fortnight to expose it.

11

What are M r Baldwin’s ‘ new facts’ to justify his departure from 
old wisdom? It is difficult to extract anything clear from the 
nebulous orations of himself and his lieutenants. They have 
made no attempt to meet the general argument for free trade, 
the familiar outlines of which I repeated last week. But even if 
we abandon the processes of reason in favour of superficial 
appearances, the protectionists’ campaign has been infertile. 
The cupboards o f their minds are bare. The so-called ‘ new 
facts’ boil down to one thing— the severity o f the present 
unemployment.

One cannot attempt the cure o f unemployment without first 
endeavouring to understand its causes. I should have thought 
that it was admittedly due to four main influences, and that the
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only matter o f doubt was the relative importance o f each o f 
them.

We have serious unemployment to-day, first because we have 
had an unusually violent up-and-down o f trade from the trough 
o f which we are only just beginning to emerge. We suffered a 
violent inflation o f credit followed by the inevitable reaction and 
aggravated in its later stages by an official policy of deflation. 
There are now many indications that we have seen the worst of 
this. Unemployment, though still very serious, is diminishing. 
The trade union unemployment figures are lower now than they 
have been for two and a half years. Organised short time in the 
cotton trade has been abandoned this week, and the prospective 
troubles of that industry are due to the shortage o f the raw 
material rather than to a lack of demand for their goods. The 
iron and steel industries are definitely reviving, the output of 
steel being already a good deal larger than before the war. The 
production of coal is at a high level. Even shipbuilding— with 
the settlement o f the boilermakers’ dispute— is showing signs 
o f life. I venture to predict that the unemployment due to the 
periodic trade depression will have largely disappeared before 
any protectionist measures can take effect. But apart from this, 
in what way could a tariff obviate the world-wide phenomenon 
of a trade depression? The United States suffered as severe a 
fluctuation o f employment in spite of its tariff wall.

The second reason— who disputes it?— is the present state 
of Europe,— as much by its indirect as by its direct reactions. 
How will a tariff help this? Is a series of tariff wars going to 
help the world to settle down to stable economic conditions? It 
is not true that Europe is flooding us with goods. I f  we take 
France and Germany as typical of the two extremes in Europe 
to-day, the results are surprising. Allowing for the change in 
prices, the volume o f our trade with these countries during the 
first six months o f this year compared with the first six months 
of 19 14  has been as follows:—

POP UL AT I ON ,  P ROTE CTI ON AND U N E M P L O Y M E N T
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Imports from Exports to Imports from Exports to
France France Germany Germany

1914 100 100 100 100
1923 74 130 25 65

The French tariff does not seem to have helped France much; 
nor the deDreciated exchange. Germany. Free-trade England1  i/  / •/ t/

has been much more successful in selling her goods to these 
countries than they have been in selling to us.

The third reason is the high cost o f our manufactures.
A/I in  ivi/\n Ait K n f  j-* fi v iv a ^ a i ic u ,  n u i  in  u i u i i v j ,  u u i  in  1 ^ 1  m a  u i  f u i iu u m  u i

manufactured goods which we are offering in return for a unit 
of food imports, we are charging 20 per cent higher than before 
the war; and— not unnaturally perhaps— we are selling 30 per 
cent less in quantity. These high charges are due to a variety of 
causes. Some o f them are being remedied,— this year is better 
than last year, and last year was better than the year before. But 
clearly a tariff must make matters worse; for it must, on the 
average, raise charges.

The fourth reason is the increase of population. We have more 
mouths to feed, and more hands to occupy in productive tasks. 
Readers of The Nation and Athenœum may know that I 
regard this with anxiety. But it is clear that this factor can be 
compensated in no other wav than bv expanding our inter-*■ ml JT • • • • " ■ C7 -   -----------

national markets so as to sell more goods to pay for the needed
imnorts. How ran a tariff heir* this? Rv nlarimx nhstahlps in thp---x------ ---- --------- -----------xr-----  —j r —~—a —
way of trade and increasing costs, it must hinder, not help, the 
expansion o f our foreign markets.

Thus a tariff will not remedy any o f the main causes of 
unemployment. Why does M r Baldwin think that it will? I 
believe, as I wrote last week, that it is because he is a victim 
of the protectionist fallacy in its crudest form. I f  we keep out 
an imported article, he argues, which it is not impossible to make 
at home, some Englishman, now unemployed, will be employed 
on making it. Voila tout,— M r Baldwin sees no further than that.
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Does he suppose that we now get that import for nothing? I f  
it has crossed his mind that we probably pay for it by an export, 
is it his idea that for the future we should make a present of 
that export to the foreigner ? I have found no indication that M r 
Baldwin and his friends* have advanced a step beyond this 
elementary folly when they prescribe a tariff to cure 
unemployment.

I f  protectionists merely mean that under their system men 
will have to sweat and labour more, I grant their case. By cutting 
off imports we might increase the aggregate of work; but we 
should be diminishing the aggregate o f wages. The protectionist 
has to prove not merely that he has made work, but that he has 
increased the national income. Imports are receipts; and exports 
are payments. How, as a nation, can we expect to better 
ourselves by diminishing our receipts? Is there anything that 
a tariff could do, which an earthquake could not do better?

Let us pass from the générai arguments to the immediate 
statistics. Our ‘ manufactured’ imports, as classified by the 
Board of Trade, include many items, such as lead, copper, tin, 
oil, leather, &c., which for practical purposes are raw materials. 
Excluding these, we are importing manufactured goods to the 
value o f about £ 13 0  millions a year,— a much smaller volume 
than before the War. Much o f the value o f these goods, however, 
comes from the raw materials which they contain and which we 
could not produce ourselves. For example, the largest single 
item is silk goods. Many other goods are specialities which we 
do not make here at all. Other important classes, e.g., motor-cars 
are taxed already. The industrial labour which would be 
required if  we excluded all goods which we could make ourselves 
at a reasonable price would not be worth above £30 to £35  
millions a year at the outside. Much o f this labour would have 
to be highly skilled and highly specialised, and could not be

* See (e.g.) Mr Amery’s ‘ reply’ to Sir W. Beveridge in Wednesday’s Times, where Mr Amery’s 
argument clearly contemplates cutting down our imports by £ 100 ,000,000 and leaving our 
exports as they are. Mr Amery offers to the public in that letter, not new facts or plausible 
exceptional cases of a difficult balance of advantages, but just nonsense.
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drawn from the ranks o f the present unemployed. A more 
detailed analysis, showing that the vast bulk o f our unemployed 
are in industries where there is no competition from manu
factured imports, has been given in The Times (November 
27th) in a most valuable communication from Sir William 
Beveridge. ‘ It is almost inconceivable’ , he concludes, ‘ that any
committee o f imnartial and comDetent inauirers. who. as a------------------  __  L----------  ------ - - r f /
preliminary to dealing with unemployment in this country 
to-day, looked at the facts of unemployment, would give a 
second thought to protection o f the home market as a serious 
contribution to their task.’

But this is not the end. M r Baldwin has made promises to 
agriculture, to Empire cotton-growing, and to consumers o f tea 
and sugar, which will cost £25,000,000 to £30,000,000 to 
fulfil,— promises for which he proposes to pay out o f duties 
on those manufactured goods which continue to come in. I f  the 
tariff is levied on classes o f goods which we now import to the 
value o f about £ 13 0  millions, the tariff would have to average 
20 per cent all round to yield the required revenue, even if  no 
goods whatever were kept out. M r Baldwin has not given any 
indication how high a tariff he contemplates. Let us assume a 
tariff averaging 40 to 50 per cent ad valorem all round ; he could 
then get the revenue he requires, i f  about half the goods were 
kept out. But obviously, taxation on this scale would change the 
direction of consumption; people would do without the taxed 
goods and buy more of the untaxed imports. Nor could our 
export industries be unaffected by the colossal rise which would 
ensue in the price of many goods. No one would believe in the 
permanence o f a tariff on this scale, whilst a severe dislocation 
o f industry must be the first result.The proposal to cure the 
present unemployment by a tariff on manufactured goods, 
which will also bring in a revenue o f £25 millions, is a gigantic 
fraud, comparable in its intrinsic absurdity to the fraud o f the 
1918 Election about Germany paying for all.
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Th e results of the election saw a decisive rejection of protection. The  
Conservatives, while still the largest party in the House of Commons with 
258 members, lost their majority, while the Liberals elected 158 members

"i/l T cikniir im Baldwin did not resign until he met the new House ai
was defeated in the debate on the Speech from the Throne. Labour took 
office on 23 January 1924.
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Chapter 3

A X. T T^VM U 1 M U A K Ï  K l ^ r U K M  A i \ U
U N E M P L O Y M E N T

Keynes’s Tract on M onetary Reform  ( J M K ,  voi. iv) was pubiished on n  
December 1923. Keynes took advantage o f its publication and a winter series 
of lectures at the National Liberal Club organised by the Liberal Summer 
School to discuss ‘ Currency Policy and Social Reform ’ on 13  December. He 
gave the same lecture in Edinburgh the next evening to the Young Scots 
Society.

Notes fo r  a speech at the N ational L ibera l Club, 1 3  December 1Q23

I have so big a subject today that I cannot hope to cover it. It 
falls naturally into two parts.

The importance of controlling currency and credit policy in 
the social interest.
The technical methods to be employed 

I propose this evening to concentrate on the first o f these topics. 
I am not addressing an audience solely of experts.
Technical matters of some complexity are more easily appre
hended in writing and [than ?] by word o f mouth. And I have the 
better excuse for adopting this course in that I have just 
published a book where my proposals are set forth in detail. 
To begin with a few words about what should be the attitude 
of Liberalism towards social policy.
We are traditionally the party o f laissez-faire.
But just as the economists led the party into this policy, so I 
hope they may lead them out again.
It is not true that individuals acting separately in their own 
economic interest always produce the best results.
It is obvious that an individualist society left to itself does not 
work well or even tolerably.
Here I agree with Labour.
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I differ from them not in the desirability o f state action in 
the common interest, but as to the forms which such interference 
should take. Their proposals are out o f date and contrary to 
human nature.
But it is not safe or right just to leave things alone.
It is our duty to think out wise controls and workable 
interferences.

Now there is no part of our economic system which works 
so badly as our monetary and credit arrangements; none where 
the results of bad working are so disastrous socially; and none
w h ere it is easier tn nrnnnse a crien tifir solution --------- ---------------------^------------------------------------------

In the City of London there is a widespread belief that the
n ro n riif  n r c F o m  u rn c  ao no/irlir norf/apf oe flnia n f  Unirwiri
p i w”  yy ai a j s iv iii vv aa aa nva-iiY pw n vvi aa liiv 1 . 1  a m j  u i u u m a u

nature permits, and that we need nothing but to return to it in 
every particle. This is a superstition which, if  it did not exist, 
one would have deemed incredible.

Tw o kinds of changes in the value o f money
(1) long period
(2) credit cycle

Dur ing 1 9 th century gold moderately good in(i)butnot very good,
necessarily a failure in (2)

In 20th century a failure in both.
In last ten years a dreadful and disastrous failure in both and 

for reasons I will give no grounds for expecting good behaviour 
in future.
Why do changes matter?

Under a regime of money-control
Exnectations are based on stabilitv-------r -----------------------  • - --------------  ----- - . w

The investor lends in terms of money 
The entrepreneur incurs liabilities in terms o f money 
I f  money fluctuates, expectations are upset and the harmony 
between individual interest and social interest is destroyed 
I f  prices go up investment is discouraged 

and enterprise discredited
I f  prices go down enterprise is brought to a standstill 

(Example in full) ^
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The triple evils o f modem society
Vast enrichment o f individuals out o f proportion to any 
services rendered
Disappointment o f expectation and difficulty o f laying 
plans ahead— i.e. the precariousness o f our economic 
system
Unemployment Strikes

All these mainly due to instability o f standard o f value.
The more troublous the times, the worse does a laissez-faire 

system work. I believe that the times are likely to remain 
troublous for a generation and that the magnification o f the evils 
of monetary instability which we have suffered in the past 5 years 
are iiKciy to continue umess we uo sometning auout it. 

Arguments against gold standard 
1 st long period

Accidents of 19th century won’t be repeated 
No longer in circulation 
No longer in general use
No longer a natural but already a managed standard 
Gold standard is now a dollar standard 

Much as I admire the Americans, when laissez-faire takes the 
form of agreeing to do whatever the Americans do, I am a little 
terrified.

2nd short period
Progress of scientific investigation since the War 
Hawtrey, Harvard Cambridge everywhere 

One of the biggest jumps forward ever achieved in economic

Although widely bruited, not yet taken in detail outside
1  «  m  « V n  A  n  s i m  4 - J  £  s i
11IIULUU ^LXtULlllt U iL IÇ a.

Ups and downs o f trade long existing back to 18th century 
Various theories Sun spots Colds in the head 
Now recognised as mainly monetary 
The diagnosis almost complete
Now even if  gold was stable over long periods, it cannot deal 
with short periods
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For the cure for short period fluctuations depends on being 
able rapidly to expand or contract the volume o f money.

The Bank of England since the war has always done exactly 
the opposite o f what the latest science recommends. I conclude 
from this that their opposition comes, not from mere obstinacy 
or conservatism, but from their not yet understanding the point. 
I am, therefore, optimistic about the future.

What is the alternative to gold?
Our existing1 svstem but worked self-mnsrimislv and forw v ----- --------~---------------------------
a wise, deliberate purpose.
Here lies our golden opportunity,
Practically no legislation required

TU D AUmot CA t-A rAOrulntA  ̂a rl rtf* Krt n 1/x  t i v  u ü jv v L  a u  l u  i  v g u i a i ^  l u l  vji u i  a u u u i  iv a  a i m  u i  u a i iA

credit that their volume in terms of goods will be reasonably 
steauy ; i.e. tnat tne muex numuer oi prices wm never move <ar 
from a fixed point.

The methods essentially the same as with a gold standard. 
Under a gold standard we do not actually use gold as lega 
tender, but we try so to regulate the supply of legal tender that 
it has a fixed value in gold. Under my system our object is that 
it shall have a fixed value in goods.
A stable measuring rod
Contract requires it just as much as in weight
A sound money as great a step forward as when in the 32nd
millennium b . c . Dungi conceived stability of weight

Since I am speaking under political auspices, I must mention 
the question often asked me

Can it be made a subject o f platform controversy? I doubt 
it except in the most general terms if you mean platform

<it o n -p n p ro l p lp p t m n  'R u t  t h a t  ic  t r n * 1 n f  m n c t  C P rm ilKA i l V V L l l l ^ O  ** l  «+ g v i l V i H i  v l V V U V l l i  U U t .  u t u b  i R  fc* w v  v *  a a b v i/ v î v *

scientific reforms in our complicated economic life 
Truth is complex.
But in study circles of serious Liberals such as this— certainly.
I f  I can persuade the younger generation of the City and the 
younger generations o f Liberal politicians that what I am saying 
is wise and sensible, it will prevail.
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The arguments are new and sufficiently complicated.
But I should like to warn the gentlemen o f the City and o f 

High Finance that if  they do not listen in time to the voice o f 
reason their days may be numbered. I speak to this great City 
as Jonah spoke to Nineveh that great city. I prophesy that unless 
they embrace Wisdom in good time, the system upon which they 
live will work so verv ill that thev will be overwhelmed bv

W W

irresistible things which they hate much more than the mild and 
limited remedies offered them now.

T h e publication of the Tract brought several letters of comment. T h e  first 
came from Cecil Lubbock, the Deputy Governor o f the Bank o f England.

From  C E C I L  l u b b o c k , 1 2  December I Ç 2 J  

Dear Keynes,
(I write to you this familiarly because we did meet the other day— at the 

Pol. Economy Club— and, chiefly, because we are both old K .S . ’s ,1 though 
not o f the same election.)

I am very grateful to you for sending me a copy o f your book, which I 
began last night, and shall study carefully. Whatever my ‘ reaction’ will be 
when I reach the end, I shall learn much from it.

W e should all be grateful to you (1) for writing on economics in a style 
which ‘ an educated man ’ (as Broadbent would say) can read with pleasure 
and (2) for having your books printed in a type and got up in a style which 

makes them pleasant to deal with.
Believe me, 0 . ,

Sincerely yours
C E C I L  L U B B O C K

A  week later, he heard from Alfred Marshall.

From  A l f r e d  m a r s h a l l , ig  December i g 2 j  

M y  dear Keynes,
M any thanks for your fascinating M onetary Reform , I have several times 

as much ‘ half-baked ’ work on hand, as I can hope to bring out o f the oven : 
but I have been unable to keep my eyes off it. As years go on it seems to

I King’s Scholars at Eton.
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become even clearer that there ought to be an international currency ; and that 
the— in itself foolish— superstition that gold is the ‘ natural ’ representation 
o f value has done excellent service. I have appointed myself amateur
rnrrpnrv-.merllpltlisf* knt T mira
VMIIVUVJ-HIVUIWIIIVI j ISUl ±  VailllUL K1VV

*1 fm iroal. 
I l l  y j J V l l

4  ki tra iviviauij g w u

testimonial in that capacity. And I am soon to go away: but, if I have 
ODDortunitv. I shall ask all new-comers to the celestial regions whether vou

*  *  x  » U» ml
have succeeded in finding a remedy for currency-maladies.

A.M.

Another note came from Sir Charles Addis.

From  s i r  C h a r l e s  a d d i s , 21 December 1Ç23 

Dear Keynes,
I had ordered a copy of your book but am glad to have one from the author. 

M any thanks.
I find myself in agreement with nearly all of it, I think, except the

rAnrlncinn A mananirrpnrv mav mmp cnmp Hav K i l t  T Hn not Hp I i p v p........... ......  11 1
we are ripe for it yet. It would be ill to work except in an atmosphere of
confidence and belief which at present is non-existent. _  ..

Believe me,
Yours sincerely

A  final note came from Sir Basil Blackett, then Finance Member for the 
Viceroy’s Council in India.

From  S I R  b a s i l  b l a c k e t t , 3 1  December ig 2 3  

M y  dear Keynes,
I received yesterday from Montagu Norman a copy of your Tract on 

M onetary Reform , and read it through with immense interest. I think in 
chapter II you have brought out clearly for the first time what inflation is 
as a method of taxation. I at any rate feel I was much clearer about it than 
before after reading your book. In chapter V , though I agree with your 
self-criticism that you have compressed the argument unduly (p. 185) \ J M K ,  
vol. I V,  p. 146], you have, I think, described the system actually in operation 
in England today very well. I do not think I agree with your proposals for 
the future. Th ey seem to me to be further outside the realm of practical
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politics than I should have expected from you, though I am very likely wrong. 
I agree rather with Hawtrey. Indeed, I would go no further than Hawtrey 
in demanding a return to the gold standard as a preliminary to an attempt

__4.1___ —  1 ™iu  s iau iusc u iç  va iu c u i gu iu .

I send you another copy o f a speech I made on December 4th; I believe 
I already sent you one. It is remarkable, I think, how closely our minds have 
been travelling in the same sort o f direction. You will see that at the time 
you were writing your book I was anticipating your recommendation on page 
156 [ J M K ,  vol. iv, pp. 12 7 -8 ]  to defend the Government o f India on the 
ground o f the advantages of stable internal prices. I seem to have used almost 

your phrases on more than one occasion.
I have just completed a year here, and am starting again with a new Budget. 

But for the extraordinary uncertainty about the attitude o f the Swarajists in 
the new Assembly, I should say that things are looking up financially for 
India. Something depends on what happens at home. I fear Baldwin seems 
to have made a bad mis-calculation.

With best wishes for 1024, , ,  . ,
Yours sincerely,

B A S I L  P.  B L A C K E T T

Keynes returned to the subject matter of the Tract in the new year with 
an article in The Nation.

From  The Nation and Athenaeum, 2  February 19 2 4

G O L D  I N  1 9 2 3

Recent discussions about the future o f gold lend special interest 
to Messrs Samuel Montagu &  Co.’s annual bullion letter. 
Almost the whole o f the world’s output o f gold is absorbed by 
India and the United States. ‘ In neither country’ , Messrs 
Montagu point out, ‘ is the gold put into circulation as currency. 
In the former it is regarded as a precious metal bearing a ratio 
towards rupees differing from that set up by the Imperial 
Government. In the latter, it is interned in the reserve o f the 
Federal Banks, and its accumulation watched with anxious care, 
lest it should operate to the prejudice o f prices and trade. In 
other words, the United States is suffering to some extent from 
the trouble that afflicted King M idas.’
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The output o f gold in the British Empire and the rest o f the
world respectively (taken at £4  4s. 
distributed as follows:—

n f d . per fine oz.) has been

(000s om itted)
1923 1922 1921 1920
(est.)

£ £ £ £

Transvaal 38,800 29,800 34,500 34,700
Canada 
* . 1 _! .

5,0001  -win
5,200
•> HAfl

3,900
4 3,300

A -IAA/vusiraiaMa
Rhodesia 2,700

J, /uw 
2,800 2,500 2,300

India 1,800 1,800 2,000 2 ,10 0
W est Africa 900 900 900 1,000
British Em pire total 52,500 44,200 48,000 48,100
d _* jXV.Ç&L U1 Lilt W i l l  III on nnn to  onn1 7jüUV on nnn 01 onn1

W orld ’s total 72,500 64,000 68,000 69,300

The stock o f gold now held in the United Kingdom is:—

£

Bank o f  England 126,000,000
Currency note reserve 27,000,000

T otal £153,000,000

The rest o f the British Empire holds a visible stock of
£105,000,000, distributed as follows:—

£

Australia 24,800,000
N ew  Zealand 7,900,000
Canada 38,200,000
South Africa 11,000,000
India 22,300,000
Straits Settlements 800,000

£105,000,000

The United States, on the other hand, now holds more than 
three times as much gold as the whole of the British Empire, 
namely, £784,000,000, made up of:—
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U .S. Treasury 
Federal Reserve Banks

£145,500,000
£638,500,000

During 1923 gold imports into the U .S. have proceeded at a rate 
of some $25,000,000 (net) monthly. Not a dollar o f this was 
wanted, and the gold reserves o f the Federal Reserve System 
have now reached the unprecedented figure of 80 per cent o f 
their note issue and deposits combined. Thus it has cost the 
United States during the past year about £100,000,000 to 
maintain gold at a purely artificial value (made up o f about 
£30,000,000 interest on idle reserves and £70,000,000 for fresh 
redundant gold imported). Yet i f  the United States were to close 
their mints to the reception of further gold, everything would 
go on exactly as before, except that an additional £70,000,000 
of capital reserves would become available during the year for 
use in other forms. It cannot be reasonable to suppose that this 
sort o f thing will continue indefinitely. For example, it will take 
less than three years at the present rate— assuming that inflation 
is successfully avoided— for the gold o f the Federal Reserve 
Banks to reach 100 per cent o f their liabilities. What will they 
do then? They must close their mints to gold, or suffer an 
involuntary inflation.

If, under the pressure of such circumstances, the United 
States were to close their mints to the reception o f imported 
gold— which could be done without upsetting any American 
interest and without interfering with the convertibility of 
American legal-tender money into gold— the producers o f gold 
elsewhere would probably have to accept the Bank o f England 
price for the bulk o f their output. In this case sterling would 
immediately recover its full gold value whilst remaining at a 
discount on the dollar. And unless we were prepared to step into 
America’s shoes and waste our money on bottling up gold (which 
we certainly could not afford), we also should be faced with the 
alternative of closing our mints to gold or suffering an involuntary 
inflation.



These ideas may be based on an extreme hypothesis. But they 
illustrate how precarious the future o f gold now is, and what 
a cataract o f superstition must cloud the eyes o f those who think 
it reasonable to assume as a matter o f course that the future value 
o f gold in these altered conditions will be governed by just the 
same sort o f considerations as before the War.

Some say that the large interest o f the British Empire in 
gold-mining, as shown in the above figures, is a reason why we 
should strain ourselves to maintain the value o f eold. I f  we are 
to abandon arguments about the general social advantages o f a 
sound currency for calculations o f this kind, it is worth pointing 
out that our debt to America is fixed in gold, that the annual 
burden o f this is several times as large as our annual profits from 
gold-mining, and that every fall in the value o f gold lightens this 
burden.

It would be rash to prophesy the future o f an object to which 
the human race has been so anciently attached as gold. But the 
situation is peculiar. Only twice before have we had a state o f 
affairs comparable with that produced by the dissipation, 
through the War, of the temple hoards (i.e., bank reserves) o f 
Europe; — once when Alexander pillaged the bank reserves (i.e., 
temple hoards) o f Persia, again when Spain pillaged those of 
Mexico and Peru. On each occasion there followed a catastrophic 
fall in the value o f the sacred metal. I f  we are to judge the present 
situation by experience, we must cover a longer range of history 
than the Citv auotes: if  we are to iudee it bv the lieht o f reason. ̂ 1 / r w w r

we must let our minds be bold.
Currency reform has two objects : to remedy the credit cycle 

and to mitigate unemployment and all the evils of uncertainty ; 
and to link the monetary standard to what matters, namely, the 
value o f staple articles of consumption, instead o f to an object 
o f oriental splendour, it is true, and one to which Egyptian and 
Chaldæan Bank Directors attributed magical properties, but not 
otherwise useful in itself and precarious in its future prospects. 
The time may come when currency reformers will appear

M O N E T A R Y  REFORM AND U N E M P L O Y M E N T
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plainly, not as suspects of inflation, but as the only safeguard 
against it.

Th e next week, acting under the guise o f ‘ a French Correspondent’ .2 

Keynes turned to another subject.

From  The Nation and Athenaeum, g February 1Ç 24

T H E  F R E N C H  P R E S S  A N D  R U S S I A

(From a French Correspondent)

V Humanité, the chief organ o f the French Socialist Party, has 
recently published, under the sweeping and sensational title o f 
‘ L ’abominable vénalité de la Presse Française’ , a series of 
documents, which it states to be drawn from the secret archives 
of the Russian Government, demonstrating that from 1897 and 
particularly during the Russo-Japanese War (1904-5), right up 
to the Revolution of 19 17 , the Imperial Russian Government 
controlled a substantial number o f the leading Paris newspapers, 
dictated their attitude on foreign policy, and supplied them with 
considerable sums. The fact that most of the papers attacked 
have taken so little action against the Socialist organ, seems to 
indicate that the documents published are authentic.

The Russian Minister o f Finance had a representative in 
Paris, M. Raffalovich, with considerable sums at his disposal to 
use as he liked. It was he who handled the funds for the French 
press. He did not pay out anything himself, but only through 
the Syndicate of Bankers or through the Banque de Paris et des 
Pays-Bas, and on the advice of the head o f the Stock Exchange, 
M. de Verneuil. Doubtless he feared to what dimensions its 
demands might reach, if  the Press got wind officially o f the fact 
that the Russian Government thought it important enough to 
vote it a large appropriation.

2 Keynes had been in Monte Carlo for a holiday after Christmas.
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Leaving aside the year 1897, when the first distributions were 
made, let us come at once to the years 1904-5, the time of the 
Russo-Japanese War and the Moscow riots. Raffalovich then 
forced the Parisian press to conceal the news o f the Russian 
disasters in the field and the revolutionary troubles at home. On 
August 30th, 1904, he wrote to M. Kokovtzev, Minister o f 
Finance, with the ob ject o f establishing his appropriation on the 
basis o f the current year. ‘ For the first ten months,’ he wrote, 
‘ the abominable venalitv o f the French nress will have absorbedw/ - r  —  - - - - - - -

(over and above the advertising of the loan o f 800 millions) a
cum  n f ftnn thnncanH franrc n f wfiirTi ttip Ivinke hîivp nut nnw» *-» w v  *.*« v%*tf**i«%* Æ.M v*  »r -* a x va x fcxxv VMxaiw x x v*- r v  wt- %-*■

half. . .  This payment is made to maintain Russian prestige, and 
to soften the systematic attacks made upon the Russian 
Government in general, though it cannot prevent them. If, in 
course of time, we wanted to get anything into the papers, we 
should have to take advantage o f circumstances which had given 
us some influence over them.’

On March 1st, 1905, he further outlined his plan. ‘ It is 
necessary, according to Verneuil, that we should put great 
pressure on the political section o f the newspapers to publish, 
along with the telegrams, editorial notes calculated to reassure 
the public about the solvency o f Russia and the improbability 
of revolutionary success. He reckons the expense at between two 
and three millions for the year. It seems a lot; in February, 1904, 
it took 1,200,000 francs.’

This nroeramme was carried out. One can euess to what
j. w w

extent the French public was kept informed about the real 
position of affairs in the country of her ally. M . Raffalovich 
effected these payments either in the form of financial advert
isements, or bogus subscriptions, or even by private cheques 
slipped from hand to hand.

It would be tedious to set out here the names of all the papers 
which, according to the published documents, were effectively 
subsidised by the Russian Government, and the amount of the 
sums which they received. But among the papers with large
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circulations, Raffalovich shows that Le Petit Parisien, Le Petit 
Journal, La Liberté, Le Figaro, and Le Temps, cashed the largest 
subsidies. Le Matin also figures on the list with considerable 
sums. But it claims to be able to justify the sums it has received 
by authentic advertisements, not that that signifies that its 
attitude was uninfluenced by such lucrative contracts.

It may be interesting by way o f example to read the following 
lines from Raffalovich’s pen. They show how cleverly the 
representative o f the Russian Finance Minister checked the 
attacks on his own Government, and indicate the degree to 
which the news in the most serious and representative organs 
was independent. The Temps, in spite o f the 100,000 francs it 
had received in 1905 from the Banking Syndicate, had published 
a gloomy report upon the state of Russian finance, at the time 
of the issue o f the loan. Raffalovich writes, on March 9th, 1905, 
that he has sent 1,000 francs ‘ to Hebrard, the editor of the 
Temps, to influence him ’ . On Ju ly  2nd o f the same year he is 
more precise: ‘ Having found it essential to put an end to the 
veiled attacks o f the Temps, I have given orders to bring about 
an arrangement, which has been carried out, in return for 
another 3,000 francs.’

The Temps went on receiving money from Russia for a long
time. In the middle of the War, when the Empire was tottering,
it undertook to nublish snecial numbers on Russia. A contract * * -----------
on this subject was agreed upon in Petersburg in January, 1916, 
between the Imperial Minister o f Finance and M . Charles 
Rivet, the Russian correspondent of the Temps.

The following are its two essential clauses:—
‘ The Russian Minister o f Finance has complete liberty to 

settle the text o f the Russian numbers, which will be published 
under his sole control. He can therefore dispose as he likes of 
the whole or part of the 5,000 lines or the equivalent space in 
each number.’

‘ . . .  The Finance Minister gives M . Charles Rivet an annual 
subsidy o f 150,000 francs.’



That is only one example. The list o f cheques sent by 
Raffalovich to be distributed to the French press, which 
M . Souvarine publishes, is a long one. It amounts to several 
millions. Even so, these sums did not suffice to attach the press 
securely. As soon as the distributions ceased the papers started 
on new campaigns, doubtless to induce renewed outpourings. 
From 1906 to 19 12  the subsidies decreased. M. Iswolski was 
able to write to M . Sazonov, Foreign Minister, on October 10th, 
19 12 :—

‘ From then (1906) until now there has not been one copeck 
spent on the French press, and that has undoubtedly resulted 
in the press campaigns against us o f 1908 and 19 10 .’

In 19 12  the largesse was resumed.
What aggravates these acts of corruption— if the documents 

are authentic— is that the French Government knew about 
them, encouraged them, and on occasion directed them. In 1905 
Rouvier consulted Raffalovich. In 19 12 , in the letter which we 
have already quoted, Iswolski was able to write: ‘ From my 
conversation with M. Poincaré I feel sure that he is ready to give 
his co-operation in this matter, and to show us the most suitable 
lines along which to spread out the subsidies.’

On February 14th, 19 13 , he added, still writing to M. 
Sazonov :—

‘ In my letter of October ioth/23rd last I told you the cogent 
reasons in favour of our financial deal with the French press. 
In the course o f my conversation with the ex-President of the 
Council, M. Poincaré, now President of the Republic, I was 
convinced that he shares my opinion on this matter. Further
more, M . Poincaré has expressed a wish that nothing should be 
done unknown to him, and that the distribution of the sums 
should be effected in co-operation with the French Government 
and through M . Lenoir.’

On June 4th, 19 14 , M. Kokovtzev, instructed by Raffalovich, 
wrote to M. Sazonov the following lines, which indicate the 
attitude o f the Government o f the Republic:—



‘ M . Klotz [he was then Minister for the Interior] insists upon 
the necessity now o f disbursing large amounts to the Press 
because o f the possibility o f a campaign against the new military 
law, and also because of the general embarrassment o f the 
French Government.’

One hesitates to speak o f the action o f a Minister who relies 
on the funds of a foreign Government to ‘ influence’ the press 
o f his own country in favour o f the Government to which he 
himself belongs. Neither M. Poincaré nor M . Klotz has given 
an explanation in Parliament o f the value, authenticity, and 
bearing o f these documents

Thus, with the consent and support o f the French Govern
ment, a foreign power was able by the vilest methods to suborn 
the greater part of the Paris press. The enslaved papers—  
assuming the correctness of the revelations in L'Humanité—  
encouraged the French public to subscribe to Russian loans 
which were often described as formidable escroquerie. They 
hid from France the advancing decay o f the Empire to which 
she had bound her fate. They defended, for purely selfish 
interests, a policy which, by its ambitious designs, often inspired 
solely by dynastic sentiment, helped to create the atmosphere 
o f trouble and ill-will which rendered the conflagration o f 19 14  
inevitable. But this corruption, injected by a foreign Govern
ment, did not prevent the so-called patriotic newspapers from 
denouncing as traitors, as ‘ in the foreigner’s pay’ , those 
statesmen and politicians who dared to face the danger and tell 
the truth at the peril o f their lives.

A nation pays dear for such things. Who knows what part such 
systematic poison, extending over many years, may have played 
in preparing the way for the War? However this may be, the 
unhappy French investors who were deceived by these methods 
have totally lost a sum approaching one thousand million pounds 
sterling— probably more than one-half o f the total savings o f the 
country during the period in question.

A C T I V I T I E S  1 9 2 2 - I 9 2 Q
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A  week later, however, he was back on the subject of gold. 

From  Th e Nation and Athenaeum, 16  February 1Ç24

T H E  P R O S P E C T S  O F  G O L D

In an interesting letter, which was published in The Nation and 
Athenaeum last week, commenting on my article ‘ Gold in 
19 23 ’ , Sir Henry Strakosch [a South African banker and 
member o f the Financial Committee of the League of Nations] 
writes as follows:—

‘ America has so far refused— for reasons of her own— to 
accept from her foreign debtors payment either in goods, 
services, or securities. She has accepted gold from them, and 
in doing so has secured a free option to acquire goods, services, 
and securities in exchange for the gold whenever it happens to 
suit her.’

This passage, which is representative o f a widely held 
opinion, can serve as my text in a further attempt to make clear 
why I differ from it.

I hold that gold flows to America because America offers in 
return for it a greater value in commodities than the gold is 
worth to the rest of the world. As none know better than Sir 
Henry Strakosch, gold is freely offered for sale in London every 
week; America is open to buy unlimited quantities of it at an 
almost fixed price in terms of goods (since, as Sir Henry points 
out, her price level has remained admirably stable for two and 
a half years); whilst the amount which the rest o f the world 
wants on these terms falls far short o f the current output. So 
long as these conditions continue, nothing on earth can prevent 
gold from flowing to the United States. She does not refuse to 
accept payment in other forms. She merely rates this particular 
form o f payment at a higher value than the rest o f the world 
does, with the result that it is profitable for the rest of the world 
to pay in this form rather than in any other.
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It is not true, therefore, that she ‘ has secured a free option 
to acquire goods, services, and securities in exchange for the gold 
whenever it happens to suit her’ , i f  this means ‘ getting as much 
goods for the gold as she originally gave for it ’ . She can only 
get rid of the gold by selling it at a sacrifice,— that is to say by 
lowering its price in terms o f goods.

This she can do in two wavs onlv:—------------------------------------ -------------- -------- --------------- - - - - j  - - — j  -

1. By inflation, thus raising the dollar prices o f goods and,
;rV»ir4i tc *T»a cimp xTiirwr Inurpnncr flip pfiminnHitv nrirp c v f rrnlrl
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in the United States; or
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allowing a fall in the value of gold without involving a 
corresponding fall in the value o f the dollar.

As regards the first way, one trembles to think how much 
inflation would be required to enable her to get rid o f an 
important proportion of her gold;— something so terrific, I 
should say, that this expedient may be ruled out o f practical 
politics. Quite likely she will inflate; but not enough, I should 
anticipate, to lose any large quantity o f her gold. Probably, 
therefore, she is stuck for all eternity with what she has already 
got, unless she is prepared to clear it at a great sacrifice. Thus 
her choice really lies between a continuance of the present state 
of affairs with gold steadily flowing in, more in some years, less
in n flierv and nrrasinnallv nerbans a sm all nutflnw  anrl rlncimr— ---------------------------------, ----------------------------------------------------------------------j  r _---------------r -  — ------------------

her mints as above. I suggested in my original article that in
r ' A i i r o p  r t f  h m p  xK a  T T n Q f o f p c  t r n r r U f  f i r a  r t f  m n n r r  f k pWVSVtlOW v / l  l i i x x v  t u v  k_/ kM IV Ü  1 1 1  V  U 1  WOl I  j  1 1 1 ^  1 1 A V

ever-growing weight of the golden calf, with its vast and vain 
expense.*

A third way out could only come through the rest o f the world 
raising its relative valuation o f gold. Some people think that a 
general restoration o f the gold standard might bring this about. 
I agree that such might be the case to a certain extent. But even 
in this event the rest o f the world would not want much more
* Sir H. Strakosch ignores, in his calculation of the cost to America, the burden of accepting 

additional gold. His figures represent, not what the gold standard costs America now, but 
what it would cost them if they were to take my advice and close their mints to new gold.
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gold than it has already, or relieve the United States more than 
slightly. The more solvent countries o f Europe, e.g., Great 
Britain, France, Sweden, Spain, and Holland, already have 
enough gold to run a gold standard, if the other conditions were 
present necessary for the restoration o f such a standard ; whilst 
the less solvent, e.g., Germany, Russia, Hungary, could not 
afford for many years to accumulate large stocks of barren metal.

It is commonly believed that the United States could relieve 
herself of her redundant gold if her investors would become 
more willing to lend abroad and to purchase foreign investments. 
This is a delusion,— unless the new foreign loans were o f a 
purely inflationary character. I f  Americans were to invest their 
savings abroad instead o f at home, there is no reason why this 
should cause any drain of gold out o f America, any more than 
in the case o f other countries which have invested abroad. I f  
foreign investment always involved a drain of gold, it would 
have to be confined to goid-producing countries. A drain of gold 
would only follow if  America’s foreign loans did not represent 
real savings and involved an internal inflation ; which brings us 
back to where we started, namely, that America can only gee rid 
o f this gold by depreciating the dollar through inflation.

The United States have, in fact, embarked on a vast valori
sation scheme for the commodity gold, just like other valorisation 
schemes, e.g., that o f Brazil for the commodity coffee;— but 
with much less prospect o f the world demand overtaking the 
world supply. The value o f gold depends upon the United States 
being willing to continue this valorisation scheme year after 
year, regardless o f cost. It is for this reason, amongst others, 
that I declare the future prospects o f gold to be precarious; 
particularly the prospects o f gold mined outside the United 
States. The United States has no sufficient interest in spending 
£50,000,000 or more each year to absorb the redundant world 
supplies o f a commodity she does not want. For a time she may 
continue,— partly because ‘ metallist’ superstitions cloud men’s 
eyes where the sacred metal is concerned, partly from the
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argument o f ‘ protecting’ the value o f the existing stock, the 
usual argument when top-heavy valorisation schemes are getting 
too expensive; but, surely, not for ever.

There is a further question, just touched on in my previous 
article, which Sir Henry Strakosch and also M r Coutts raised 
last week in their letters to the Editor,— namely, the effect o f 
a fall in the commodity value o f sold on the Dosition o f creditorm/ IS X

countries. I do not think that currency policy ought to be 
determined, one way or the other, by such considerations; for 
the point arises with every change in the price level, whatever

A rtf* A /I «ciiv vauav ui cuv unccuun ui liiv vimugv Jiia_y uv. T)i  1 T rt. . ____Liui x agi vv u n  ^ 1̂
W1C11

these correspondents that, when the calculation is made, there 
are several items to be reckoned on both sides o f the account. 
Nevertheless, this question does not arise, except where foreign 
loans have been expressly contracted in terms o f gold. The 
United States, it is true, both owes and is owed certain sums 
in gold. It is not the case with Great Britain. Our loans are in 
terms o f sterling, not of gold; and during the ten years which 
have elapsed since we were on a gold standard, no suggestion 
to the contrary has ever arisen. If, indeed, we were proposing 
to raise the commodity value o f sterling, our creditors might 
have a grievance in equity; but this is not the intention. I f  the 
commodity value of sterling were to be stabilised near the 
oresent level, our debtors would still be renavinc us in aa. >   ------------ ---------- __ — x— j -------cj — ----

currency much less valuable than that in which the debt was
nritnnallv rnnfrartpH • anrl çinrp thpv nav 11c in cmnrlc anA*c>----- j  -------^ -------— —̂ j  r - j  —
services, this is what matters to them. If, however, it were 
thought necessary, for this or any other reason, to protect the 
value of gold by artificial means, it would be much cheaper to 
buy up the South African mines in order to close them down, 
rather than to buy their output year by year in order to bury 
it. The Unite4 States could buy all the mines in Africa and 
cement them down securely for about twice the sum which they 
now expend in a single year in purchasing and burying their 
output. I recommend this programme to the devotees o f the gold 
standard.
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On 23 February Keynes began what was to become his series of comments 
on the annual speeches of the chairmen of the London clearing banks.3 Three 
weeks later, he turned his attention to the French financial situation.

From  Th e Nation and Athenaeum, 75 M arch ig 2 4

r H E  v k A N C

The expected has occurred; and it has occurred so precisely as 
it was expected that we are almost surprised. The watched pot 
has boiled. We can, after all, repeat:—

Raro antecedentum scelestum 
Deseruit pede Pœna claudo.

But what, everyone now asks, will happen next? In a confused 
situation one must cling to first principles. The value o f the franc 
will be determined, first, by the quantity, present and prospective, 
of the francs in circulation; and, second, by the amount of 
purchasing power which it suits the public to hold in that shape. 
The former o f these two elements depends on the loan and 
budgetary policies of the French Treasury; the latter (in present 
conditions) mainly on the trust or distrust which the public feel 
in the prospects o f the value o f the franc.

With the franc between 100 and 120 to the £  sterling, the 
control of the former does not appear to the outside observer 
to be unduly difficult. When the internal price level has adjusted 
itself to this figure, the yield o f many of the existing taxes in 
terms o f paper francs will naturally be increased. On the other 
hand, the biggest item o f expenditure, namely, the service of the 
internal debt, will remain the same as before. Thus, even apart 
from additional taxation, the mere movement o f the exchange 
has in itself a tendency to restore the budget towards equilibrium, 
provided always that public faith is maintained in the prospects 
of the national currency. It is in this second factor, therefore, 
that the crux of the situation lies,— namely the attitude of the

3 It appears in JM K ,  vol. ix, pp. 188-92.
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French public towards their own currency. I emphasise the fact 
that the matter lies in the hands o f Frenchmen themselves, not 
in those o f any foreign persons. For the amount o f francs owned 
by foreigners is probably not very great,— not much more than 
what is still left in their hands as the remnant o f disappointed 
‘ bull’ operations; whilst the obstacles are insuperable to ‘ bear’ 
sales by foreigners o f francs, which they do not possess, on a 
really large scale. On the other hand, the volume o f franc notes
in r i  f r i n r  h t llc  Tnrl A tliP t*  1 n \ jA c fm p n t c  l ip lA  in  Ï ' r -in r pC+AJ.V* liflliv OfiU U 1 1 U  V V l I V i  J 1 1 V 1  t —V4CHVV4 i l l T V J U l l V l l V i ?  1 LV1U ill X. 1  ( U i v v

itself is enormous,— far beyond the minimum required for the 
convenient transaction o f business. I f  Frenchmen get it into 
their heads (as, each in their turn, Russians, Austrians, and 
Germans have done) that their national iegai-tender money and 
titles to legal tender represent a depreciating asset, then there 
is no limit to the fall in the value o f the franc. For, in this event, 
they will diminish their holdings of such assets; they will keep 
fewer Bank of France notes in their pocket-books and in their 
safes, will liquidate their Bons de Trésor and will sell their Rentes. 
No law or regulation will avail to restrain them. Moreover, the 
process will be cumulative; for each successive liquidation of 
franc assets and their transference into ‘ real values ’ , by provoking 
a further fall, will seem to justify the prescience o f those who 
fled first from the franc, and will thus prepare the way for a 
second outbreak o f distrust.

In this case the fall o f the franc will not be prevented even
K i r  <1 K l I / l f T P l ’ rtt* O f n i r A i l r ^ K l o  c n r n l n p  i t
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would be necessary for the Government to absorb the redundant
i___ i . __ _______ i c____ i_____ i------- j u :h„ 4.1_____ l i : ___i ________uaiiK uuics anu iitiiiL uu iiu s <uiu unis, wniun u ic  pu u m ; nu lUllgci

cared to hold,— a task unavoidably beyond the Government’s 
power. W e have the experience o f many countries to demonstrate 
that unbalanced budgets are the initial cause of a collapse, but 
that the real dégringolade only comes when the confidence o f the 
general public is so far undermined that they begin to contract 
their holdings o f the legal-tender money.

The central task o f the French Government at this moment
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is, therefore, to preserve confidence in the franc in the minds 
o f the widest circles of the French public. For it is the failure 
o f this internal confidence, not speculation by foreigners (though 
foreigners and Frenchmen too may take advantage o f a collapsing 
currency to win great gains), which would prove their undoing.

Now, if  they go the right way about it, there is nothing 
impossible in the task o f restoring and maintaining confidence. 
The examples o f Russia, Austria, and Germany are not a just 
oarallel. Those who foresee the future o f the franc in the liffhtX c/

of such previous experiences may make a big mistake. For in
tlmsp rmintrips the* nrnhlpm n f halanrincr flip ViiiHcrpf wac Hnrincr--- ~~-- ------ ------ ~------- — — ------ D “ “ “ “ O
the earlier phases, a virtual impossibility. The initial impulse 
towards collapse was, therefore, also a continuing impulse. This 
is not so in France. There is no impossibility in achieving a fiscal 
equilibrium, provided that reconstruction expenditure is 
reasonably postponed. I applaud the efforts of M. Poincaré and 
the French Treasury in this direction. But this is not enough 
by itself. It is also necessary to restore public confidence; and 
in this sphere o f action every step taken by M. de Lasteyrie has 
been away from wisdom.

For upon what foundations does the credit of a currency rest? 
They are much the same as with a bank. A bank can only attract 
and retain the deposits o f its clients so long as these clients 
possess a complete confidence in their freedom to withdraw their 
deposits for exchange into other assets, i f  they have a mind to 
do so. As lone as this libertv is bevond doubt, it will not be

W »> s' •

exercised;— the deposits will rest and grow. But if it is once 
called in question, they shrink and disappear. So is it with a 
currency. Men hold a part o f their resources in money, because 
they believe it to be more readily and freely interchangeable, 
than any alternative hoard, into whatsoever object o f value they 
may select hereafter. I f  this belief proves false, they will not hold 
money and nothing can make them do so.

Now the prime object o f most o f M. de Lasteyrie’s regulations 
is to restrict the liberty o f holders o f francs to exchange them

M O N E T A R Y  REFORM AND U N E M P L O Y M E N T
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at their discretion into other forms o f value. So far, therefore, 
from protecting the franc and restoring its credit, they are 
directly calculated to shatter confidence and to destroy its credit. 
A sufficient number o f regulations would destroy the value, 
precisely because they would destroy the utility, o f any currency 
in the world. As soon as there is a doubt as to whether francs 
tor Bons de Trésor} are a trulv liauid asset, these instrumentsV— -------- -----  -  ----- / ----- ’ ------  ̂ 1 ----  — - ,

cease to serve the purpose for which they are held, and holders
fn rlicnncp r \ f  tlipm Kpfnrp flip rlni 1 fit ic rpcnlvpH intn a
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certainty and yet further obstacles can have been placed in the
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he needs the money or not, as soon as he has reason to believe 
that he may not be free to do so later on ; so the general public 
and the financial world alike withdraw their resources from a 
currency, if  they fear a limitation on their subsequent freedom 
of withdrawal.

What course then should the French Treasury now take in 
face o f the dangers surrounding them? It is soon said. First, the 
Government must so strengthen its fiscal position that its power 
to control the volume of the currency is beyond doubt,— the 
necessity of which is at last accepted. Secondly— and especially 
during the interval which must needs elapse before the first 
category o f measures can be brought into full operation— the 
Government must restore such complete r o n f i d e n f f 1 in  th#*WAIAlVtVlXW

liberty of the franc that no one will think it worth while to enter 
by way o f precaution into sales o f francs not immediately 
urgent,— the equal necessity o f which seems to be overlooked.

To achieve this latter object nothing more is required than 
a reversal o f the recent policy o f restrictions on dealing, o f the 
useless hoarding of gold, o f a relatively low bank rate, and of 
secrecy about the actual position o f the Treasury and the Bank 
o f France. The chief measures which are necessary can be 
summarised under three heads:—

(1) All limitations on the use o f francs to purchase foreign 
currencies, foreign bonds, or goods, whether for immediate or 
for deferred delivery, should be wholly repealed.
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(2) The discount rate o f the Bank o f France should be raised 
to a high figure, probably not less than 10 per cent in present 
circumstances (though it might not be necessary to maintain 
such a high rate for any length o f time), so as to counteract 
anticipations, well or ill founded, as to the possible depreciation 
o f the franc. In view o f the high rate o f interest now obtainable 
on French Government securities (let alone the rates on forward 
exchange) the present rate o f discount does not correspond to 
the facts o f the situation and is calculated to stimulate over
borrowing. Possibly some increase of the Bank o f France’s rate 
may have been effected by the time these lines are in print,

(3) A considerable sum, drawn from the still ample gold 
reserve o f the Bank of France, should be made the basis of a 
foreign credit, either by outright sale or by borrowing against 
it, to be available for use without stint in supporting the 
exchange near the present level and restoring confidence during 
the interval before fiscal reforms can produce their full effect. 
An advance of a hundred million dollars from Messrs J. P. 
Morgan has actually been arranged on these lines since the 
above was written.

I warrant that these simple well-tried measures, in combination 
with political moderation and with the drastic economies and 
taxes without which no other measures can finally avail, would 
have a marvellous efficacy. After a few weeks o f this medicine 
and with a benevolent reception by M . Poincaré (or his successor) 
o f the forthcoming Experts’ Reports,4 the franc might be as 
steady as a rock. But if, on the other hand, distrust in the franc 
is countered by the methods of the Holy Inquisition, if 
Frenchmen prefer the concealed capital levy of inflation to other 
forms o f taxation, if  France remains the trouble-peace of 
Europe— then the franc may follow the course o f other once- 
noble tokens.
4 In December 1923 two committees of experts were appointed under the auspices of the 

Reparations Commission to enquire into the possibilities of (1) the restoration of Germany’s 
financial stability, and (2) the expropriation of German capital abroad. For Keynes’s view 
of the work of these committees, which reported on 19 April, se tJM K , vol. xvm , pp. 235-4 6 .
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From 25 to 27 March the League of Nations Union held a conference in 
London on Unemployment in its National and International Aspects. 
Amongst those who took part were Edwin Cannan, T . E. Gregory, H . D. 
Henderson, Keynes and Barbara Wootton. Keynes addressed the conference 
on the first day as part of a panel dealing with financial factors.

From  Unemployment in its National and International Aspects5 

M R  J.  M.  K E Y N E S ’ S S P E E C H

M r J. M . Keynes, C.B. (author o f The Economic Consequences 
o f  the Peace, etc.) said:

I think it may assist clearness in this discussion i f  we try to 
disentangle several distinct issues that have arisen out o f the 
speeches o f the two preceding speakers. There is, first o f all, the 
question: Is the financial factor a big one in causing un
employment? The second question (assuming that the first is 
answered in the affirmative) is : Are our bankers of such feeble 
intellect that they are incapable o f applying up-to-date remedies, 
with the result that up-to-date remedies are not worth dis
cussing? The third question is: Are the up-to-date remedies 
really efficacious? Professor Cannan, I think, denied all those 
three things in part. I should like to take them in order.

First of all, is the financial factor an important one in causing 
unemployment? It was not quite clear what Professor Cannan’s 
answer to that was. He told us that the financial factor was not 
the sole factor. That is agreed. But I did not hear any other 
argument as to its not being an important factor.

According to Professor Cannan, there were two other very 
significant factors at the present time: first, that owing to the 
interruption of the war labour was often in the wrong place, that 
labour was arranged to produce a different category o f articles 
from that which was required. That is certainly so. If, for 
example, in England now there were 50,000 fewer men in the

5 International Labour Office, Studies and Reports, series C  (Unemployment), no. 9 (Geneva, 
1924).
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engineering, iron and steel industries and 50,000 more men in 
the building industries there would probably be less unemploy
ment. The second cause he gave was that with better unem
ployed pay there is not quite the same pressure that there used 
to be on the individual unemployed man to secure employment. 
Well, the point may be approaching when those two causes are 
beginning to be responsible for a large part of the residuum. The 
unemployment figures which, a little time back, were of the 
order of 12 per cent have now fallen. I think, to 7 or 8 ner cent.

* ■ > r »  Ê. f

and may easily fall in the near future towards 5 per cent; and 
when we reach 5 per cent it may be correct to argue that the 
other causes to which Professor Cannan called attention are 
largely responsible.

I would add a third possible cause, and that is that wages 
may be maintained by the power of trade unions at a higher level 
than the export trades can support, with the result that at that 
level of wages all the men cannot be employed. Those three 
causes : the fact that in some industries wages may be too high, 
that in other industries there may be more labour than can be 
absorbed and the labour ought to go to other industries where 
they are short o f labour, and the fact o f better unemployed pay 
compared with old days— those causes may be the predominant 
ones when we have got unemployment down to 4 or 5 per cent, 
and in that case they may be a very significant factor now.

But Professor Cannan has not only to maintain that; he has 
to maintain that they were a very predominant factor a year ago 
or more when our unemployment figures were 12 per cent. The 
worst of the slump, in my opinion, is nearly over. The great 
damage done on this particular occasion by the financial factor 
is working towards its conclusion, as is always the case. When 
you are near the end o f a slump, when you are even perhaps 
at the beginning o f the new boom, the financial factor has ceased 
to be an important one for unemployment. I should think that 
it still plays a part, though a very much less important part, than 
it did when the unemployment figures were 12 per cent.

M O N E TA R Y  REFORM AND U N E M P L O Y M E N T
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I do not believe that it is possible to make a plausible case 
for supposing that when unemployment was 12  per cent, such 
factors as were mentioned by Professor Cannan were predom
inant ones, and it is quite sufficient for the purposes o f this 
discussion that at certain phases o f the credit cycle the unem
ployment should be largely caused by the monetary factor, 
because what we want to deal with is the cause o f unemployment 
which makes these very bad unemployment figures. When we
lim ro rrAf 11 t*i o m n l m rm on t ' r i t n A C PPtlt fllP fl f l lP fP  <J1*P
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other causes which also have to be tackled by other methods, 
but, i f  you have the financial factor responsible for the difference 
(say) between 5 and 12  per cent, then it is an enormous cause 
o f immense poverty, immense suffering, and it is a matter which 
it is well worth bending our energies to get rid of.

I daresay that Professor Cannan would not deny that, when 
unemployment was 12  per cent, the financial factor was impor
tant; and if he agrees that the financial factor was important 
at that point, or that it was important in the depressions 
following pre-war times, then we agree that the consideration 
of the means of curing the financial factor is one of the chief 
things to which those people interested in getting rid of 
unemployment have to pay attention.

Operation o f the financial factor
r r u  a  t n r o A i n o  iTTrttr m  ttt a  t 'a n  i n  r t f
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course, a big question which one cannot deal with fully in the 
course of a single afternoon’s discussion. M r Henderson dwelt
on a great many sides o f it. I should like just to mention in 
passing one aspect which perhaps he did not stress so much as 
I should. That is, quite apart from the positive action o f the 
banks, the effect on the business world o f an anticipation that 
prices are going to go up or down.

The business world has to provide for the considerable period 
which elapses between beginning the process o f production and
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the consumer getting the goods and paying for them. In 
different industries that interval o f time varies, but in many 
industries it is not less than six months from the beginning to 
the end of the process, and, where long distances are concerned, 
it is very often a great deal more. All through that time the 
entrepreneur is engaged in paying out money for wages, and in 
other ways, which he will recoup when, at the end o f the process, 
he sells his article for money. All his normal calculations as to 
rate of orofit and correct level o f waees and so forth are basedA '  '  "  "  - • - - C7 -  -  -------- ---- --------------  -  - --------

on the assumption that money is going to be worth more or less 
the same at the end o f the period that it is at the beginning. I f  
it is worth a very different amount, then such sound calculations

t * A  r A i i m  A i i f  T f  ^  t t r  t  â r l  1 1 a n n ___  / i f  i r  f a
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i f  prices have risen— the entrepreneur receives a very large 
unexpected, uncalculated bonus; if, on the other hand, money 
has risen in value and prices have fallen, he suffers a very large 
loss. It therefore is an important part of his business to try to 
predict which of these two things is going to happen, and ii he 
anticipates that prices are going to fall it is very often (not always, 
but very often) the case that the only way in which he can protect 
himself from this very large loss, for which he cannot make any 
adequate provision in his normal profits, is by reducing his scale 
of operations and more or less going out of business.

Thus you get a situation in which the individual employer 
has an interest in acting in a way opposite to the public interest. 
So far as the communitv as a whole is concerned, the thing is 
as broad as it is long. I f  the article in question is worth a given 
amount of effort to produce to the community, if  the amount 
of effort that it is worth to the community is the same at the
Vw»trinmnrr rtf tfip nrrtppce ric fit
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the community that it should be made; but it does not follow 
that it is in the interest of the employer, because o f this 
calculation o f money which comes in. It is only worth his while 
if the calculations that he makes about the value of money are 
borne out.
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Therefore I should say that one o f the principal ways in which 
the financial factor operates is to cause, rightly or wrongly, an 
expectation in the minds o f individual persons that prices are 
going to move in a certain direction; and i f  the business world 
as a whole is widely o f the opinion that prices are going to fall, 
then there will be numerous individuals who can only protect 
themselves from loss by throwing their employees out o f work, 
although the things those employees would make i f  they were
m  iirAt*b n111 vvv/i a. a iv uvvWkJDai t kfiil onrl /Ipcirn KIp it  tli nt onct r\ Çaiiu uaviui aiiv» uvonai/iv* a t  u i a i  v u j L  v i

effort, to the community as a whole.
So the method of curing that would be to prevent, so far as 

one could, that there should be any reason why business men 
should expect that prices are going to fall. I f  you have a paper 
deflation, i f  the government announces that prices are going to 
fall, then, o f course, the thing being almost a certainty, you have 
unemployment at its worst; but without that being the case 
circumstances may arise— often have arisen in the past— in 
which the business world has valid reasons for expecting a fall 
o f prices, and the way o f handling that must be to have a new 
method of regulation so that it would be a very rare thing— if  
possible, a thing that never happened— that there would be any 
valid reasons why the business world as a whole should entertain 
the expectation o f falling prices.

Mental capacity o f  bankers

That is all I am going to say about the question whether the 
financial factor causes unemployment. I think myself that it is 
a thing absolutely outside argument: it is certain that it does. 
The next question is: Are our bankers intellectually so feeble 
that they are incapable of applying the up-to-date remedies? Dr 
Cannan expressed the opinion that they were. I do not agree 
with him. I think that those bankers who would be responsible 
for this class of control are perfectly capable o f carrying it out. 

But let us consider the alternative. Let us imagine Professor
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Cannan’s answer to the people o f this country. Suppose it is true 
that the financial factor is the cause o f unemployment, suppose 
it is true that there is an up-to-date remedy which, i f  intelligently 
applied, would cure that unemployment. Professor Cannan is 
going to the people of this country and he is going to say: ‘ You 
have those unemployed, and the reason why is because bankers 
are intellectually feeble, and as it is necessary that bankers 
should be intellectually feeble you will always have unemployed 
and there is no more to be said about it.’ That does not seem 
to me a situation in which the public are likely to acquiesce. I f  
it is true that the bankers are incapable of exercising this kind 
of control, obviously they must be replaced by other persons and

/Kin Ua nn niiArtinn til tlvit ir a a t-nrlo «rlnioV* fU a1.111*1 v wan l/w nu \|uVkSuun m ai m ai ia liiw a iu tu u v  wm vii luv

community would rapidly take.
But I think there is one great mistake about this. There are 

two kinds o f banking : there is the kind of banking undertaken 
by the ordinary banker as the public thinks of him, who deals 
with his customers, whose main business is to see that his 
customers are solvent and suitable to lend money to, and who 
directs the deposits o f the community into the most advantageous 
channels. That is a business in itself, a business which bankers, 
I think, carry on in this country with great efficiency. But there 
is also this totally different problem of national policy in the 
matter of the aggregate of credit as a whole, as distinct from the 
particular individuals who obtain it.

A whollv different auestion requires different training and
** X w'

different gifts, and that the bankers who are largely occupied 
in the first task should not always be the most suitable persons 
for carrying out the second is no more surprising than that
C tfirth m lcP H ! c h n n l /1 n n t  Kf> m n c t cm tohlf» fn r  in c u ra n p puvw ifci/i v/A\>l O 041VyUiK n v /i l/ v  LI 4 V ÜH/klL J  Li 1 LU L/1V i\/i u ik iu iu iiw

brokers. It is not more surprising and not more discreditable 
to them than that the persons who canvass for the Prudential 
should not be the right persons for managing the investment 
policy o f the Prudential Insurance Company. But as a matter 
of fact it is of no great importance, because no one would propose
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to hand over this sort o f control to the particular individuals who 
are mainly engaged in that kind o f banking.

As M r Henderson pointed out, this is a matter which should 
be in the hands o f the Bank o f England and o f the central 
authorities generally. Exactly what division o f functions there 
would be between the Bank o f England and the Treasury, one 
could talk about for a long time. The matter would be in the 
hands o f the central authorities, and they would have totally 
different tasks in front o f them from those the ordinary 
individual banker has had. For a very long time past the kind 
o f tasks that the Governors o f the Bank o f England have had 
to carry out have required gifts o f quite a different kind from 
those which were needed from the ordinary joint-stock banker, 
and I do not think there is the slightest reason for supposing 
that the talent o f the country available for work o f that kind is 
in any way short o f what it ought to be. I think that the 
intellectual ability which has controlled the policy o f the Bank 
of England over past years has been extraordinary. New ideas 
have lately grown up as to what the aim o f their policy ought 
to be. That is one thing. But the success with which they have 
in the past carried out the daily technique o f quite as difficult 
a problem namely, the maintenance o f the gold standard in 
conditions where gold is not the primary medium o f circulation, 
is quite enough encouragement. At any rate, I do not think that 
we could seriously be stopped from using this particular cure

r i ln p m n ln u m p n f fni* ••Ancnnc PrAfinocnr nm inn onrr_un v*ii|/iu j iiiviiL  iwi uuvn i v a jc iiu  ao x i vivoijv/i

gested under that heading.

Dual method o f  credit control

I come to the third heading, which is much the most difficult 
and most important. Are these new-fangled remedies adequate 
to solve the problem? That seems to me the real serious subject 
of discussion. It is extraordinarily difficult to demonstrate that 
any new remedy which has never been tried on an important
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scale will be effective. One will never have a final answer to this 
question until one has tried. In the case o f any new proposal 
all one can do is to show that there are some theoretical reasons 
for thinking it might be effective, and then, if the importance 
of the occasion justifies it (which it would in this case), to make 
the experiment and see how successfully it can be carried out.

I think that Professor Cannan expressed scepticism on this 
head, partly because he has not appreciated— or, at any rate, did 
not mention— the nature o f the method that we propose to 
employ. He seemed to think that the sole method of effecting 
this would be by movements of the Bank rate very much as they 
used to move prior to the War, and to argue quite plausibly that 
tile €xtni expense ot paying a high rate tor money tor a short 
period would not be a very important element entering into the 
calculations o f business men.

But why does he suppose that that is the only method which 
would be employed? It is one of the methods, but I personally 
have come more and more to the view that the more powerful 
method— certainly the weapon upon which one would have to 
depend in the last resort— would be variations in the volume 
of deposits in the Bank o f England available to joint-stock banks 
as the basis o f their working credit. For all practical purposes 
joint-stock banks leave their cash in the strict sense and their 
deposits at the Bank of England. They then use those almost 
in accordance with rules of thumb for building up a 
superstructure.

Now, there are two ways in which the amount of credit they
offer ran he reHnrerl nartlv h v  raisincr the nriee— that is the ------  --------  * --------------------------------------------------- r -------- ------ — ------

method o f the Bank rate— and partly by diminishing the supply
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the amount of the deposits o f the bankers at the Bank of 
England. That is a matter which is just as much under the 
control o f the Bank o f England as the Bank rate is, because by 
buying or selling Conversion Loan or any other security they can 
reduce the bankers’ balances or increase them within consider



able limits at will, and I believe the limits are quite big enough 
to produce a drastic effect, so that the actual technique o f the 
business would be by expanding and curtailing the basis o f credit 
quite as much as by raising or lowering the price o f credit.

A C T I V I T I E S  I 9 2 2 - I Q 2 9

The psychological factor

But I should depend almost more upon the third factor, namely, 
the psychological factor. Suppose the business world believed 
that this policy was going to be put through with determination, 
so that when there was a tendency for prices to rise all the forces 
of the financial world would be brought to bear to prevent them 
rising further, then the kind o f expectation o f which I have 
spoken would never arise strongly enough to make them go out 
of business and reduce the extent of employment to the degree 
they do now.

It is not the actual rise or fail or prices that causes unem
ployment, although the actual rise and fall of prices causes 
profits and losses to business men. What chiefly causes unem
ployment is the anticipation o f falling prices. If, therefore, this 
policy can be put strongly into force, so that the business world 
knows that when prices have risen more than a certain amount 
every possible measure will be taken to prevent them rising 
further, that will very much diminish the expectation of falling 
prices which they would otherwise entertain. It may not abolish 
it altogether. In the early days they will not feel as much 
confidence as they will later on, so in the early days you may 
have to allow yourself a little more oscillation than you have to 
have later on, and have to act rather more ruthlessly than you 
would wish to as a permanency. But if  you can by success on 
some critical occasion convince the business world as to the 
efficacy o f your weapons, i f  you use them to the full, the 
psychological effect will be that on future occasions it will 
probably be quite unnecessary to use anything like such drastic 
methods as you had to use on the first occasion or two.



m o n e t a r y  r e f o r m  a n d  u n e m p l o y m e n t

I f  both those weapons were used, I must say I cannot 
understand a doubt as to their producing some effect. Again, 
one is up against the kind of argument which M r Henderson 
foreshadowed. O f course, the thing will not be absolutely 
successful; therefore it is no use at all. That is the kind o f 
argument one is constantly having to deal with. It will be quite 
sufficient to justify the attempt at the experiment if  it would 
produce some results, i f  action o f this kind would diminish the 
expectation of falling prices and damp down the extent o f the 
oscillation. Enthusiastic individuals, or those who have more 
faith in these theories, may entertain exaggerated hopes, may 
think they will cure it entirely; but it is not necessary for the 
general public to go all the way with you to agree that the 
experiment is well worth trying. Though very partially success
ful, it would still have done a great deal o f good and no harm 
whatever.

A  case fo r experiment

I f  one is making only that limited claim for it, I find it very 
difficult to doubt the efficacy o f the weapon in the hands of the 
Bank o f England. O f course, those persons who dispute 
altogether the relation between the volume of purchasing power 
and the level of prices will be impressed no more by this 
argument than by any other rational argument on the subject 
of money. But those who agree on the fundamentals of monetary 
theory with Professor Cannan and myself— I do not think we 
differ in the slightest on that— can hardly doubt, I should have 
thought, that contracting and expanding the ultimate volume of 
purchasing power on which credit is based must have its effect 
on prices and on the expectation o f rising and falling prices; and, 
if that is the case, you have a sufficient prima facie argument for 
trying this great experiment.

It happens that, at the moment, we can try it without 
jeopardising anything else. We are not on a gold standard basis;
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we are not likely to be in the very near future. The policy of 
deflation has been abandoned, and we therefore have an 
extraordinary opportunity o f trying the experiment of the new 
policy without doing any harm to anyone.

I would like to say, in conclusion, that I think the situation 
may arise in which possibly Professor Cannan and I will be 
happily agreed once more as to practical politics. There is an 
extraordinary tendency in the world to think that i f  you are in 
favour o f dear money at one time you must always be in favour 
o f it, and i f  you are in favour o f cheap money at one time you 
must always be in favour o f cheap money. M any people are 
congenital deflationists and many others congenital inflationists. 
In many circles it is considered almost as indecent to be 
sometimes in favour o f a high Bank rate and sometimes a low 
Bank rate as to be sometimes a Conservative and sometimes a 
Liberal. Just as every little boy and girl is supposed to be born 
into the world either Liberal or Conservative, there are supposed 
to be born dear-money children and cheap-money children, and 
any oscillation between those two tendencies is very incorrect.

That is ail rubbish. Any sensible person is in favour o f dear 
money in certain circumstances and cheap money in other 
circumstances. When one is in favour o f dear money one is 
considered highly respectable amongst the congenital deflation
ists and a créât obstructionist o f the oroeress o f industry 
amongst the congenital inflationists; and the other way round 
when one is in favour o f cheap money one becomes highly 
disreputable in the minds of the congenital deflationists and one 
gets a lot o f unmerited sympathy from the congenital 
inflationists.

I was in favour of dear money before the break o f the boom 
in 1920, and got into a good deal o f trouble for wanting a 7 per 
cent Bank rate at what was called an inappropriate date. When 
the whole thing had broken and we had the depression, cheap 
money seemed to me to be an absolute desideratum. I  then
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became a disreputable person in the eyes of Professor Cannan 
and his friends. I believe that not many months will elapse 
before I shall be in favour o f dear money again. In the ordinary 
course the present slump will come to its final conclusion, and, 
just as on previous occasions, a boom will begin ; so that we may 
be able to make our first experiment with the new policy, not 
in checking the slump, which will bring one to discredit with 
Professor Cannan, but in checking the boom, which will bring 
one to credit with him.

If, therefore, by the date at which one could hope that some 
of these ideas may be beginning to fructify, the slump is 
thoroughly over and the boom beginning, we shall make our first
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date compared with previous occasions and avoiding the 
impenuing uoorn 01 1925 or iQ2u| anu tuat may, at any rate ior 
the moment, unite with the reformers that respectable body of 
persons who think that what one really requires is always falling 
prices rather than stable prices.

So I look forward to an opportunity in the near future o f 
making a little test as to the efficacy o f the new ideas. I stress 
the fact that they are new ideas because I think very few 
economists held quite the view on this subject ten years ago that 
they hold now. An enormous amount o f work has been done, 
an enormous amount of thinking and investigation of details. I 
believe that a great leap forward has been made, economists have 
really discovered something thoroughly useful for once, and if  
they have the chance o f experimenting with these ideas in 
circumstances in which, even in the eyes of Professor Cannan, 
they can do no harm, we may make a great step forward in the
cntnhnn r s f  flip nrnKIpm.......................................................  nr.......
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On 5 April Keynes returned to the columns o f The Nation  to provide an 
anonymous leader on recent financial dealings in the newspaper world.
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From  Th e Nation and Athenaeum, 5  A p ril 19 2 4

N E W S P A P E R  F I N A N C E

We had occasion six months ago to comment on the finance of 
the Rothermere Newspaper Trust. This week the Messrs Berry 
(whose principal newspaper properties are The Financial 
Times, The Graphic, and The Sunday Times) have gone one
hfitter L a s t  M n n d a v ’s issue f  A  n c n  onn 8 ner eent nreferenee
----------------------------------------------------------------------------------------j --------------------------------WTÏ ! ------ t--------- 1------------
shares o f the Allied Newspapers Ltd. has carried to its extreme
r\mnt fKo nnlmtr r \Ç  nfilicinrr n Kaatm normal flif» nmiroro nfyv/iiiv uiv cri uuxijiiig a wvhj pvuiru anu liiv J/ur r j  ui

giant advertising to unload on the public the financial risk and 
burden of one of the most speculative o f industries, whilst 
retaining for the inner ring the surplus profits, i f  any, together 
with complete control o f the newspapers, in return for next to 
nothing.

Let us start with the bare facts. Last autumn the Daily Mail 
Trust purchased the Hulton Press at a net cost o f £4,750,000 
(after allowing for the proceeds o f certain portions o f it which 
were disposed of immediately). These same properties, minus 
the valuable London properties The Daily Sketch and The 
Illustrated Sunday Herald, are now sold by them for £5,500,000 
in cash and debentures. Thus the Daily Mail Trust has secured 
an immediate profit of /7Ç0.000 Plus The Daily Sketch and The

1. /V f a / /  i a/

Illustrated Sunday Herald for nothing. The subscribers to the 
Daily Mail Trust debentures do not touch much o f this, 
although it was they who found the money for the original deal; 
nevertheless they are to have half their holdings repaid at 10 per 
cent premium, so that they have no reason to complain that 
another party has been found to carry the baby.

Unless Sir Edward Hulton, who may be presumed to have 
understood his own papers, sold outrageously too low, it appears 
on the face o f it that the new purchasers have bought outrageously 
too high. But this is not the end o f the deal. The new purchasers 
are in the first instance the Sunday Times Ltd, but this company 
immediately resells to a new company, the Allied Newspapers
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Ltd , which has been floated for the purpose, the above properties 
plus The Sunday Times at a price equal to that paid to the Daily 
Mail Trust plus £400,000 in cash and £2,000,000 in ordinary 
shares. Since the Sunday Times Ltd distributes £510,000 of 
these ordinary shares to the underwriters o f the new issue, the 
sale price o f The Sunday Times appears to be £400,000 in cash 
and £1,490,000 in ordinary shares. The present capital o f the 
Sunday Times Ltd is £67,257 in ordinary shares, all owned by 
the Messrs Berrv. and f  20.000 in nreference shares. Thus the

mf i /V m j  7 *.

Messrs Berry obtain in cash what looks like a full price for The 
Sunday Times, and get in addition ordinary shares in the new 
company, which may be worth much or nothing, but give them 
in either case effective control of the newspapers. (The preference 
shareholders do not vote, in normal circumstances, unless their 
dividends are in arrear, and even then will have to organise 
themselves energetically to outvote the holders of the ordinary 
shares. The principal officials have five-year contracts.) The 
public are asked to put up a sum which a reasonable person 
might estimate to be not less than the full value o f the properties, 
whilst surrendering to the promoters the right to surplus profits 
and the control o f the papers.

What security have the public for the due payment o f their 
dividends? We notice at the outset that, whereas the Daily Mail 
Trust offered 7 per cent debentures, the new Company offers 8 
per cent preference shares, with £1,500,000 debentures in front 
of them, and ordinary shares, which are whollv water, behind

r  mi f  m/ r

them. Next, the published figures disclose the fact that in no 
year prior to 1922 were the profits o f the joint concerns sufficient 
to pay the preference dividend in full. In 1920 there was a net 
loss, explained by the high price o f paper. On the average of 
the four years 1918—1921 the surplus profits, after meeting 
debenture charges, were equivalent to an average of less than 
3^ per cent on the preference shares now issued. The capitalisa
tion is entirely based, therefore, on the results o f the two years 
1922 and 1923, on the basis o f which the preference dividend is 
covered rather less than twice. The interest is cumulative, but

M O N E T A R Y  REFORM AND U N E M P L O Y M E N T
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there appears to be no provision for building up a fund for the 
equalisation of dividends in poor years. I f  the present boom in 
the profits o f big newspaper syndicates continues two or three 
years longer, the large temporary surplus can be drained away 
out o f the business into the pockets o f the ordinary shareholders.

How is the public induced to swallow this prodigious 
proposition? The answer to this auestion is not the leasta -a X

interesting part o f the business. There have been several recent
iscupc n f  whir4i flip PYnpncpc havp Kppn nnt r»f all rpacnn R u t

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

KJ VVA1

here again the Messrs Berry go one better. The expenses o f the
1  n n  1  rt f  a /I n f  t ima a a  a  fl An rtf'n a u v  f lic  vD uxixaiçu  4 1 ^  1  xui | ;iu u x ix x x a x } CApvxxscd, \j i

which stamp duty presumably accounts for '£82 ,500 , plus 
£354,000 in cash and £510,000 in ordinary shares as underwriting 
commission and expenses o f the offer for sale. Thus the mere 
flotation, exclusive of stamp duty, and apart from promotion 
profits, costs more than £400,000 in cash and £500,000 in 
shares. This must constitute a record! Evidently the risk that 
the public would not bite was reckoned high. But enormous 
commissions to the financial world and enormous advertising 
expenditure in the newspaper world can go a long way towards 
silencing criticism. The fear, lest the hand might this time have 
been overplayed, proved baseless. The public oversubscribed 
the issue within a few hours. As The Financial Times put it next 
morning1- ‘ investment was not deterred hv slichtlv nrattling----------------------C?7 -------------------------------- --------------------------------------------------------------------------C?--------J t----------------------D

criticism’ . Apart from The Daily M irror's headline Lists Open
f n r  n  n l A h s i M r o  m n o f  n f  t K p  i7 n n n p r c  m A f l  frr\tY \ rrn rw l

j  \ f t  \ j  u  kifi/ r* u i v u i  v t  v u v  u h u j  j  i v n i u i i v u  1 1  v m  g v w

words and quoted the prospectus without comment, the City 
Editor of The Times and The Daily Herald being almost alone, 
amongst the leading organs, in outspoken criticism. The names 
o f the Westminster Bank, Lloyd’s Bank, and Barclay’s Bank 
appear on the prospectus, and not all o f the public are aware 
that the name o f a bank on a prospectus means nothing as to 
the merits o f the issue.

The episode is now over. The money o f the public is engaged, 
and we must hope for the best. But we can draw the moral from 
this and other recent experiences that the power o f large-scale
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advertising in securing the savings of the public is altogether 
excessive. It means, first o f all, that very large issues o f capital 
have an undue advantage over moderate issues which cannot 
support the expense o f an intensive campaign in newspapers and 
through outside brokers. It means also that a company which 
sauanders a fifth or a tenth of its caoital in eettiner floated is moreX 1 u u

likely to secure capital than one which does not, yet is, by 
precisely that amount, a worse investment. The source o f the 
trouble probably lies in the fact that savings, very substantial 
in the aggregate, accumulate in the hands o f investors who are 
not in touch with regular stockbrokers, and find it much easier 
to invest in response to appeals advertised in the press than in 
any other way. It is impossible to prevent offers for sale at an 
unduly high price. But an addition to our company law, 
prohibiting expenditure on underwriting and issue expenses in 
excess o f a prescribed percentage o f the capital on offer, might 
check a growing abuse. We cannot afford to allow the direction 
of the savings o f the public by advertisement into inferior 
channels.

No one in the City seems to think it his duty to protect the 
public, when these episodes occur. Yet it is low standards in such 
matters, not Socialism or Bolshevism, which are the real enemy 
o f the system for which the City stands.

Also on 5 April, Keynes resumed his contributions to the N ation's  Finance 
and Investment column, this time anonymously. His columns echoed many 
of his current and forthcoming concerns.

From  The Nation and Athenaeum, 5  A p ril  7924

T R U S T E E  S E C U R I T I E S — W A R  L O A N  C O N V E R S I O N —

F O R E I G N  I S S U E S

The Investors' Chronicle and Money Market Review published 
last week the following useful tabie showing the yields at current
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prices on Home Railway prior charges, as well as the surplus 
profits in excess o f the amount required to meet each o f these 
charges :—

Annual Surplus
interest over
require- interest

Yield ments 1923
Price £  s. d. £  £

Great Western
2 \%  debentures
4 %  debentures
4 }%  debentures
4 }%  debentures
5 %  debentures
5 %  rent charge stock (cum,)
5 %  cons, gtd, stock (cum.)
5 %  cons, preference

London and North-Eastern 
3 %  debentures 
4 %  debentures 
4%  first guaranteed (cum.)
4 %  second guaranteed (cum.) 
4 %  first preference (non-cum.) 
4 %  second pref. (non-cum.) 
5 %  preferred ord. (non-cum.)

London, Midland and Scottish 
4 %  debentures 
4 ° 0 guaranteed stock (cum.) 
4 %  preference 
4 %  1923 preference

Southern 
4%  debentures 
5 ° 0 guaranteed pref. (cum.) 
5 %  preference (non-cum.)
5 %  preferred ord.

52 4 17 3
83 4 17 0
88} 4 16 9
92} 4 19 9

103} 4 17 0
101} 4 19 0
99} 5 0 6
98} 5 1 6

61 4 19 3 )
81 4 19 9 J
79 5 1 3
78 5 2 6
77xd. 5 4 0
76xd. 5 5 3
82xd. 6 2 0

82 4 18 0
80 5 0 0
78 5 2 6
77 5 4 0

81 4 19 6
98}xd. 5 1 6
974xd. 5 3 0
82xd. 6 2 0

1,463,931 6,207,324

385,412 5,821,912
1,190,827 4,631,085
1,387,738 3,243,347

3,608,798 9,427,206

1,244,469 8,182,737
1,107,777 7,074,960
1,928,752 5,146,208
2,641,306 2,504,902
2,117,673 384,510

4,071,643 14,557,379
1,627,716 12,929,663
4,858,850 8,070,813
1,605,359 6,465,454

1,520,701 4,516,100
254,328 4,261,772

2,080,660 2.181.112
1,376,554 804,558

With the exception o f the two preferred ordinary stocks given 
in this table, all the above have the status of trustee securities.

In view of the provisions of the Railways Act, 19 2 1, any of 
these is a very well-secured investment. The debentures and 
guaranteed stocks, in any case, are beyond criticism, yet yield 
a better income (particularly the guaranteed stocks) than long
dated British Government securities. A minor consideration to
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be borne in mind is the fact that a transfer duty of i per cent 
is payable by the purchaser, a burden from which Government 
securities are exempt. Nevertheless, several of these stocks seem 
decidedly superior to Funding Loan or Conversion Loan or 
Local Loans for the trustee investor who attaches primary 
importance to the permanent yield; whilst for those who are 
prepared to be a little less secure in order to get a little more 
income, the preferred ordinary stocks offer an admirable 6 per 
cent investment.

Next week we hope, in response to numerous requests, to 
offer in this column some general advice to investors in trustee 
securities. Will readers who are interested kindly keep the above 
table at hand for purposes o f reference and comparison?

The Treasury have offered to exchange £ 10 3  o f 4\  per cent 
[Conversion] Loan (1940-44) for £ 10 0  o f 5 per cent War Loan 
(1929—47) up to an aggregate o f £200,000,000, which is about 
one-tenth of the outstanding War Loan. The proposal is a 
curious one, and seems scarcely worth while, because it does not 
seem to offer any palpable advantage to either party. The 
investor accepts a reduction o f income from £5  to £4  12s. 8d. 
(or £ 4 14 . 8d. allowing for the £3  profit on ultimate redemption), 
in return for a moderate extension of time before the Government 
has an option to redeem the Loan. The Treasury saves £730,000 
in annual interest, or about £600,000 after allowing for income 
tax; pays the Stock Exchange up to £500,000 in brokerage if  
they persuade their clients to make the exchange; and adds 
£6,000,000 to the capital o f the national debt. They also 
surrender their option to redeem between 1929 and 1940; while 
the date when they are bound to redeem is brought nearer by 
three years. It is not clear how the transaction helps the 
Treasury, or why any investor should make the exchange. 
Probably the Treasury consider that it is worth making sure o f 
even a slight reduction in the effective interest on part of the 
War Loan, as what remains is more than it would be easy to
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convert, should the rate o f interest fall substantially between 
1929 and 1940. Perhaps it is the first of a series o f transactions.

We welcome the outspoken disapproval by the City Editor 
o f The Times o f the flotation in London o f the City of 
Amsterdam sterling loan for millions. The interest is 5^ per 
cent, and the issue price 96^; so that the return is about £ 5  14s. 
per £ 10 0  subscribed. The credit o f the City o f Amsterdam 
stands high; and The Times does not criticise the loan from the
c f-« m ^ n A r n t  r\f f l i p  i n u M t n r  f l i n i i a r l i  i t  ma\r n p r l i d n c  K<OtdllUL/Vlllt V/l Uiv 111VI1 1 l u u u i  1 1  a r i VI IV/ Uk 4V ftftlftftj  r* uv

questioned whether, in view o f the kaleidoscopic changes which 
history shows can take place in fifty years, the credit o f any 
foreign municipality can be good enough to justify such a low 
rate for a loan which is not repayable till 1974. But how does 
the matter stand from the national standpoint? The object o f 
the issue is to ‘ consolidate expenditure'7 already incurred in 
acquiring and preparing land for building purposes. It stands, 
therefore, as The Times points out, on a different footing from 
‘ loans for sound, reproductive enterprises, the spending of 
which will directly and immediately assist British trade’ . It is 
true that in the long run any foreign investment must be 
translated into exports; but this may take a very long time to 
happen; and the channel through which it happens, it is well 
to observe, is the depression o f the British exchange. When, a
fpw mnnfhc acm fhp n m sn prf n f  a T ahnnr fin vp rn m p n t terrified "  ” ---------- ~ r* *• —••• ~ ~  ~----- ------~---------—
a foolish section o f the British public into putting their money
mfn rooiiftfiocliilU iUl Vlgli OVVUü UVl)} fUo f*11

UIV
f x r  M t l f T  T I M1 fU A  û m in p ioH n n c /~\f 11 auc mtu uvuuiiviauuuo ui ouvu

unpatriotic behaviour. But it makes not the slightest difference 
to the effects whether a man purchases an existing foreign 
security out o f panic or subscribes with a feeling of virtue to 
a new issue like the City o f Amsterdam loan.

Sir James Wilson has recently prepared an interesting table 
showing the gold value of various national currencies in March 
of each o f the last three years :—
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Gold value o f  paper currency as a percentage o f the 
corresponding gold coin

Country
In March

1922
In March

1923
On 17 March

1924

United States 10Q 100 100
Sweden 97-5 99 3 98-4
Canada m  ay r v n n  avo-u 96 8
Holland 94-3 98-2 92-0
Switzerland 100-9 96-3 89-6
Great Britain 90-0 96-5 SB7®
Japan 95-5 97-2 86-0
Argentine 88-8 87-6 80-0
Spain 94-2 80-2 65-2
Denmark 78-7 7 1 6 57-6
Norway 65-7 67-8 50-4
France 46-7 32-7 25-6
Italy 26-6 25-2 22 1
Belgium 43-8 28-4 21 1
Austria 0-075 0-007 0-007

This table must be a signal disappointment to those who have 
taken the view that the world is steadily returning towards the 
restoration o f its former gold parities. It will be seen that 
practically every country in the world is further away from its 
nominal gold parity this year than it was at the same date last 
year ; and further that most o f them are also further away than 
they were two years ago. Great Britain in particular has made 
no progress on balance towards a return to the old pre-war parity 
during the past two years.

A welcome feature of the Annual Report of the Prudential 
Assurance Company is the further decrease which they record 
in the expense ratio in their industrial branch. The expenses 
have fallen steadily from just over 40 per cent of the total 
premiums in 1920 to just under 30 per cent in 1923; and the 
Prudential have accordingly been able to issue a new prospectus 
offering higher benefits to the assured.
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Keynes’s comments in the Finance and Investment column on the City  

of Amsterdam issue brought criticism from The Economist. T o  this Keynes 

replied.

To the Editor 0 /T h e  Economist, 14  A p r il 19 2 4

Sir,
M av I ask a auestion about vour article. ‘ Discrimination in'  j  —  - _ - - A ------------------------------------ ------------- j  ~ - - - ----------------- 7 - —  ------- ----------

Lending’ ? You seem to suggest that the consequences o f the 
flotation in London of a loan like the recent Amsterdam loan 
are in some way different from the nervous movement o f British 
investors into American securities alleged to have occurred 
last autumn. Do I misunderstand you? I f  not, what is the 
difference ?

Did you welcome the so-called ‘ flight from the pound’ last 
autumn on the ground that it would stimulate our export trade? 
I f  not, should you not have done so on the principles you now 
enunciate?

Personally, I think that there is a good deal o f muddle in 
circulation about the supposed advantages of the prevalent type 
o f foreign investment, and I believe that the City Editor o f The 
Times was more nearly right than you allow.

Yours faithfuiiy,
J . M . K E Y N E S

In the next issue of the N ation , Keynes provided more advice to investors. 

From  The Nation and Athenaeum, 1 2  A p r il ig 2 4

A D V I C E  T O  T R U S T E E  I N V E S T O R S

Every man must choose for himself the class o f investment that 
he wants. And, having settled that matter, he will do well always 
to buy what appears the best of that class, even at the cost of 
some diminution of income. Advice comes in most usefully in
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helping him to judge which is the best in the class he has decided 
to favour. We will endeavour this week to give our readers some 
assistance o f this kind in the field o f gilt-edged investments.

There is, first o f all, the choice between long-dated securities, 
where the investor is certain o f the same money income for many 
years; short-dated securities, where the investor is certain o f the 
return o f his capital in full at an early date; and optionally 
redeemable securities, where the investor is liable to be paid off 
either soon or late at the option o f the borrower. The following 
are typical long-dated securities. For the sake of clear summary
tVi A i n t d r e c t  \ri ̂ 1A e ( xxrVi JrkVi n l ln n r  f/\«* inu i v  m i v i  l j  iv j iu o  y »» m v i i  » i i u  tt i u i  a w w i u v u  u iL V i  V i9L m v i u u v u  j-mx

the price and for loss or profit on redemption) are given in 
groups, vVuiCii are accurate ior tue muiviuuai securities witnin 
is. Detailed particulars of the railway securities were given in 
last week’s Nation and Athenaeum :—

Net interest yield 
£  s. d.

Funding Loan 1
Conversion Loan j 
Local Loans '
L.C.C. 2 j% ,  3% , and 3 j%  stocks 
South Africa 4 %  (1943—63)

40/ noA-n
T / Q

Bank of England stock 
G.W.R.
T ___1 MIT Dij. anu n.ij.n .

L.M. and S. • Debentures

Southern Railway 
D iîtO  OüûFuîitccu Stocks
Ditto First Preference stocks (non. cum.) 
India 3 %  and 3£%  stocks

4 10 0

4 13 0 
4 13 6 
4 15 6 
4 17 0

4 16 0

T IO V

5 0 0
5 7 0

We think that the investor in this class would do best to take 
the middle o f the list and to leave both extremities alone. In the 
case o f the railway preference stocks and the Government of 
India stocks, the investor is giving away too much in respect 
o f absolute security for the sake o f the extra yield. On the other 
hand, Bank stock and the railway debenture and guaranteed
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stocks are as good as any man can ask for security, and it scarcely 
seems worth while to sacrifice \  to f  per cent per annum in in
come for the sake o f the extra gilt o f British Government and 
London County Council stocks. The colonial stocks mentioned 
above appear to be preposterously over-valued. South Africa 4 
per cent stands at nearly the same price as Funding Loan 4 per 
cent. Nigeria stock (which has no British Government eruaranteel\ - - c? - - - - -------
yields about the same as London and North-Eastern Railway
Hphpnhirpc Tt c p ^ m c  ctrim rp  t h a t  fliprp c t m u l r l  I i p  invpet-nrc u r t wft k. VIA WL. JL k LJVVll U kl U llt • V kjlivuiu k/V 111 T VkJkV/1 LI T* 111/

prefer the former.
The typical short-dated securities are:—

Net interest yield
l  «■ d.

5 %  National War Bonds due 1927 4 6 0
5 %  National War Bonds due 1928 4 8 0
5 %  National War Bonds due 1929 4 8 0
War Loan 3 }%  due 1928 4 10 0
Exchequer Bonds due 1930 4 11 0

910/ J..*  1090
jvitliupuiiuill J-j/Q UUC 17£7

A*T 1*1 A
1 J  U

India 5 |%  due 1932 5 8 6
Queensland 5J%  (1926-1929) 5 11 6

It may be presumed that the investor in this class either attaches 
importance to being able to realise his holding without material 
risk of capital depreciation within the next three or four years, 
or believes (as well he may) that the combined effects of 
trade revival, housing schemes and the like, high income tax, 
and diminished savings are likely to raise the rate o f interest 
(and, which is the same thing, diminish the price o f long-dated 
securities) in the near future, thus giving him better opportuni
ties than exist now o f exchanging into a permenent investment. 
Such an investor had better avoid half measures, and plump for 
National War Bonds due 1927; for a small difference in interest 
yield is of far less importance in a short-dated than in a long-dated 
security, and should not divert him from his main purpose. Next 
after this, the 3^ per cent War Loan (1928) and the 3^ per cent
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Metropolitan stock (1929) have substantial attractions. For 
those who are not afraid o f possible developments in India, the 

percent 1932 stock is much preferable to the long-dated 
Government o f India securities.

The intermediate securities, where the borrowing authority 
has a considerable latitude as to the exact date of redemption, 
are as follows. The pair o f dates, given in brackets after each 
security, indicate the period within which the borrower can 
exercise his option to redeem,— he can redeem at any time after 
the first date, but not later than the last date. The net interest 
yields are worked out on the hypothesis least favourable to the 
investor.

Net interest yield
L  8. d.

5 %  War Loan (1929-47) 4 16 0
5 %  South Africa (1933-43) 4 18 6
5 %  Australia (1935-45) 4 19 0
5 %  Victoria (1932-42) 5 0 0
5 %  Southern Rhodesia (1934-49) 5 0 0

In this class there can be little doubt as to which is to be 
preferred. Our own War Loan is surely better than any of the 
Colonial stocks. The additional income obtainable from the 
latter is negligible, and the additional period before the right to 
redeem comes into force is very short. It is remarkable that 
Southern Rhodesia— a place in the middle of Africa with a few 
thousand white inhabitants and less than a million black ones—  
can place an unguaranteed loan on terms not very different from 
those of our own War Loan. One of the surest pieces of advice 
which can be given to trustees at the present time is to avoid 
colonial stocks, the prices o f which are far nearer to those of 
our own Government and other home gilt-edged securities than 
the permanent facts o f the situation are likely to warrant.

The exchange from 5 per cent War Loan into the new \ \  per 
cent stock (1940-1944), which has just been offered by the
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Treasury, supplies a stock which is neither long nor short, 
giving a net interest yield (at present prices) o f about £ 4  13s. 
We dealt with this offer in last week’s Nation and Athenaeum. 
Compared with other stocks, it does not seem to offer to the 
investor any particular attractions, and we prefer the 5 per cent 
War Loan.

There remains one other British Government security, notv t

yet mentioned, which is the best of all for those investors who
h n o t  already secured their Quota,- -num pi v  N ah n n al Slavirurc

Certificates. A certificate (of the third issue, which is now
■ «awnM 4-\ r\ nfn t ̂  n A 4> fL n /I f* l-L j-\ £  * rrt/« •«  ̂id « m anc u n c m /  l,usl3 iua. m  tu t tixu tri tu t m a i  yttu j u .  i m u c a i  ia

added, and thereafter interest is added at the rate o f 3d. for each 
complete period of four months up to the end of the tenth year, 
when a bonus o f is. is given, making a total o f 20s. after six years, 
and 24s. after ten years. The interest and bonus are free of 
income tax, and no mention o f these certificates need be made 
in any income tax return. No individual may hold (in general) 
more than 500 certificates; but, since the certificates can be 
registered in the names of children, a family man can secure 
altogether a substantial holding. The rate o f interest works out, 
if the bonds are held for the full ten years, at nearly £4  3s. per 
cent free o f tax, equivalent to about £ 5  7s. per cent subject to 
deduction of tax.

On 14 April 1924 the Royal Economic Society held its annual meeting. 
After concluding its business meeting, the Society held a discussion on 
monetary reform with Sir Charles Addis, Edwin Cannan, R. G . Hawtrey 
and Keynes as speakers. Keynes’s comments ran as follows.

From  The Economic Journal, Ju n e  I Ç 2 4

M r Hawtrey has defined for us very clearly the issues to be 
discussed. First of all there is the problem whether we want 
monetary reform at all or whether we want to get back to 
something as near as possible to the pre-war system. Secondly,
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there is the question what precise device we should adopt, i f  we 
want reform, in order to bring it into operation. I will begin with 
the first problem.

M r Hawtrey has emphasised what is perhaps the main 
difference between the attitude of a good many economists now 
and their pre-war attitude, namely, their greater confidence as 
to the connection between monetary causes, the credit cycle, and 
unemployment. M r Hawtrey himself has been a great pioneer 
in the exploration of that subject. I myself believe that there is 
no longer any reason to doubt the connection. Professor Cannan 
referred to an equation which I published recently in the form 
n — pk, where n is the volume o f money, p the level o f prices
_________i u . .  rtf' f r i t *  *17 V» t f  f i l l l f f "  Ok tM  1 kl(U1U K L i l t  iJU cfllllLJ ' U I gU U U 3 IU1 W l i l t  11 IL 3U1L3 H IV  JJUl/Ut l \J H A Y t

purchasing power in the form o f money. The view used to be 
that k was not subject to rapid fluctuations. It would move up 
and down over long periods, but over short periods it did not 
change very much. Therefore if you kept the quantity of 
currency stable you probably kept prices reasonably stable. It 
was argued from this, that, as you would not have in any one 
year any very big change in the volume o f money, therefore you 
could not have in any one year any big change in prices, so that 
though gold might move up or down slowly over a long period 
o f years, a fair measure o f stability would be secured over short 
periods. It is true that this was not in fact borne out, because 
booms and depressions occurred in pre-war days just as much 
as since; but the tendencv was to explain these by particular

■* a. » *

causes. Many economists now take a different view from  that. 
T h e v  think that b. and amnrdinp-lv the uuantitv o f  real Durchasinff•J —---------------------------------------------------------------------------------1 ------- j  - j- - - p

power required, is itself capable of sharp fluctuations, and in fact
th  at  i t  ic th  n  Ipo^înnr i  r i  c tt r* n f  knr»m  c a n d  H pn rpccm n c th a t

*■ i. alt u iv  V U t U  a V L V l l i } U V  v i L/VU1 1 1R hum v« v|/a vi j wav aa ml

there should be a variation in the magnitude of k, so that it is 
this variation which makes those price fluctuations that occur 
even when there is no marked change in the total volume of 
money. That being so, attention is naturally transferred to a 
certain extent from the mere volume of money to this other
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element. We no longer believe that prices can be kept as steady 
as they might be simply by securing a constant volume o f money, 
and we hold, rather, that we can only keep prices steady by 
varying the quantity o f money to balance changes in k. I f  the 
public, for some one or another cause, decide on the average to 
keep more purchasing power than before, prices must fall to 
counterbalance this, and the tendency o f prices to fall may 
produce a situation likely to provoke unemployment. That
t i l  p n r v  in  *1 r l p o r  fr%t*rr% ic  p c c p n t i< ) 1 lv  n p w  <anrl i f  it ie  r n f r p p t  i t
I l i W X  J  1 1 1  (V  V 1 V H 1  l U X U J l  U  1 1 V  H  ^ U 1 1 V 1  1 1  X t .  X U  W l l  V V I .  4 i

opens up enormous opportunities for far-reaching social 
reforms.

I f  we really have the power to control in some measure credit 
cycles which cause unemployment and other social disturbances 
experienced in the past, surely it is our duty to follow up this 
line of thought to the utmost, to make experiments and to see 
whether by a control o f the monetary machine we cannot cure 
one of the greatest and most dangerous social evils o f the 
economic system. We feel that those who oppose monetary 
reform ought to make it clear how far they agree with us on that 
diagnosis. I f  we have even a half-chance o f getting rid by 
monetary reform of the evils o f the credit cycle, I should have 
thought most people would have agreed that it was worth while, 
and that it is no good for Professor Cannan to talk about a
Viflrharnns scrp i f  hie nhiprf in enpatinor thne ie tn  tppn it

barbarous. We certainly live in a barbarous age, but our object
c U a i i  \A  U  £ *  tn o m o r n * n  A*nm  it  < i n  A  i o n  t i m i r  u r o n n n n  f n r r r o / l
OllUUiU UV LU ViliWI^L 1 1 UX11 1L) AX1U 11 L11V1 u io  a  11VYT vv v a p u x i x u ig v u

for that purpose we have no right to overlook it. It is not so much 
a change in the whole theory of our view o f the credit cycle, as the 
increased clearness with which we now see the various steps, that 
is the reason why the minds o f some o f us have changed since 
pre-war days.

But there is another reason also for change which has arisen 
out of events connected with the War. Can we rely on gold to 
give in future even that amount o f stability that it has given in 
the past? Formerly there was a great deal of gold in circulation
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in people’s pockets. Many countries were rich enough and 
sufficiently inclined to hoard resources to keep a considerable 
amount in gold in banks and elsewhere. Any given country 
might suffer sudden changes in that respect, but it was not likely 
that in a short period of time there would be a simultaneous 
change of any magnitude in a number o f different countries. As 
a result of the War, however, there is now extremely little gold 
in circulation in the world; in most countries none whatever.
Tt is nnlikelv that sold will return into circulation both because-- ^------J .  . . .  v --- ---------- ------------
of the expense and because o f the change of habits. It is also 
much more difficult than it used to be for some countries to hold 
large amounts of gold in banks or to increase their holdings. A 
great stimulus has been given to all those methods o f economising 
the use o f gold, which have been gradually developing as a result 
of the growth o f the credit system. We may even tend now to 
be up against the ultimate truth that a perfectly conducted gold 
standard does not require any gold at all, or practically none. 
Suppose those who manage the credit policies o f banks were to 
acquire sufficient skill in the management o f international 
adjustments, no actual gold would be required at all ; and while 
we are still very far from that position, we are probably already 
in the position in which the necessary quantity of gold for the 
maintenance of the existing price level is far [and] away less than 
the volume o f gold in the world, and the difference between the 
two is getting larger every day. This redundance o f gold pressing 
upon the world is a phenomenon which someone has to look 
after, and the problem of preventing that redundance from 
causing sudden changes in its value is much more acute than 
it was.

Those of us who are in favour o f monetary reform support 
it, therefore, for two main reasons : first, because we believe that 
we ought to do all we can in any reasonable way in the direction 
of the social aims already referred to ; secondly, for fear that gold 
left to itself may prove a much less safe standard o f value than 
in former times. I do not believe that there is sufficient weight

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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on the other side to outweigh those two considerations. There 
are, o f course, two sides to every argument, and it is generally 
a question of weighing advantages. It is not that there are no 
advantages on the other side, but rather that a return to our 
pre-war system does not offer sufficient advantage to outweigh 
the factors I have emphasised.

We come next to a further most interesting question. Assuming 
that we want to reform our currency, what is the right way to 
do it? There is a certain difference o f opinion between M r 
Hawtrey and myself, though I should be perfectly ready to 
accept his system it it turned out to be practicable. M r Hawtrey 
wants to placate a good deal o f feeling that exists in the world 
by pretending that he keeps [a] gold standard, whereas in fact he 
establishes a commodity standard. He proposes to erect a façade 
of gold and then to regulate its value on the same principles as 
would be adopted by those who aim at the stabilisation o f 
general prices. In monetary affairs there is a great deal to be said 
in favour o f placating prejudice. I do not underate any o f those 
advantages. And M r Hawtrey may be right, that this is the best 
way to do it. But I should like to point out two important 
disadvantages in his plan. First o f all, there is the question who 
is going to bear the expense o f maintaining the value o f gold. 
On his system there would still be mined, I suppose, about as 
much gold as is mined now. There is also the problem o f existing 
stocks. At present the United States is bearing the expense of 
that, both in maintaining stocks and in absorbing new supplies. 
M r Hawtrey’s system would mean a very difficult debate on the 
question how expenses should be shared in the future, and 
presumably we in this country would have to bear some 
reasonable proportion of them. We should have to consider, 
therefore, how many millions a year it was worth wasting in 
order to maintain this façade. We should also be embarking on 
a system which would become more and more artificial and 
indefensible as time went on, and would, therefore, be inevitably 
unstable in the long run. It would be too absurd to go on
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indefinitely mining gold out of the earth with great labour, in 
order that certain countries should bury it again after having met 
the expenses o f mining. Sooner or later the world would see that 
no sufficient advantages accrued from it, and everyone would 
seek to escape from the burden o f spending a certain number 
of millions a year in maintaining the value of gold.

It is, perhaps, a more fundamental objection against this 
proposal that it involves very far-reaching agreements between
a number of central banks. M r Hawtrev and I have both had”  — -- ^
a certain experience o f international conferences, but they seem 
to have left him more optimistic than they have left me. M y 
feeling is that for some years to come we shall never secure a 
binding agreement o f that kind. Putting all other countries on 
one side, I think it would not be easy even for the Bank o f 
England and the Federal Reserve Board o f the United States 
to arrive at any binding agreement. It would be very difficult 
to decide how, when there was a difference of opinion, the matter 
was to be settled. Moreover, I believe that any such agreement 
would weaken the hands o f the Federal Reserve Board in the 
United States. There is difficulty enough in any case in pursuing 
a sound policy, and i f  the Board was open to the suggestion that 
they were not acting solely in American interests but at the 
dictation o f the Bank o f England, they would be in a much 
weaker position than they are in now, when no one can possibly 
accuse them of being governed by any other motive than 
American interests. I should prefer, therefore, that we should 
enter into no binding agreement as to the relation between the 
British standard o f value and the American standard of value, 
but rather than each country separately should aim at stability, 
and in addition co-operate by the exchange o f information and 
in all other possible ways. I f  this co-operation were to be 
successful, then we should also have a policy of a stable dollar 
exchange, and we and the United States between us could 
probably manage the rest o f the world. It would require no 
international conference or binding agreement o f any kind, and

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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we could gradually improve our methods as experience showed 
us the way. The only disadvantage it could have might be, that, 
since we should not accept gold into our mints here unless we 
wanted it, America herself would probably get tired o f the 
burden o f absorbing the world’s gold, and that she too would 
close her mints to gold, with the result that the value o f gold 
itself would fall. Nevertheless it would be better, I think, to face 
the opposition o f the gold-mining interests rather than to 
embark upon the very costly and difficult path o f trying to 
stabilise the value o f gold itself by means o f a binding agreement
KAt-TirAAn nnrcpIvAc anrl flip T
WLTT VV11 VyUiÜViT VJ U11U U1V W111LVM

In conclusion, let me turn to the matter o f immediate policy
__1_ :„U  A /T- T T 4-____A  1 ̂  W l ,  rtf / A l l / v l l t  T t r A  f/\ /I/A rtf ^
W l l l U l  i v i r  m w u c )  ( i ia u  u c d i i  w u i i .  v v i i c u  u u g i u  w t t u  u u a i u n t c . r

I suggest, as he also suggested, there is room at the moment for 
a considerable measure o f agreement even i f  we differ for the 
future. I am afraid there is no room for agreement between us 
and Sir Charles Addis, i f  Sir Charles insists on immediate 
deflation. On that matter the Government, I think, are in a 
contradictory position, both this and the previous Governments, 
when they state that their object is to get back to a gold standard 
as soon as possible, yet also at times admit in public, as M r 
Baldwin did, that the policy o f deflation has been definitely 
reversed. The Government think it wise to placate Sir Charles 
Addis bv statine that their intention is to return to the sold 
standard. But fortunately they are not so foolish as to take any 
active steps in that direction. They have, in fact, no clear policy, 
but so far as they have one at all they seem to aim at some
m p o  o n  r p  g \ Ç  V1 1 1 i H ;  £rv**i i i v a ju i  v j i a u u i ! u v a v i u  A iiu . l\ y lr

J. v  A1
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suggested, have postponed making up their minds any further, 
until they see what happens to exchange [rates], hoping that the 
natural course of events will bring sterling to its parity with gold 
without any degree of deflation. I agree that this expectation may 
very well be realised, that a further fall o f prices in America is not 
very likely, being indeed wholly unnecessary from any point of 
view, and that sooner or later the Federal Reserve Board is likely
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to be overwhelmed by the incoming tides of gold, with the result 
that a sufficient depreciation o f the dollar will take place to bring 
our own exchange to par— though that this may require a 
depreciation in the value o f the dollar amounting to more than 
io per cent is also likely, since prices here, in the event o f this 
policy being adopted, would follow dollar prices to a certain 
extent. Thus it is certainly quite possible that we shall return 
to our former parity o f exchange without resorting to deflation. 
I should like to point out, however, that the policy of waiting 
for that to happen and thereafter depending on the Federal
P  a o c n ro  Rrt<n*^ tn  t  o n v  f 'lir tK p r  H pn rpf’ i 'Jh n n  n f  f l ip  r ln lla r

w  / m  v i  l w  p i v f  v m  u n  j  i u i  m v i  u v ^ / i  v v i u l i u j i i  w i  u i v  u v i i u i

seems to assume that the Federal Reserve Board is going to be
a ., AiJ 4- 4*1«% tt r1«% « h « «\1 /xrt n Ar< un n n ill /IUVCI WIIC111ICU LU p iC t l ^ C l )  L l ld l U C g l t t  W111U1 IL US 511UU1U

occur, and that when that has happened they are not going to 
be overwhelmed a scrap further, but are going to retain their 
price level at just that figure which happens to suit us at the 
present time. A nice balance is assumed between skill and want 
of skill on the part o f the Federal Reserve Board. This policy 
requires that the Federal Reserve Board should lose control of 
their own situation and should then begin again to exercise skill 
just at the time that our policy requires that they should. I am 
not confident that this is a coincidence we can rely upon.

At any rate, let us suppose that this is the position, that the 
Government is disinclined to take any further steps towards 
deflation, and also that the underlying facts o f the situation may 
auite likelv brine sterline back to par. What is our rieht course ?
A V W h/ A

Well, we have a golden opportunity for making on an adequate 
scale precisely the experiment that I want. Why should we not 
aim for the present at keeping our own price level steady and, 
in order to please other parties, postpone any final decision until 
our exchange has reached parity. The arguments of all the 
speakers seem to me really to imply that at one stage or another 
the price level is under our control. No one wants to diminish 
the value o f our money. If, then, we do not want to increase 
the value of our money, which would mean deflation, why

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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should we not spend the next few years in keeping prices steady, 
and seeing if we can do it, meanwhile learning, perhaps, how 
to do it without exciting prejudice? I f  after having done this 
successfully for a few years we reached our old parity, I m yself 
would have a great deal o f confidence that the success o f the 
method would justify its continuance, that after having kept 
prices steady without the use o f gold for some appreciable time, 
we should be rather loth to abandon it and to follow a tide of 
involuntary inflation by linking ourselves once more to gold, 
which by hypothesis would have just been depreciating sub
stantially. I believe that currency reformers will experience 
much less prejudice and hostility when it is a question o f letting 
sterling go above its old gold value rather than o f keeping 
sterling below it. I believe many people in the City o f London 
have much more feeling about the return to parity than they 
have about sticking there, when it is once attained and not going 
above it. For instance, Sweden, it has been reported, in the last 
week or two has decided upon a new policy of convertibility by 
which the krone will not be allowed to fall below the old gold 
parity, but with no provision, however, to prevent its rising 
above it. This is a return to the goid standard in its most 
harmless form. To undertake that the value o f the currency shall 
not fall below its old parity, whilst allowing the value o f the 
currency to rise above it, is quite possibly the most practicable 
solution. It would be sound policy in the United States at this 
moment to maintain convertibility, but at the same time to 
close the mints to further foreign gold. A  plan o f maintaining 
convertibility into gold at a fixed ratio, but o f not accepting 
further gold into the mints when gold is redundant and 
depreciating, may prove the right compromise between old and 
new wisdom. I f  we return to the old gold parity, I would prefer 
that compromise to the plan which M r Hawtrey suggests. I do 
not suggest that his would not be an improvement, i f  it came 
into operation, on what we have had in the past. But the practical 
difficulties operating against it are far greater than those 
operating against the alternatives which I m yself prefer.
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Keynes also continued to make anonymous contributions to 1 Finance and 
Investment’ .

From  Th e Nation and Athenaeum, j  M a y 1Ç24

T H E  B U D G E T — T H E  D I S T R I B U T I O N  O F  T H E  N A T I O N A L  D E B T

‘ I am not appalled by the total figures,’ said M r Philip Snowden 
in 1910, discussing a budget which threatened to approach what 
was then wirielv recarded as the annallinff fiffure nf A n n
- —" — ” — j  — D " * ”      ” r r ”  ’ o  ’  —  A) *

millions. ‘ I hope to live to see the time when the Chancellor 
of the Exchequer will stand at that box and propose a budget 
of 300 or 400 millions.’ Fate, as the fable tells us, takes a grim
m 1 m 1 w «  «m fi -a 1 11 « m n> itrtr 1% am i««% AVMArtf a/4 ««i/tir \p iC ü & U lt  i l l  iU l l l i l lU g  UU1 111 <111 U llCAptK ,LC U  W d J , IVJ.I

Snowden has lived to ‘ stand at that box’ himself, and propose 
a budget which for the first time in the last ten years falls just 
short of 800 millions. He comes not to increase but to remit 
taxation— to remit, indeed, a sum which would have sufficed to 
abolish the income tax three times over in M r Gladstone’s day. 
The audacious critic o f orthodox financial traditions, who saw 
no advantage in reducing debt, now devotes long passages to 
emphasising its ‘ vital and first-class importance’ . The chief 
bogey-man o f the City has succeeded in delighting it more than 
any other Chancellor in recent years. In this there is some 
change in M r Snowden himself; there is still more in the 
financial situation.

The chief doubt raised by the Budget is whether M r 
Snowden is justified, from the standpoint of sound finance, in 
remitting so much taxation. He estimates his surplus, on the 
basis o f existing taxes, at £38 millions, while he puts the revenue
l ip  w i l l  In c p  firrmn f l i p  to v  r p H i iP t m n e  a t  C a a m i l l i n n c  a n r i  a t  f  a R**V «11 IVLJV ilU lil bllV bUib A VM WVV1 VllLf Mb V*

millions when they have produced their full effect. Thus in the 
present year he keeps only £ 4  millions in hand to meet the 
further expenditure which Parliament is almost certain to 
sanction. The removal o f the Old Age Pensions thrift disquali
fication, which the Government have undertaken to deal with, 
would alone (in a full year) swallow up this sum several times
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over. M r Snowden, indeed, does not profess to hope that his 
£4  millions will be enough; he relies on further administrative 
savings to avert a deficit in the present year. But all the 
administrative economies which it is reasonable to expect will 
be required in subsequent years to meet the additional ^ 14  
millions loss from the tax reductions. On the other hand, it is 
o f the essence o f housing schemes, o f a reversal o f educational 
engines, and the like that they entail an expenditure which is

üt firet Emt- crrnwc rtmirllv T h u s  M r  .SlnnwHpn is“  —■ ■ " “ ■* * ■ ■ - - - - -  ÜJ* v  TT U * J • * %*»-» *■ »* «  AVAAA UV V M t

confronting himself or his successor next year with the strong 
probability o f a heavy deficit. This probability is not likely to 
be confuted this time by an unexpected buoyancy in the revenue
returns; for M r Snowden has made a sanguine (though we do 
not think too sanguine) allowance for this factor in the estimates.

The Economist published recently a very interesting calcula
tion of the distribution o f the National Debt among the various 
categories o f holders. The calculation may be roughly sum
marised as follows:—

£  millions

External debt to U.S. and other Governments 1,100
Held by banks (including Bank of England and 1,140

savings banks)
H pJH JurJnçn ran^gjvm jn ajn ipç

Held by railway companies 80
Treasury bills held by bill-brokers and others 300

not m^lu/ldrl <1 KmrcAiui AA1VIUUVU »WTV

Held by other companies, colleges, hospitals, 1,550
trade unions, trusts &c.,and by persons abroad

U a I/4 Uir PAinnivr ItriMlr #1 « fnwnw iu l/j  M viuga uana uvp u aiw i a n Ar\LTJ
Held by other private persons 2,350
Held by the Government itself (Treasury note 310

itsv t  n v .)

Some of these estimates relate to market values, and would need 
to be increased to represent the nominal value o f the debt so 
held. Perhaps the most striking feature o f the calculation is the
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comparatively small proportion o f the debt held by private 
persons. This suggests strongly that the idea that a capital levy 
designed to raise £3,000 millions, and confined, o f course, to 
private individuals, could be paid mainly by handing over 
Government securities, is a delusion.

The preference shares o f the Allied Newspapers Ltd, upon 
the terms o f offer of which we have already commented, now 
stand at a discount of about is. per £ 1  share. It is stated that 
there were over 30,000 applications, which were met in full up 
to seventy-five shares, so that nearly half the issue was spread 
in this way over a vast number o f small holders. Since the Daily 
Mail Trust shareholders received 80 per cent of their application 
and most other applicants 60 per cent, it is clear that the average 
amount of the subscriptions was not much more than £200. It 
is the small and ignorant investor who has been reached by giant 
advertisement.

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T

The German Government have lately prepared some striking 
figures of the reduction of domestic consumption in 1922-23 as 
compared with 19 13 :—

Date
Amounts 

(kg per head) Date
Amounts 

(kg per head)
Decrease 
per cent

Wheat and 
spelt

1913-14 95 8 1922-23 47-6 50 3

Rye 1913-14 1 5 3 1 1922-23 91-9 40-0
Potatoes 1913-14 700-2 1922-23 573-2 18-1
Meat 1913 40-26 1922 24-98 38-0
Coffee 1913 2-44 1922-23 0-59 75-8
Rice 1913 7 23 1922-23 4-25 41-2
Cotton 1913 2*49 1922-23 1 64 34 1

The enormous percentage reduction o f the consumption of 
staple articles of food per head is a striking and irrefutable 
testimony to the reduction in the standard of life o f the great
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bulk o f the population. Few countries have exhibited such 
contrasting extremes as Germany at the present day. The effect 
o f the inflation o f the currency has been to transfer millions o f 
pounds’ worth o f wealth from the many to the few, with the 
result that whilst the country as a whole and the vast majority 
of individuals have been frightfully impoverished, there is at the 
same time a large class o f those who have been newly enriched 
on a prodigious scale and are in a position to live in as much
I n vin*xr n o  t-v , U I ,  \T ,-l nooAO r t f  imr n o r t  n f  F u r n n Alu A U I  \  HO A-ltV *v V l i l l l l  j  U A O O V O  t f l  u i *  V j p u i  L W i U | / v .
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has been reduced in price from £4  to £ 3 , although, as usual, 
the size has been somewhat increased, and now runs to about
2,000 pages quarto. At this price it is a very good investment 
for anyone who takes an active interest in his Stock Exchange 
securities. The special chapters for the year deal with municipal, 
Indian, and colonial finance, with company law in 1923 and 
with the Railways Act, 1921. But the real value o f the volume 
lies, o f course, in its exhaustive précis o f every single Stock 
Exchange security, all the essential facts about the board, 
accounts, dividends, capital, recent prices, &c., being given in 
the most convenient possible form. M any more private investors 
ought to have this volume than has been the case hitherto, and
flip rp/lnrfinn in nriap c Vinurc fVicit  tViP C *AmmiftPA nf fVp CfAr>l/i U V  1 V U U V L 1 U 1 1  i l l  J 1 1 V /  I* C* L 11H L  U I V  V J V 1 1 1 1 1 1 H - I .V V  V I  L U V  LVWIV

Exchange, under whose authority the volume is issued, want to
CllGUUIügC s u c h  p u ic u a s c s .

On 12  April, in the columns o f The N ation , Lloyd George stated that he 
viewed Britain’s immediate economic future with grave misgivings and 
suggested that the most urgent task facing her industrial and political leaders 
was improving production. During the weeks that followed discussion 
continued in the columns of the N ation , with contributors such as Sir 
William Beveridge, A. L . Bowley, Norman Angell, Walter Layton and Lord  
Wier, before Keynes added his views.
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From  Th e Nation and Athenaeum, 24 M a y  ig 2 4

D O E S  E M P L O Y M E N T  N E E D  A D R A S T I C  R E M E D Y ?

The discussion on this subject in the columns of The Nation has 
not lacked a few optimists. Nevertheless most of those who have 
taken part share in some degree the misgivings which M r Lloyd

tt/\i a a /1  tn nna*\<n/w 4-Ka  J  a T f  A ■ m ma m /-it»?VUALtU  111 u p t l i u i g  L i l t  UÇUtUC. 11 a  LU U 11U J, W i l l i  11U n e w

advantages of raw materials or competitive power, with a larger 
population, produces less and lives better, it seems probable that 
its poise may be unstable, and that something more drastic is 
needed than merely hoping for the best. But what? It is in the 
lameness o f the answers to this question—-we must all 
admit— that The Nation discussion has proved weak.

What is the magnitude of the problem? The number of 
unemployed adult males is now about 770,000, after having been
1,200,000 at the beginning o f 1923, and 1,450,000 at the 
beginning of 1922. I f  the figures be analysed we find a great 
concentration o f unemployment in the shipbuilding and engin
eering industries (i.e., nearly four times the percentage else
where). Outside these industries, unenmlovment amonest adult

r  / 1  w v

males does not now much exceed 4 per cent o f the employable 
population. The following is a rash guess at the composition o f 
the total:—

1. Normal unemployed (i.e., brief intervals of 
unemployment between jobs, &c.)

2. Unemployables from age, disablement, 
temperament, &c.

3. Excess o f labour supply in engineering 
and associated industries

4. Excess o f labour supply in other industries

200.000

100.000

150.000
320.000
770.000

It seems very optimistic to assume, with M r Layton, that the 
figures in the third and fourth groups will cure themselves if
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we merely sit by smiling and avoid gross errors o f policy. No 
one has a firmer belief than I in the relation between 
unemployment and monetary policy, and when, two years ago, 
the figures were nearly double what they are now, this disastrous 
situation was, I am sure, largely attributable to the slump 
provoked by a misguided inflation and prolonged by a misguided 
deflation. But the evil effects o f these oolicies have been workings■ ■ 1 -----c»
themselves out. Perhaps this cause is not yet eliminated en-

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

tir^lvL A A  V A  T , - l i n t  a m m i p h r u  n n l i r v  w h ir-V i d i t n p f l  at r p H i i f i n o -  tTw
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unemployed by more than (say) a further 100,000, would run
/~\m 4-U is nA-l* /xm Umm J  «

U U l l g C I U U M V  I i c a i  i lUUL llC I  i l l l l t lL lU l l .  \Jli LUC ULIICI l l t U lU ,  LIIC

settlement o f Europe, i f  it takes place, and the resuscitation o f 
German export trade will not be an unmixed blessing to our own 
export industries. T o  what favourable influences, then, do the 
optimists look? I do not know.

I agree, therefore, with M r Lloyd George, M r Baldwin, and 
M r Sidney Webb, that there is no place or time here for 
laissez-faire. Furthermore, we must look for succour to the 
principle that prosperity is cumulative. We have stuck in a rut. 
We need an impulse, a jolt, an acceleration.

Unluckily this good principle has often got into bad hands. 
It is the grain o f truth behind the false promises and hopes of 
protectionists and inflationists alike. They see the initial impact
nf thpir r»r»lir*i#»e nn thp lnmViprincr n a r  n f a n  A a c c t* c e  inctlir........................... jyuilWiVÜ UI1 LJ1V AUA1AI/VA AAÂ  VUi V/A JLUiV̂  M11U UkJkJVULj j Ul3 LI JV /A  1 1 1 V 1

the social value o f an impulse, yet slip backwards through 
overlooking remoter adjustments and indirect results.

But this is not a good reason for doing nothing. There may 
be stimulating medicines which are wholesome. There are many 
examples o f cumulative prosperity, both in recent and in earlier 
experience. British prosperity in the nineteenth century owed 
very much to the railway boom in its first half, beginning at 
home and extending abroad, and to the immense building 
activity o f its latter half. In the past five years the rebuilding 
of the devastated areas has, independently of its inflationary 
features, given a stimulus to French enterprise which has much
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enriched the nation. The boom in motors and in building, 
combined, no doubt, with many favourable attendant circum
stances, has carried the United States to an unprecedented 
standard of high living. Is there no tonic draught for us to give 
us courage and confidence to be active?

Business is weighed down by timidity. It lacks conviction that 
anything good will continue for long. It watches anxiously for 
the signs of retrogression; and, as soon as the army wavers, 
individuals bolt. No one is readv to niant seeds which onlv a 
long summer can bring to fruit.

V#»l- c n m p  n f  f l i p  p -j h c p c  nf rmr i i n p m n l r t v n ip n t  i rn n f  cn  nVi -i.  .  -  ■ -■  - - - - -  -  -  -  - - - - -  v t i  1 V X 1  1 1 1 V U I  M l  W  \J M. J  U V I 1  UkJV/lllV V/l W1IV WMUkJVk7 VTA UUA

kind that this halting, wavering mood is fatal. Part o f it is due 
to the immobility of labour as between industries ; part to the 
fault of trade unions ; and part to a disparity o f wages between 
what are called the sheltered and the unsheltered industries. But 
we cannot cure these ills by forcing labour into new directions 
by the pressure of starvation, or by breaking the power for evil, 
and perhaps for good also, o f the trade unions, or by reducing 
wages in the sheltered industries to the level of the unsheltered. 
From these thoughts the mind must be averted, for from such 
directions help will not come. Rather we must seek to submerge 
the rocks in a rising sea,— not forcing labour out o f what is 
depressed, but attracting it into what is prosperous; not 
crushing the blind strength of organised labour, but relieving 
its fears; not abating wages where they are high, but raising them 
where thev are low. And there is no wav in the world of
achieving these better alternatives but by confidence and 
courage in those who set enterprise in motion.

Is there not a chance that we can best achieve this by 
recreating the mood and the conditions in which great works 
o f construction, requiring large capital outlays, can again be set 
on foot? Current savings are already available on a sufficient 
scale-savings which from lack of an outlet at home, are now 
drifting abroad to destinations from which we as a society shall 
gain the least possible advantage. Private enterprise unaided
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cannot stop this flow. The policy o f preventing public utilities 
from yielding more than a modest private profit has gone so far 
that it is no longer worth the while o f private enterprise to run 
a risk in a field where the gain is limited and the loss unlimited. 
We are in danger, therefore, o f interfering with private initiative, 
yet substituting nothing for it. The advances under the Trade 
Facilities Act, begun for a temporary emergency and on a small 
scale, point the way, perhaps, to a new method o f administering 
an important part of the savings o f the public. The next 
developments o f politico-economic evolution may be found in 
co-operation between private initiative and the public ex
chequer. The true socialism o f the future will emerge, I think, 
from an endless variety o f experiments directed towards dis
covering the respective appropriate spheres o f the individual 
and of the social, and the terms o f fruitful alliance between 
these sister instincts.

In the light o f such reflections, we can indicate the next steps. 
The Chancellor of the Exchequer should devote his sinking fund 
and his surplus resources, not to redeeming old debt with the 
result of driving the national savings to find a foreign outlet, but 
to replacing unproductive debt by productive debt. The 
Treasury should not shrink from promoting expenditure up to 
(say) £100,000,000 a year on the construction o f capital works 
at home, enlisting in various ways the aid o f private genius, 
temperament, and skill.

It is for the technicians of building, engineering, and transport 
to tell us in what directions the most fruitful new improvements 
are awaiting us. But three fields o f construction are already 
known to everyone in a general way. It should not be beyond 
the technical accomplishments o f our engineers to devise a 
national scheme for the mass production o f houses which would 
supplement the normal activities of the building industry and 
make up in five or ten years the deficiency with which the latter 
has proved unable to deal. The adaptation o f road-building to 
the needs o f motor transport must plainly be undertaken some
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day, whether in detail Sir W. Acworth or Lord Montagu is in 
the right. The development of economical means for the 
transmission o f electrical power is in its infancy in this country. 
Unaided private enterprise is not capable of dealing with any 
of these projects, even when their technical soundness is beyond 
doubt.

I look, then, for the ultimate cure o f unemployment, and for 
the stimulus which shall initiate a cumulative prosperity, to 
monetary reform— which will remove fear— and to the diversion 
of national savings from relatively barren foreign investment 
into state-encouraged constructive enterprises at home— which 
will inspire confidence. That part o f our recent unemployment, 
which is not attributable to an ill-controlled credit cycle, has 
been largely due to the slump in our constructional industries. 
By conducting the national wealth into capital developments at 
home, we may restore the balance o f our economy. Let us 
experiment with boldness on such lines,— even though some of 
the schemes may turn out to be failures, which is very likely.

Keynes’s article brought a comment from the City Editor of The Times 
on 26 M ay which doubted whether there would be anything to gain by 
adopting Keynes’s suggestions which, he suggested, relied on raiding the 
sinking fund and other surplus resources of the Treasury.

To the Editor o f  The Times, 2 8  M a y  1 Q 2 4

Sir,
I thank you for your comments on my article in last 

Saturday’s Nation, with much of which I agree, but must ask 
leave to correct a misunderstanding about my attitude towards 
the sinking fund. The sinking fund consists in raising by 
taxation a substantial surplus over current expenditure and 
applying this surplus to the reduction o f the War debt. I agree 
with yourself in strongly supporting this policy. It would be 
disastrous to abandon it. I regret that the wording of my article
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should have left this open to doubt. M y concern was with a 
different matter— namely, with the investment o f the liquid 
capital accruing from this policy. Perhaps I can make my point 
clear in five sentences:-™

1. The application o f £50,000,000 to £100,000,000 a year to 
the redemption of War debt throws this amount o f funds on 
the market seeking investment in a similar type o f security.

2. Private enterprise at home is not providing an outlet for 
these amounts plus new savings on anywhere near adequate 
scale.

3. Consequently they find an outlet in foreign and colonial 
government loans, most o f which do little directly to stimulate 
British industry and can only operate by depreciating our 
exchanges : I cannot agree with you that ‘ we have very few loans 
of this type’ .

4. Rent Restriction Acts, the control of profits and charges 
of public utility undertakings, and the fear o f further develop
ments in the same direction have deprived private enterprise o f 
sufficient incentive to embark on new schemes o f construction 
involving great expenditures. I f  steam locomotion were to be 
discovered today I much doubt if unaided private enterprise
would build railwavs in England.------ _ ----- ------ _ -- ----- ---------

5. The Trade Facilities Act, as administered hitherto, having 
been a comparative failure, we must make new experiments to 
stimulate capital investment at home.

I am strongly opposed to encouraging non-economic projects, 
by subsidies or otherwise. But, for good or for evil, in present-day 
conditions laissez-faire can no longer be relied on to furnish 
economic projects with the capital they need. We are drifting 
into financing port improvements, housing, electrical develop
ments, &c., abroad at low rates o f interest, while forgetting 
similar projects at home. Yet it is not true that there is nothing 
at home which wants doing.

The only reasonable object of a sinking fund is to reduce the 
dead-weight debt. This can be achieved just as effectively by
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converting it into productive capital at home as by paying it off 
and offering no alternative investment.

Yours, &c.,
J.  M.  K E Y N E S

On 7 June, Keynes returned to the columns of The Nation  to answer other 
critics.

From  The Nation and Athenaeum, j  Ju n e  iQ 2$

A D R A S T I C  R E M E D Y  F O R  U N E M P L O Y M E N T :  

R E P L Y  T O  C R I T I C S

The main purpose o f my article in The Nation o f May 24th was 
to ask whether it might not be in the national interest that the 
State should intervene to direct a larger part o f our savings into 
capital enterprises at home. In the course of it I rashly 
mentioned the sinking fund, and thereby pressed with careless 
finger one o f those irrelevant buttons which stud the public 
brain, and released the reaction— ‘ We should regard it as a 
retrograde step if  the Chancellor were to raid the sinking funds.’ 
H alf the comment which the article evoked has been directed 
against my supposed impiety in this matter. I apologise for 
misleading many readers, and will try again to make my 
argument clear.

The maintenance of a sinking fund means raising a surplus 
on revenue account and devoting this surplus to the reduction
r»T flip  ^ p a H .u rp iir lit  /Ip K t W if t i  a l i p a v v  -miKlir* H p h t a n d  rp H iirp ^Vi UJIV MV« k V1V V k. • I * 1UI H 11VW VJ

private savings, I agree unreservedly that a substantial sinking
A i M/1 « rt rt 1 #\f nixlimrtu iiu  n  a  td iu n m i p u n u  ui p u n t j . A J l „  U r P A n n r f c 1 t n

IV iy  l i v i w a j  \»W1IC»1i3Ll3 I I 1

proposing not to abolish (or raid) the sinking fund, but to use 
it. The sinking fund releases liquid resources for capital 
purposes,— that is its whole object. Do my critics want to apply 
these resources to consumptive expenditure? No! Then they 
want to apply them to productive, capital expenditure? Yes!
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Then let them join with me to discuss how we can do this to 
the greatest social advantage.

The problem on a big scale is new. Before the War the 
proceeds o f the sinking fund were a trifling proportion o f the 
national savings. Recently, ranging from £40,000,000 to 
£100,000,000 a year, they have dominated the investment 
market. We have extracted these sums from the taxpayers, and 
using them to pay off debt, we have thrown an equal amount
An +1*1.0 m n rl/o t coal^m rr nn rm tl/ if n f  cim iln t* b iti/ l T t- 10u n  u iv  c a n n a i  m a i  j\ v i  a w ik iiig  m i u u u v i  v;i »  ix u iu . 1 1  10

dangerous to do this on so great a scale without giving a thought
to the supply o f alternative investments.

At first Local Loans, home municipals, and industrial de
bentures partly filled the bill. But with the advent o f deflation, 
the Geddes Axe, and industrial depression, the supply has dried 
up.* The lack o f supply of home investments involving new 
capital expenditure has now been acute for at least two years. 
During the past six months it has almost reached vanishing 
point. I estimate that, omitting issues which are merely con
versions, or re-sales of existing enterprises, the total investments 
offered to the public to provide for new capital expenditure at

4. * x 1

home during the whole o f the last half-year (which covers the 
busiest season) is in the neighbourhood o f no more than 
£10,000,000. This includes issues under the Trade Facilities
A n t  To 1/pn \xnfK flip nnitA AnrAcciAn m AmrirtAAfinn11 t. x (iivvii ivi^VLiivi n u n  Liiv ulw u v p i vooivu  111 m v  v u g iu w i  111^

and metallurgical industries, such facts deserve consideration as
*1» C 1a contriuutory cause oi unemployment.

Meanwhile, the long rate o f interest has fallen by about 1 per 
cent— to the delight of the Treasury (who, let me add in 
parenthesis, are in danger of desiring to keep the country 
depressed until 1929 in order to have the rate o f interest low 
for their conversions). The rate of interest on foreign bonds is 
established f  to 1 per cent below the rate in New York for similar 
bonds. London has become— to the pride o f many— the

* In 19 2 1—22 Local Loans advances amounted to £50,500,000; in 19 2 3 -2 4  to £6,500,000. (See 
interesting figures relating to this and connected matters in The Times, June 2nd.)
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principal, indeed almost the exclusive, international loan 
market, ready to lend to approved borrowers much cheaper than 
anyone else will lend. No other country in the world pursues 
this policy. So far from the United States exporting capital, the 
official figures for 1923 show that in that year, as the net result 
o f all items on capital account, they actually imported capital.

In my opinion there are many reasons for thinking that our 
present rate o f foreign investment is excessive and undesirable. 
We are lending too cheaolv resources we can ill snare. Our- - -  - M. mf ' " ------- ' ~ f ------------

traditional, conventional attitude towards foreign investment 
demands reconsideration ;— it is high time to give it a bad name 
and call it ‘ the flight o f capital’ . But I must limit myself here 
to the single aspect which is relevant to the special problem o f 
unemployment.

Some foreign investments lead directly to the placing of
orders in this country which would not be so placed otherwise.
Whether or not they are desirable on general grounds, such
investments do no harm to employment. As a rule, however, this
is not the case. A foreign loan does not, any more than a demand
for reparations, automatically create a corresponding flow of
exports. Let us take a particular example. Last week New South
Wales borrowed in the London market £5,500,000 new money
‘ for railways, tramways, harbours, rivers and bridges, water
supply, irrigation, sewerage, and other purposes’ . A part o f this
may pay for orders placed here arising out of these undertakings.
Probablv the greater oortion will not be used thus, but in paving 

•* 1 * •* * *

labour on the spot, and importing supplies from elsewhere; that 
is to say, the resources will be transferred to Australia in 
roundabout ways. Sooner or later, the matter must be adjusted 
by increased British exports or diminished British imports. But 
this can only come about through the medium of a depreciation 
o f the sterling exchange. Our exchanges have to depreciate so 
as to stimulate our export industries at the expense o f our 
‘ sheltered’ non-export industries, and so redress the balance 
between the two. I f  the world demand for our exports at the

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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present price level is inelastic, a considerable depreciation may 
be necessary to do the trick. Moreover, there may be violent 
resistances to the process o f adjustment. The fall o f the exchange 
tends to raise the ‘ cost o f living’, and the ‘ sheltered’ industries 
may struggle to avoid the reduction of real wages which this 
entails. Our economic structure is far from elastic, and much 
time mav elanse and indirect loss result from the strains set un----------------- j  --------- r  _  _  - -  -  -  - -  -  ------------ " r

and the breakages incurred. Meanwhile, resources may lie idle
- i t i A  l o h n i i r  l i p  m i t  r \ f  p m n l n u m p n t
(tliU IttWV/Ul UV UUL V/t VJ.11J/1V/J 111V11I.I

The old principle o f laissez-faire was to ignore these strains
a J  ̂a. ^/imi  ̂ m /4 1 m 1 •« -wwr /\ —/\ fl « « « /I ♦ 4  ̂ 1 n nfii * mtm» J
i t i iu  t u  a & s u i u c  LiiüL t c t p u c i i  a m i  l a u u u i  w c i t  i i u i u , i t  a ia u  c t ^ u m c u

that, i f  investors choose to send their money abroad at 5 per cent, 
this must mean that there is nothing at home worth doing at 
5 per cent. Fifty years ago this may have been a closer 
approximation to the truth than it is now. With the existing 
rigidity o f the trade-union organisation o f labour, with the 
undue preference which the City organisation o f new issues and 
the Trustee Acts afford to overseas investment, and with the 
caution which for many reasons, some good and some bad, now 
oppresses the undertaking o f new capital investment at home, 
it does not work.

Can I now carry my critics with me this far,— that, if  in the 
last six months, instead of £10,000,000 capital issues for new 
home developments and £50,000,000 for new developments 
abroad, the figures had been the other way round, this would
1i >i v p  k f i^ n  1 ^tidrw T P f n r  f l i p  k p t t p r  -anH f a v o u M K I p  frn p m n l / i i z m p n t  ?
JUH T V  L f V V i l  14 V l U W l t 1V1 1.11V Vf V biv 4 )  U l iV i  1 (4  r v \ 4 1  H U 4 V  I V  V l l i y i V j  111WJ.1L •

Surely they cannot maintain that England is a finished job, and 
that there is nothing in it worth doing on a 5 per cent basis. Then 
let them agree with me in wishing, if  we could manage it, to 
stimulate investment at home.

In considering how to do this, we are brought to my heresy—if 
it is a heresy. I bring in the State; I abandon laissez-faire,— not 
enthusiastically, not from contempt o f that good old doctrine, 
but because, whether we like it or not, the conditions for its 
success have disappeared. It was a double doctrine,— it entrusted

2 2 8



the public weal to private enterprise unchecked and unaided. 
Private enterprise is no longer unchecked,— it is checked and 
threatened in many different ways. There is no going back on 
this. The forces which press us may be blind, but they exist and 
are strong. And i f  private enterprise is not unchecked, we cannot 
leave it unaided.

For these reasons I claim to be nearer than M r Brand to the 
realities and possibilities o f the modern world in repeating that 
the next develooments o f Dolitico-economic evolution will----- ----  - ~ i — -----------------  - ---------  -

emerge from new experiments directed towards determining the
ü n n r n n n u t p  c n ti^ rp c  n f  in H iv iH n o ! a n r 1 n f  (m v p r n m p n ta l a r f in nVp1* l̂ jL/«KVA VhT V* T SM V* gjV T V* * M V * •
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And proceeding to particulars, I suggest that the state en
couragement o f new capital undertakings, by employing the best 
technical advice to lay the foundations of great schemes, and by 
lending the credit and the guarantee of the Treasury to finance 
them more boldly than hitherto, is becoming an inevitable 
policy. There is no sphere where private initiative is so 
lacking— for quite intelligible reasons— as in the conception and 
execution o f very costly projects which may be expected to yield 
from 5 to 6 per cent. The Trade Facilities Act continues to 
depend on private initiative, and only such projects are helped 
by it as private enterprise is already inclined to plan and to back. 
M r Brand, the City Editor o f The Times, and many others point 
to the unused balance o f credit under this Act as convincing 
proof that there is nothing more to be done. I do not agree, 
because bie new nroiects of a oublie character are not the kind

V x  f  A

of thing for which the Act is devised. Let us set against this the 
very recent report o f the Chamber of Shipping Committee, 
which points out, the urgent need o f expensive developments 
in many of our great ports, as one proof amongst many that the 
equipment o f this country is not complete and up-to-date in all 
respects. Indeed, it is a bold and hazardous saying o f my critics 
that our savings must drift abroad at 5 per cent because there 
is simply nothing worth doing in England at that price.

The Editor of The Manchester Guardian Commercial (May
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29th) has written:— ‘ M r Keynes surely implies that there are 
opportunities for remunerative investment which the investing 
public have not the foresight to grasp, and which they will never 
grasp without the intervention o f the Government. It is an 
argument which the Manchester Ship Canal, to take only one 
instance, effectively answers.’ Certainly, this is what I imply, 
thouerh nerhaDS I should substitute ‘ ormortunitv ’ for ‘ foresierht------------ c p — m t ------------it -  _ —  _ - _ - r  r --------------------j    -----------------c ?   

Let me ask him to consider— for he is a very reasonable
k nt\ lip Iv m i n r l  l i p  c n p i  l / - c  r k f  t h p

TV I1 V 1 1  1 1V / v u n j \j j l .

‘ foresight o f the investing public’ . Does he mean the average 
investor in trustee securities? Does he mean the great issue 
houses? (What pays them is to take a safe underwriting 
commission from a colonial government.) Is it worth the 
while, or within the power, o f anyone to organise a new project 
costing £20,000,000 with the expectation o f a return o f 5 per 
cent? These persons ‘ exercising foresight’ about new, costly, 
moderately remunerative projects do not exist. I f  there was no 
Manchester Ship Canal, does he suppose that a syndicate of 
private persons woud spring up today to construct it?

M r Kiddy complains in The Spectator (May 31st) that ‘ the 
most extraordinary remedies ’ o f my Nation article ‘ add to the 
complexities and dangers o f the situation’ . I am sorry. I respect 
M r Kiddy’s staunch principles. But vainly are his eyes cast 
backwards. Vainly does he treasure his copy-book maxims. 
(Condemn one, and he boils against you. Repeat one, and you
i i - p  fA c t n r p H  t n  h i e  p e t p p m  I  T I i p  f n l l m i r i r u r  p v t n p t c  f r n m  h ie

L VkM.l/1 VU W I11U VUVVVlllt Itv AVilU TT 1A1G VAU MWtJ 41 VAU I1AJ

article afford a short but sufficient summary:— ‘ The City views 
with profound concern. . .  The City fails to comprehend. . .  It 
is one thing to be entirely sympathetic with the deserving 
unemployed. . .  Nor must there be lack of courage in expressing 
home truths to labou r.. .It  is felt in the City that there is all 
the more need for facing stern economic facts.’ How remote one 
knows oneself to be from any kind o f reality when one hears 
those dreary words,— milestones towards empty space!

A drastic reduction of wages in certain industries, and a
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successful stand-up fight with the more powerful trade unions 
might reduce unemployment in the long run. I f  any party stands 
for this solution, let them say so. I believe that such a policy 
is not practical. Assuming, then, that the problem will not solve 
itself (which some maintain— I not amongst them), what more 
promising programme based on clear first principles, has anyone 
to suggest, than monetary reform coupled with an intensive 
encouragement o f capital investment at home ?

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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Nation  and elsewhere, and led to two more letters from Keynes, one to The 
Nation  and one to The Manchester Guardian.

To the Editor o f  The Nation and Athenaeum, 2 1  Ju n e  19 2 4

Sir,
In reply to M r Brand’s letter in yesterday’s Nation, I do agree 

with him ‘ that great difficulties face the application o f 
Government aid to ordinary private competitive industry’ . I have 
had in mind, in my contributions, to your columns, the 
development o f what, in a broad sense, can be described as 
‘ public utility’ undertakings— though I should, for example, 
include in this description the mass-production of working-class 
houses. I join with M r Brand in deprecating a policy of 
Government help to ‘ one shipbuilder against another or one 
steel manufacturer a&ainst another’ . But this is iust what the

V *

existing Trade Facilities Act does in certain cases. Perhaps you 
will allow me to take this opportunity o f re-stating my reasons 
why the comparative failure of this Act is no argument at all 
against the policy which I have been advocating.

The Trade Facilities Act does not relieve those assisted o f any 
portion o f the risk of the enterprise— the Government guarantee 
stands behind, not in front of, the personal guarantee of the 
borrower. Thus the assistance given is limited to helping the 
borrower to borrow more cheaply than he would otherwise— say,
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at 5 per cent, instead o f at 6 or 6j  per cent. This is all there is 
in it. It is a modest subsidy. It is not a risk-sharing or 
risk-shouldering scheme. It helps private enterprise to carry 
through projects o f the kind which private enterprise undertakes 
unaided, but which are just at the margin o f profit.

M y point is that private organisation, for promoting public 
utilitv enternrises o f laree cost and moderate prospective profit

J  i . L/ X X  X

and for carrying the risk o f such enterprises, is simply non
existent. The Trade Facilities Act does not touch this complaint, 
which requires initiative on the part o f the Government or other 
public bodies. The odd thing is that the present Labour 
Government is so bent on satisfying the highest conventional 
standards and on avoiding the least suggestion o f socialistic 
tendencies, that they are proving themselves more tenacious o f 
laissez-faire in this and some other matters than (say) M r 
Baldwin or M r Brand himself.

Ynnrc l i r r-a. V%V* ̂

J .  M . K E Y N E S

To the Editor o f  The Manchester Guardian, ç Ju n e  1Q24

Sir,
Your City editor has given in today’s Manchester Guardian 

what purports to be a lengthy paraphrase o f my article in this 
week’s Nation. But all my arguments have suffered a slight 
sea-change, with the result that it is not nearly so persuasive as 
my original version ! I feel myself, in reading it, in the presence 
o f the pantomime constable under warning that ‘ everything you 
say will be taken down, altered, and used in evidence against 
you ’ . So, as I can’t expect you to reproduce my article in extenso, 
I must ask any o f your readers who are seriously interested in 
the matter to refer to the original if  they want to know what I 
said.
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As well, on 7 June Keynes contributed another anonymous ‘ Finance and 
Investment’ column.

From  Th e Nation and Athenaeum, 7  Ju n e  1Q24

T H E  F A L L  O F  T H E  F R A N C — B A N K  R A T E ,  S T E R L I N G ,  A N D

F O R E I G N  I N V E S T M E N T

Considerable mvsterv surrounds the oolicv of the FrenchV V t

authorities with regard to the support o f the franc; and the 
m vsterv  is deeneneH i f  anvfhinp- h v  flip nffirial rnmrrmniniip— j ------ j  —  £-------------  — j ---------a  — w   —    ----------- 1 —

issued this week. We are told, and can well believe, that all the 
dollars sold to support the exchange during March had been 
bought in again by the end o f the month, and that from then 
on to M ay 7th the Bank of France and the Treasury were able 
to lay in a store o f foreign currency on top o f the replenished 
credits. After M ay 7th, to counteract the renewed fall o f the 
franc, the Bank of France began to utilise these credits once 
more, ‘ in particular on M ay 12th and 13 th ’, and it has since 
followed the same policy, ‘ taking action, as far as possible, and 
as opportunity occurred, to correct the too sudden jumps of the 
exchanges’ . Most Frenchmen, we imagine, will regard a fall 
from 67 to 89 to the £  within a month as belonging to the 
category o f ‘ too sudden jumps ’ ; and so heavy a fall could hardly 
have taken place i f  the Bank of France had made sustained and 
determined efforts to prevent it. The references to ‘ in particular 
on M ay 12th and 13th ’ , and ‘ as far as possible’ , show that its 
efforts have been neither sustained nor determined. Doubtless 
it has doled out small quantities o f dollars or sterling from time 
to time, but not such as to make any appreciable hole in the 
credits that were intact at the beginning of the month. Essentially 
it has held its hand. Why?

There are various possible explanations. Some hint at a 
malevolent desire to discredit the parties of the Left, by 
emphasising the exchange sequel to their victory at the polls.
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Central banks, at their worst, are not likely to subordinate to 
such motives all considerations o f public policy. Have the 
French authorities at last grasped the fact that it is impossible 
to maintain permanently a rate o f exchange as high as 70 to the 
jf, and that their best policy is to save their resources until a 
figure is reached at which enduring stability is feasible? We 
believe that we shall be nearer to the mark i f  we assume a 
calculation bearing some resemblance to this, yet shorn o f all 
its wisdom. The French authorities will have seen clearly 
enough that they would merely dissipate their resources by 
supporting the exchange in the neighbourhood o f 70. But we 
suspect that they are waiting not so much for the moment when 
stability is possible as for the moment when they may hope to 
repeat their silly triumph o f last March. Let the exchange 
continue to fall until a heavy bear position is again disclosed. 
Then they can intervene with decisive effect; send the franc 
bounding up once more, plunge the bears into confusion and 
loss, replenish their foreign credits on the upward swing, and 
emerge from the operation with a handsome profit. That 
certainly is the way to make profits from an exchange speculation. 
It is not the way to promote the stability of the franc or the 
welfare of France.

‘ Lombard Street,’ declared the Financial Editor o f The 
Observer last Sunday, ‘ is gravely discussing the possibility o f a 
rise in the Bank rate. It is admitted that internal trade and 
monetary conditions do not warrant such a move, but rather the 
exchange position. . .  Such a measure would, o f course, raise an 
outcry.’ It would, indeed; and we sincerely hope that these views 
are not strongly represented in the Bank Parlour. It is really an 
outrageous suggestion that, at a time when the Government is 
striving desperately under pressure from every quarter to find 
something which will give a stimulus to trade, the Bank of 
England should take a step directly calculated to depress it. For
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let there be no doubt about it; the only channel through which 
an increase in Bank rate can exert any lasting influence on the 
exchange is that o f a depression of trade and prices here. It is, 
therefore, idle for the Financial Editor o f The Observer to argue 
that, ‘ in actual fact bank charges are but an infinitesimal portion 
o f the burdens borne by business’ . I f  the effect on trade were 
negligible, the effect on the exchange would be negligible also. 
In present conditions, the effect would certainly not be negligible. 
The raising of Bank rate is important, not so much in itself as 
in indicating that the volume of credit, which is what really 
matters, is about to be curtailed. It is thus a recognised 
warning signal, which reacts directly on business confidence, 
and business confidence is not so strong at the moment that we 
can lightly cast an additional strain upon it.

The chain o f causation between Bank rate and the exchanges 
was set out with admirable lucidity in the Cunliffe Report6 itself, 
in the section describing the pre-war system.

The raising o f the Bank’s discount rate and the steps taken to make it effective 
in the market necessarily led to a general rise o f interest rates and a restriction 
of credit. New  enterprises were therefore postponed, and the demand for 
constructional materials and other capital goods was lessened. Th e consequent 
slackening o f employment also diminished the demand for consumable 
goods, while holders of stocks of commodities carried largely with borrowed 
money, being confronted with an increase o f interest charges, if not with 
actual difficulty in renewing loans, and with the prospect of falling prices, 
tended to press their goods on a weak market. The result was a decline in 
general prices in the home markets, which, by checking imports and 
stimulating exports, corrected the adverse trade balance, which was the 
primary cause of the difficulty.

Hardly anyone, we imagine, would seriously maintain that we 
should today deliberately create the conditions thus portrayed
6 The reference is to the First Interim Report o f the Committee on Currency and Foreign 

Exchanges after the war (November 19 18 , Cd. 9182), known by its chairman Lord Cunliffe, 
formerly Governor o f the Bank of England.
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for the sake o f giving ‘ a tonic to sterling ’ ; but there are many 
advocates o f the Cunliffe policy who hug the illusion that we 
can adopt the means, achieve the end, and somehow dodge the 
modus oÿerandi.

As regards the exchange problem itself, the position is 
materially different from what it was a year ago. The pound was 
then round about $4 .70, and we took the view that this rate was

■ W * -------

well above the true economic level and was a material factor in 
the depression o f our export industries. We saw no reason, 
therefore, to deplore the fall which occurred last autumn; 
indeed, a considerable part o f the subsequent recovery in our 
trade is, we believe, attributable to it. But the exchange is 
certainly down to its true economic level now; and, though a 
further fall might force out further exports, the stimulus of an 
over-depreciated exchange is at least as unhealthy as the 
deterrent o f an over-appreciated one, though in a different way. 
The weakness o f sterling during the past week is clearly 
associated with the collapse o f the franc, and need not be 
regarded seriously. But the prolonged weakness over the past 
half-year is a more ominous sign, for the powerful seasonal 
influences have been in favour o f sterling, and will shortly turn 
against it.

T o  what is this weakness due ? T o  the speech o f Sir Montague 
Barlow7, answers The Observer. We prefer the answer o f The 
Times, to the abnormal volume o f external loans which have 
lately been floated in London. It is, indeed, difficult to see how 
we can hope both to pay our debt to America, and to lend abroad 
on the scale on which we have recently been lending, without 
unsatisfactory exchange reactions. It is common to regard the 
dollar-sterling exchange as the barometer o f our national 
prosperity. It is really the barometer o f our foreign investments,

1 On 9 October 19 2 3 , Sir Montague Barlow, the Minister of Labour, in a speech on remedies 
for unemployment, suggested that the Government was considering currency and credit 
inflation as a possible policy.
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more than o f anything else, a fall of the barometer indicating 
that these investments are becoming excessive. To welcome and 
encourage every new foreign issue floated in the London market, 
and to seek to correct the inevitable exchange results by raising 
Bank rate is an almost imbecile policy. Surely the right course 
is to leave our trade unhampered, and to safeguard the exchange 
by diverting our flow of capital into home investment.

M O N E T A R Y  R E F O R M  A N D  U N E M P L O Y M E N T
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L E N D IN G

On iB February 1924 the Prime Minister reassured the House of Commons 

that the Government was still guided as to future currency policy by the 
recommendations of the Cunliffe Committee, which included an eventual 
return to the gold standard at the p re -i9 i4  parity. A  fortnight later the 
Chancellor of the Exchequer, Philip Snowden, told the House that he 
appreciated the advantages o f amalgamating the Treasury’s wartime issue 
of currency notes with the Bank o f England’s note issue. A s a result o f these 
statements, after consultations within the Bank o f England, Governor 
Norman suggested to the Chancellor that the Treasury set up a Committee 
to consider the amalgamation o f the note issues and proceeded to suggest 
possible members. Th e Chancellor agreed and on 10 June the Treasury set 
up the Committee on the Currency and Bank o f England Note Issues, ‘ to 
consider whether the time has now come to amalgamate the Treasury Note 
Issue with the Bank o f England Note Issue, and, if  so, on what terms and 
conditions the amalgamation should be carried out’ . Th e Committee’s

__ __  c:~  r* 1___ 1___c : _  *  . o:~iiic iu u cia  were 011 /vusLcii v^uaiiiucnam , a iu u n c i ^ liau w cu u i, o u  jv m i

Bradbury, formerly Permanent Secretary to the Treasury; Sir Otto Nie-
m pvpr fh^n in rhartrf* rvf thf* fitiflnrp ciHp  n f  thf* T r M c n r v  fracn arrl F a r ra r-----j  — , ------- —  — —“ o ''  —  **•* *'“ *  j —- ur —  ------- — >

a banker; and Professor A . C. Pigou. At the time the Bank o f England, the 
Treasury and members of the Committee all accepted that these terms of
reference would allow a review o f the problem of restoring the gold
standard— especially as the Cunliffe Committee had recommended in 1918  
that amalgamation o f thè note issues should follow a return to gold.

On 4 July the Committee’s secretary approached Keynes.

From  n . e. y o u n g , 4  J u ly  1 Q 2 4  

Dear M r Keynes,
The Chancellor of the Exchequer has appointed a Committee, o f which 

M r Austen Chamberlain is Chairman, to advise him privately whether the 
time has now come to amalgamate the Treasury Note Issue with the Bank 
of England Note Issue, and, if  so, on what terms and conditions the 
amalgamation should be carried out.
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M r Chamberlain asks whether you would be willing to attend a meeting
of this Committee at 10.30 a.m. on Friday next, n  July, in the Conference
Room at the Treasury. He suggests that, if  so, it would be convenient if you
would be prepared to make a general statement on the subject, on which you
would then allow the Committee to ask questions.

I enclose a copy o f the Interim Report of the Cunliffe Committee, which
has been out o f print until recently. .

Yours very truly,
N\ E. Y O U N G

When Keynes appeared before the Committee on n  July, all o f its 
members were present except Professor Pigou. Th e Treasury transcript of 
the proceedings ran as follows.

From Committee on the Currency and B an k o f  England Note Issues, 
Minutes, 1 1  J u ly  19 2 4

C O M M I T T E E  O N  T H E  C U R R E N C Y  A N D  B A N K  O F  E N G L A N D

N O T E  I S S U E S

Meeting held in the Treasury on 
Friday u  Ju ly 1024 at 

10.30 a.m.
Present :

Th e Rt Hon. J .  Austen Chamberlain, M .P. (Chairm an)
Sir John Bradbury, G .C .B .

M r Gaspard Farrer 
Sir Otto Niemeyer, K .C .B .

ivir Hi. lu u n g  ( o e t r e iu r y )

M r Keynes, called and examined

(c h a i r m a n ) /  think our Secretary has communicated with you as to the terms 
o f  our reference, and asked you to be prepared to make a statement to us. (m r  
K E Y N E S )  Yes.

Would you begin by making a statement? The present plan of £ 1  Currency 
Notes and £ 5  Bank of England Notes side by side is anomalous in 
appearance, but it has no practical disadvantages of which I am aware. I do 
not attach much importance one way or the other to the proposal for 
amalgamation, as such, but it would be slightly troublesome to effect
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amalgamation, particularly at a time when the ultimate currency policy is 
unsettled. Therefore amalgamation would not be worth doing for its own 
sake unless it facilitated some other advantageous change.

TTif nnlv imnnrfant nu*»sfinn tn m v mind is that o f the rules rontmlliner----------------- 1----- **v ------- ---------- ----------------------- ~------- a
the aggregate volume o f the two note issues. T h e present system is 
superficially like the pre-war system, that is to say there is a fixed maximum 
fiduciary issue of the two note issues together, just as there was a fixed 
fiduciary issue o f the Bank o f England note issue before the war. But in spite 
of the superficial resemblance, the present system is different from the pre

war system in two very important respects. The first one is the very familiar 
one that the maximum is liable to vary downwards from one year to another, 
and never liable to vary upwards. That is familiar. Th e other point I do not 
think is quite so familiar, although it is really obvious. It is that under the 
present system there is no means of increasing the non-fiduciary portion, so 
that, whereas under the pre-war system we had a fixed fiduciary issue and 
a fluctuating non-fiduciary issue varying with imports of gold, what we have 
in effect now is a fixed total issue. There can be no question either o f the 
import or o f the export o f gold in the ordinary course in present 
circumstances. When the market was short o f funds and the Bank reserve 
went down and so forth, in the pre-war system that automatically led to a 
replenishment o f the basis o f the currency. A t present that cannot happen, 
and a system where the note issue is rigidly fixed in total is quite a different 
system from one where the fiduciary issue is fixed, but where it requires no 
great disturbance o f the existing adjustments to enlarge the non-fiduciary 
portion.

/ c  t n  m u x T  d d  A H D i r n  \/\ T n  n4l4* 4M 441 / I  i ' n*4 A/14 •) #- u r m  m fjt n i l ’St
J K J  r ~ l i v  t» A  A L /L M J  A  1 f  J  V <f t/M-/ rftttfU 'J V »  f- J ^ J / U U -  U f  C

directing you r observations to the position which exists so long as the exchange 
is below pa rity?  M y  remarks apply to the two issues taken in the aggregate, 
in a situation like the present in which the value o f gold is in excess o f the 
value o f sterling. These provisions were o f no great practical importance— in 
fact, were inoperative— until this year. Thus it is only quite lately that it 
has been worth while thinking about such points as what happens under the 
existing system when the actual note issue is quite close up to the permitted 
maximum.

I think that these are fatal defects— that although the actual note issue 
is very nearly equal to the permitted issue, that permitted issue should be 
liable to fall and not to rise, and that there should be no means o f increasing 
it so long as sterling is depreciated. Therefore I do think it is important to 
modify the existing rules.

Nevertheless the question o f modification seems to me to have little or 
nothing to do with the question of amalgamating the two issues which raises
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a different sort of problem. The existing rule is a relic of the time when it 
was the policy of the Government to carry out a progressive deflation, and 
this progressive reduction o f the fiduciary limit was intended to enforce that 
progressive deflation. That policy, after falling gradually into desuetude, was 
expressly abandoned by the Government o f the day just over a year ago when 
M r Baldwin made his famous non-flationist speech. Unless, therefore, that 
policy is reversed, it would be foolish to maintain a rule the object o f which 
is to enforce a policy contrary to what is the latest declaration o f the policy 
of the Government in the matter. But even if that was reversed, even if we 
returned to a deflation policy on the lines of the Cunliffe Report, I still think 
that this rule would be a very inexpedient one, because we should surely carry 
out a deflation policy by curtailing credit, with the result that the demand 
for currency would contract automatically; and we should not think of 
tackling it by letting the currency limit become operative. The most that the 
currency limit could do would be to terrify us into doing what we intended 
to do anyhow, and, since there might have been some slight miscalculation 
in fixing the limit it might prove purely embarrassing. I cannot see how it 
could be useful.

(c h a i r m a n ) It  would act as a signal, would it not? It would act too late. 
I f  we waited until we were practically up to the currency limit it might be 
that nothing that we could do, short of inflicting general bankruptcy on the 
commercial public, would enable us to keep to the limit. We should have 
to act some appreciable time in advance, and in acting what we should look 
at wouid not really be this limit but the doiiar exchange, the ievei of prices, 
the general state of credit, and all the reactions which we should have to bring 
about if we wanted to put a drastic deflation policy into operation. It seems 
to me that rigid limitation is unworkable. This view is not dependent on 
particular views on deflation or stability, and it is a mistake, for the reason 
I elaborated a few minutes ago, to think that this system o f rigid limitation 
is the pre-war system. It is much more dangerous than the pre-war system, 
because the pre-war system was always capable of expansion without any 
very violent re-adjustment of the situation.

I f  the old rule is to be changed, the question arises what criterion can be 
put in its place. So long as the gold standard is inoperative, with the result 
that there is no question either of importing or of exporting gold, it seems 
to me clear that the criterion cannot for the time being relate to gold ; it would 
be without serious significance to relate it to gold. I f  the criterion is not gold, 
I do not know of any alternative criterion which has been seriously put 
forward except the level of prices. But the difficulty of that is that we cannot 
easily— in fact, we cannot at all— apply that criterion, the criterion of prices, 
until we have decided whether our policy is to raise prices or to lower them
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or to keep them steady in the transitional period. I exclude the policy o f any 
material rise in prices because I do not think anyone defends it.

(s ir  Jo h n  b r a d b u r y ) You say ‘ transitional p erio d \  Transitional to 
what? Until there has been some final declaration as to what our ultimate 
currency policy is to be. I call it transitional because many people are in 
favour of a policy of stability of prices at present who are not in favour of 
stability of prices as a permanent policy. I did not want to raise that issue 
more than I need. Everyone who is not in favour of a very rapid deflation 
admits the existence of a transitional period. For many reasons, which I have 
printed in a book with which this Committee probably does not want to be 

troubled, I believe that deflation in the sense of lowering the price level— of 
course it is an ambiguous term— is contrary to the public interest, and I go 
further than that and I say that even if  it were desirable, deflation at a rapid 
rate would probably prove socially and politically impossible in present 
conditions. I f  that view is accepted, we are left with a criterion which was 
explicitly adopted by M r Baldwin, on behalf of the Government o f the day, 
a year ago, o f maintaining the price level steady. But whatever answer we 
give to the question I have just raised, whether our object is deflation or 
stability, the method of the Treasury and the Bank o f England would be 
found in credit control rather than in currency control ;— if  only because 
currency control operates too late in the day to be effective. And therefore 
I think the function of any rule of currency limitation should be limited to 
the purpose of operating as a warning signal in the contingency, which one 
hopes will not arise, of credit control breaking down for any reason. So long 
as credit control is successfully conducted, the limitation on the volume of 
currency ought never to be operative; and if  you have a limit at all it is only 
as a second line of defence and as a thing which might possibly strengthen 
the hands of the central authorities in the event of a serious collapse of their 
deliberate credit policy. I f  you use the currency limitation in that way, there 
should clearly be a reasonable margin between the permitted maximum 
volume of the note issue and the anticipated actual volume of the note issue, 
assuming for the moment that the criterion of price stability has been 
adopted. You do not want the warning signal to come into effective operation 
except for a fairly grave cause. The unforeseeable moderate fluctuations of
tVio vrni 1 «rm 11 /\ nnf nr<int tn Kp rnmnlirotprl Kir t-Kic irmlant
i i i w  m a i  A w i  j  v ; u  n  v u i u  n u i  n a m  v v i  i / v  w m ^ / u v a i w u  x j j  1.1110 n u i v i i i  u a n g v i

signal,-—these you would deal with by the ordinary methods o f the Bank rate 
and credit control,

I should like to say, at this point, that I do not myself attach importance 
to having any maximum at all, because if credit control does break down 
badly the damage is already done and it can only be undone by regaining 
control of credit. I do not think, for example, that the United States at the

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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present moment suffers any danger or any inconvenience through having 
no operative limit to its note issue. There is, if course, a legal limit, but it 
is so very far from the actual issue that they are in just the same position 
as we were in a year or two years ago under the Cunliffe Committee, namely 
that the legal limitation is not a thing which enters into the calculations of 
the central authorities at all.

On the other hand, I do not see any very great objection to a maximum. 
It is a rule to which conventional opinion is accustomed, and I see that in 
certain circumstances it might act as a useful strengthener to the central 
authorities in endeavouring to do their duty. It is a thing intelligible to the 
public, to which the central authorities could refer when the reasons which 
actually govern them are more difficult to explain. I do not think it is of 
serious importance to the governing authorities themselves. I say that I see 
no objection to a maximum provided there is a margin sufficient to ensure 
that the limit will not be in fact operative unless credit control has really 
broken down, and also provided that the limit can be revised from time to 
time. I attach importance to this margin and to this power of revision, not 
only for the reasons I have given, but also because there is no constant 
mathematical relation between the level of prices and the demand for 
currency. Th e demand for currency depends on several things beside the 
level of prices; it depends, as has been long known, on the season of the year 
and on the briskness o f trade, and it also depends, to an extent which has 
only been fully appreciated lately, on the point reached in the credit cycle
r* n /I fh ivanaMfll a ̂  a A W a nf f» l ̂ 11 wn n/\i i a«mu Lilt auuuipdiiuiia ui me uuMiitaa wuiiu auuui. me iuiuie tuuiae
of prices. As an illustration of the extreme variability of the volume of the 
note issue in relation to the level of prices, in the two years between October 
1920 and October 1922 prices fell by 30 per cent and the aggregate note issue 
fell by 14  per cent It might be, therefore, that in a certain condition of 
business psychology, a certain point in the credit cycle, the existing note issue 
would support a very much higher level of prices than we have now. For 
those reasons it is extremely difficult to achieve any result, whether with a 
gold standard or price stability, by fixing the level of your note issue;— if  
the maximum limit is to be operative you have to change it constantly at 
each season in the year and at each phase in the credit cycle, and if  you knew 
enough to change the limit o f the note issue accurately you would know more 
than enough to regulate the currency in other ways. It is the most difficult 
conceivable way to attain any result, to try to do it by regulating the note 
issue, because you are acting on almost the last event in the causal train. When 
a tendency is set up to cause rising or falling prices, the very last thing which 
happens is the movement of the note issue. It is like conducting a post mortem, 
like postponing all diagnosis until the post mortem and prescribing that steps
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should be taken to look after the patient as soon as it is ascertained for certain 
that he is dead. O f course, also, the appropriate volume o f the note issue 

varies with the growth of wealth and population, and it also varies— a thing 
which may happen quickly or slowly— with changes in the banking habits 
o f the community. If, for example, the Treasury were to take off the stamp 
duty on cheques, that might very appreciably alter the volume o f note issue 
that was required to support a given level o f prices.

(c h a i r m a n ) Do you  really think that is so? O f course, it is an estimate. 
But suppose cheques were more freely used for small payments— if  you had 
not got to pay 2d. it might make a great difference.

In  so f a r  as notes are used in place o f  cheques, is it not because there are nom 
small notes, and fo r  that reason only, not on account o f  the extra penny duty? 
Before, yo u  had to have either a cheque or a postal order f o r  which you  had 
to pay. N ow  you can put yo u r hand into yo u r pocket and p u ll out you r ten 
shillings. Yes. I think that is why notes are used more now in that way, but 
my point is that if you take the stamp duty off cheques would be used.

I  wonder. That does not matter. M y  point is that you may have changes 
o f that kind in the facilities granted by banks or in the charges for them, 
which would make really a great variation in quite a short period in the extent 
to which people use currency notes for making payments. All this leads to 
the conclusion that if you insist on a fixed maximum for your note issue, 
this maximum should be appreciably higher— I should say by not less than 
15  per cent; and I think even that is running it rather close— than you 
anticipated actual note issue. You ought not to aim at having the compulsory 
powers any nearer actuality than 15  per cent. There is a good deal to be said 
in favour o f a margin of 20 per cent. A  limitation o f that kind would stand
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in the way of any serious inflation, such as has happened in many countries 
lately, or even such as happened in this country immediately after the War. 
It would stand in the way o f any serious inflation without operating 
accidentally and without purpose in interfering with the considered credit 
policy of the authorities.

I have spoken so far as if the method o f regulating our note issue would 
be in any case the method of a fixed fiduciary maximum. I agree with the 
Cunliffe Committee in thinking that a fixed maximum fiduciary issue is 
preferable to any of the other formulas in vogue in other countries. I f  the 
Committee is interested in any o f the other formulas which have been 
suggested, I should be glad to discuss them, but the traditional English view 
seems to me to have everything to be said for it.

M y  practical conclusions, then, are that I see no particular object in 
combining the currency note and Bank note issues. On the other hand, unless 
there was some special purpose to be served, amalgamation would involve
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a troublesome bargain between the Treasury and the Bank of England, and 
there is also one incidental point I should like to mention— Sir Otto 
Niemeyer will be able to say whether it has any importance or not. I think 
it is an advantage of the present system that the Treasury has control over 
the securities of the Currency Note Redemption Account. In these days when 
the Treasury has big conversions and redemptions to be carried through, 
and is concerned in big market operations, the fact that a considerable volume 
of Government securities o f one kind or another are held by what is 
technically known as ‘ Other Government Departments’, of which the 
Currency Note Redemption Account is one of the largest, and that the type 
of security held in those funds can be varied quite privately, that facility is 
really of great importance to the Treasury in its operations. I f  you regard 
the Bank o f England and the Treasury as virtually the same concern from 
this point of view, the change would not matter much, of course; but then 
I think you must make proposals of this kind on the assumption that these 
bodies are not necessarily the same thing. I f  they are the same thing, the 
whole discussion is of no importance whatever, but if this would mean that 
the Treasury would part with the control of the securities in the Currency 
Note Redemption Account to the Bank of England, I think it would be a 
retrograde movement. In the old days, when the amount of such securities 
was relatively small and when these operations were not being carried out 
except very infrequently, the matter was of no significance, but with their 
present magnitude and the operations the Treasury has in view in the next 
seven years, I attach a certain amount o f importance to this point, because 
in practice that is the chief result which would flow from the amalgamation 
of the two note issues as such. I cannot see that amalgamation would make 
much difference, except that you would be handing over the control of this 
great body of securities out of the hands of the Treasury into the hands of 
the Bank of England. That is my first practical conclusion that amalgamation, 
as such, is not important, but there is more to be said against it than for 
it.

M y second conclusion is that it is important to revise the present rule 
governing the volume of currency notes.

M y third conclusion is that if you wish to keep the general principle of a 
fixed maximum, that maximum at the present moment ought to be about 
mid-way between the maxima that were established for the years 1922 and 
1923, that is to say about 290 millions for the fiduciary issue of the Currency 
Note Account. I think that would be for the present a good practical 
compromise between various theoretical policies. As I have said, I should 
prefer no maximum ; I should depend for price stability or deflation on the 
efficiency of credit control. There is another incidental point of Treasury
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interest I should like to bring up at this juncture. Suppose you had no 
maximum for the currency notes in ordinary circumstances, this would have 
no importance unless there is a complete breakdown o f the central authorities 
over the control o f credit; but it might be a very important point to the 
Treasury to be able to issue an unlimited volume of currency notes when 
dealing with its redemptions and conversions. It seems to me that suppose 
you have some big conversion scheme for the big 5 %  W ar Loan, and there 
was a certain percentage of holders who would not accept the general terms, 
it is important that the Treasury should be able to pay them off in currency 
notes and beat them down to accepting the Government terms, because there 
is nothing they could do with the currency notes. I f  the permitted maximum 
was intended to be a serious maximum there would be no margin for the 
Treasury to do that. It seenis to rne that the Treasury should be able to 
threaten to pay off a remnant of 25 or 50 millions in currency notes, as 
otherwise you might have a single big holder, or a very small group of big 
holders, or just a collection o f people in the country, who could blackmail 
the Treasury in the most tiresome manner and possibly require special 
legislation. The loan is due on a particular date; these holders o f 50 millions 
of the security would say, ‘ W e do not accept your conversion terms; pay 
us off according to our bond ’ , and there would be absolutely no way whatever 
by which the Treasury could legally pay them off. I think the inconvenience 
of that, particularly the inconvenience o f the Treasury not having this 
weapon in reserve so that people could not even begin to talk in that way, 
is more important than the safeguard against the improbable contingency of
the credit control breaking down,— particularly because m y own belief is that 

if your first line o f defence breaks down your second line o f defence will break 
down simultaneously. It has nearly always happened in recent experience 
that the trouble has come through the first line o f defence breaking down.

 ̂ ■ e ■ ■ ?

through the authorities losing control of credit by reason o f their excessive 
Government borrowings or in some other way, and I am not aware o f a single 
example in which the first line of defence, that is to say credit control, has 
broken down in a modern community, where the situation has been saved 
in the slightest degree by having this second line of defence, a currency 
limitation. The rule of currency limitation is immediately waived. There are 
so many examples of that, and such recent ones, that it is hardly worth 
quoting particular cases.

In giving my practical conclusions, I should like to end up with one further 
point, namely, what my ideal system would be. M y  ideal system would be 
to hand over the country’s reserves held to meet a foreign drain, whether 
those reserves consisted of gold or foreign balances or whatever they 
consisted of, to the authority controlling credit, i.e. to the Bank o f England,
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and I should place on the Bank of England the entire responsibility of 
controlling credit and maintaining their reserves at such a level as to maintain 
the parity o f the standard, whether that parity was in terms o f gold, dollars 
or commodities ; and I would measure the failure of the Bank of England 
not by some arithmetical relation between the reserves and the note 
issue— which is a meaningless and quite illogical relation, since under 
modern conditions when the standard o f value does not itself circulate, there 
is no reason why the one should bear any particular proportion to the other, 
but by any tendency o f the standard to depart from its parity by more than 
the legal margin. That is the real fact of the situation for decades past. The  
relation of the amount o f reserves to the amount o f note issue is a fabrication. 
It relates to a system that existed a hundred years or more ago. It is kept 
up as a pure figment and no one ever works on these lines. Th e actual reserves 
you require are those necessary to meet unexpected fluctuations in your 
international position. There is no precise relation between the amount you 
require for that purpose and the amount of your note issue. The classical
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very familiar. It was not thought that the amount of the gold standard reserve 
ought to bear any particular relation to the note issue o f India or the 
circulation of rupees. Sir Lionel Abrahams used to work out memoranda 
showing what on balance was the maximum net payment India might have 
to make abroad in a given period of time, and that was the only logical way 
of arriving at the reserve. That is the only way o f arriving at the amount 
of reserve that the Bank of England ought to hold. I think it is a pure 
confusion to link that up with the amount of the note issue, and a confusion 
that may divert the authorities from their true purposes and may prove 
practically inconvenient. M y system would be to link up the amount of 
reserve with the credit controlling authoritv and to out the resDonsibilitv on--- ----------------------- P ------- — - - - j  -------

them to keep sufficient reserves to maintain the parity of the standard.
Having done that, I would issue without any arbitrary fixed limit such 

volume of notes as the state of credit required. Such issue would be 
automatic, and I would place it in the hands o f the Treasury. I would place 
it in the hands of the Treasury because the profit belongs to the Treasury 
and you would therefore avoid awkward questions and difficult bargains, and
secondly because it is helpful to the T reasury In their national debt
operations to have under their control the great volume of securities held 
against the fiduciary issue.

There are three points I would like to repeat. One is what I mentioned 
at the beginning, that the fixed upper limit to the note issue is much more 
dangerous in present conditions than in pre-war conditions, since a fixed 
fiduciary issue is now in practice the same as a fixed total issue,— a thing which
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we never knew before the war; secondly, that in modern conditions currency 

control is a relatively unimportant second line o f defence, the main line of 
defence being credit control— most o f the conventional maxims about note 
issues have relation to the conditions o f a hundred years ago and are empty 
words in relation to modern conditions. And thirdly, I would emphasise that 
most o f what I have said this morning would be the same even if  I were 
in favour of a hasty return to the gold standard. I do not think the subject 
matter of this Committee’s discussions is very much connected with the 
question of stability o f prices and the gold standard, because the only method 
of carrying out any policy is by credit control and not by currency control. 
It could only be a crazy person who would employ currency control for the 
purpose o f achieving a gold standard, because a refusal to issue a volume 
o f currency rendered necessary by the existing volume o f credit would merely 
be general bankruptcy, and the first and biggest bankrupt would be the 
Treasury.

( c h a i r m a n )  M uch o f  you r argument has turned upon the present conditions 
under which gold cannot flo w  in as it used to do in old times. Would you agree 
that what prevents gold flowing in is the fa c t  that i f  it flow s in yo u  cannot get 
it out again? I should say that what prevents gold flowing in is that there 
is no purchaser in England who offers so high a price as purchasers in the 
United States.

A t present there is an embargo on the export o f  gold?  Yes. I do not think 
that embargo is the cause of the lower price offered for gold here than in 
America.

What would be the effect o f  lifting the embargo on the movement o f  gold?  
Would you mean by ‘ lifting the embargo’ , lifting the embargo as regards 
gold held in private hands, or permitting holders o f Bank notes to take gold 
out of the Bank of England for export?

Taking gold out fo r  export. I  put aside gold fo r  internal currency, which might 
or might not be included, but restoring the fre e  market in gold fo r  export. Th e  
first effect would be that a considerable amount o f gold would flow, and the 
exchange would be immediately restored to parity. That would have many 
other consequences.

A s the effect would be in a very short time to send the exchange to pa rity , 
do you think there really would be a great drain o f  gold?  It does not follow 
that it would stay there. The immediate demand for gold would be limited 
to the extent to which the market was prepared to speculate on future 
requirements, and the extent to which the market would be prepared to 
speculate on future requirements would be smaller than what those future 
requirements would turn out to be. Th e market would never speculate to 
100 per cent, partly because it would not be worth its while, and partly
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because it would never have confidence enough to do that. Therefore, as time 
went on various unforeseen requirements for dollars would be set up by this 
greater cheapness of them, and if  no other steps were taken simultaneously, 
besides the removal of the embargo, to modify credit conditions and so forth,
I should say that certainly after a time all the gold would have left the Bank 
of England and there would still be unsatisfied demands. I f  you were to offer 
more gold for sterling and make no other change, the demands for gold at 
this reduced price for export to America would be bound in the end to swamp 
you. Therefore that policy would have to be combined with a drastic credit 
restriction. You would therefore have to face the consequences of that. One 
of the first consequences of the restoration o f sterling to par without any other 
change taking place simultaneously— I am assuming your instantaneous 
action— would be that all our exports would cost 12 per cent more in the 
world market than they cost now. That would mean in a great many cases 
that our export trade would be absolutely cut from under our feet for the 
time being.

On the other hand, there would be a correlative lowering o f  import prices o f  
raw material and fo o d ?  We should also tend to buy more, and the extent to 
which we should do that would depend on the confidence in this policy beir.g 
permanently successful.

I f  your raw material and fo o d  prices fe l l , would not that tend to prevent the 
rise in prices o f  exports which you fe a r ?  Not at once, because you would not 
have wages falling automatically 12  per cent. Take the coal or iron and steel
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the case of cotton goods the cost of the imported raw material in many cases 
is not more than about 30 per cent or something of that kind. So that a fall of 
10 per cent in the raw material would only mean a fall of about 3 per cent in 
the finished product.

/  put the question to you as i f  it were to be done with a stroke o f  the pen 
tomorrow; but now may l  go to what is more practical? The embargo expires 
on the 3 1s t  December 19 2 3 . What would you do under those circumtances? This 
leads into rather big questions.

We are unable to keep them out. I hold very strongly that the Treasury or 
the Bank of England— whichever you like— must, I should say in perpetuity, 
keep a hold over both the import and export of gold. I should favour a 
permanent system o f allowing both export and import of gold only by license 
of the Treasury or the Bank of England. That would mean that the rates 
at which gold was flowing in or out, and the level of prices and so forth, 
would be under their control. It might happen that for long periods together 
the licences would be granted to all comers without question, freely. You 
then have the advantages of the supposed free gold market. I have never heard
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what the advantages were, but they are often referred to. You would, at the 
same time, have no safeguard against being swamped with gold, which, I 
think, is the more likely contingency, or against suffering a sudden depletion 
of gold contrary to your policy. I see no reason whatever why the existing 
method o f controlling gold imports and exports should not be made a 
permanent policy. I think there is a great deal to be said for it.

I f  you announced now, or between now and next December, that you proposed 
to introduce legislation to prolong, or to make permanent, the existing control 
over the export o f  gold , do you think that would have any effect on the position 
o f  our national credit ? I think it would be unwise to say you would make 
it permanent unless you were at the same time announcing a permanent 
monetary policy in other respects. It would make people ask questions, and 
you would not know the answer to the questions. I f  you were merely to say 
that the existing arrangements are going to be continued for the present 

pending a final settlement of the currency policy, I think the effect would 
be nil. The number of people who are aware that this expires on a certain 
date is almost limited to the people in this room.

Do not you think that a great many people on becoming aware that it is 
necessary to prolong it would treat that as rather a serious declaration, rightly or 
wrongly? Would not they regard it as a confession on the p a rt o f  the British  
Government o f  economic weakness? It would be a confession that it was not 
absolutely certain that we could return to the gold standard by the 1st 
January 1926. Th e opinion that we shall return to a gold standard on the 
1 st January 1925* is hardly held by anyone. That being so there is no reason 
to say anything particular just at present.

I t  would have to be said next y e a r?  This seems to me a question 
consequential upon other policies. I should pursue whatever was my
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when all my other policies had led to the result that the embargo was o f no 
importance. Personally I should prefer to keep the embargo on even though 
it was not operative, as a safeguard.

I t  is an essential part o f  you r views that we ought not to attempt to restore 
the old parity o f  the sovereign? No, that is not an essential part o f my views. 
M y own belief is that the policy I advocate— price stability— would almost 
certainly lead to a restoration of the parity o f the sovereign, because I find 
it very hard to believe that American prices will not rise in time, unless they 
do improbable things. I am really at one with almost everybody on that point. 
I am against hurrying the day, but I regard it as probable that if  we 
concentrate on a price stability policy we shall probably find ourselves at no 
very distant date at par. Th e peculiarity o f my policy is limited to this, that

* This is what I said. There was a confusion about dates.
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having got back to par I should like to accept the import of gold only by 
licence of the Treasury. That is to say, suppose there is a big wave of inflation 
in America which carries us back to par, I do not want to be carried on by
that inflation. i  ne advocates oi m e goiu stanuaru tninx it is very important
that we should share in any inflation going on in the world generally. I want
tr\ cfnn t-hot nm nt artrl T flrnllf it ic Atrlirvarilv m gu  t-n cfnn <it tli-if
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point because the only way in which we have to alter our pre-war or present 
currency system is by saying— it is not a question of the import o f gold— that 
the Bank of England should be the only party authorised to deliver gold at 

the Mints.
You would relieve the M in t o f  a ll obligation to coin at a fix ed  price?  

For all comers.
(s i r  o t t o  n i e m e y e r ) A n d  relieve the Bank o f  the obligation? And I 

should also relieve the Bank o f the obligation to buy gold at a fixed price. 
I should leave the Bank free to raise or lower its price. W e should then be 
our own masters. I f  we did not want to share in the inflation that is 
hypothetically going on in the rest of world we should keep our prices stable.

(c h a i r m a n ) M a y  I  put a question in what I  hope is a practical fo rm ? Do 
l  understand that, from  your point o f  view , we derived , as a nation, no advantage 
before the W ar from  having an absolutely fre e  gold market as contrasted with, 
say, the nominally fre e  gold market o f  Germ any which, in fa ct, was a controlled 
market? The advantage we gained— you may call it consequential on 
that— was that our effective gold points were narrower than those o f certain 
other countries such as France and Germany, and that made short-term loans 
and lendings on the London market by and to foreigners an operation more
cile/'ftntiKIa  tn tim^l 1 in tha To r \ f  /Itocm in f t U  <in it1 rnti Irl Ka  i f  tkp
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gold points were rather wider; but it resulted not from the free gold market 
as such but from the narrowness of the gold points, and my policy would 
be that the Bank of England should announce limits corresponding to gold 
points for periods from time to time covering short loans. I think you can 
get the advantages of security in the minds of international borrowers and 
lenders if they have confidence in the rate at which they can get their money 
backwards and forwards by other methods than by the reception of gold in 
unlimited amounts. I think that the advantage of London was the certainty, 
over a period of three or six months, of the rate at which you could get your 
money in and out o f England. That policy was contingent on the fact that 
almost the whole world was on a gold standard. I f  only a small part of the 
world was on a gold standard, that remains an advantage but a less extensive 
advantage. I think at present, under post-war conditions, which are different 
in very many respects from pre-war conditions, the danger of the pre-war 
system would be that New York, at certain times when money was very
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redundant as it may easily be under their present Federal Reserve System, 
would dump a lot o f short money on London, relying on this way o f getting 
it out again, so that any tendency towards inflation in America resulting from 
unduly cheap money would be at once reflected here in a way that we might 
not like at all. It would not always be an advantage to be a dumping ground
fVir* -i A mrtnûtr tirîtK nn KcaIi i /riiArAnfA/i f k #■ tliAir />nn Irlivu  a pvi w v iu  l  uiivi ivan nuu an <*L/ovj*v*trV ^uatanivv uiai uivj wuiu

take it away at any moment. W e should not know what to do with it. It would 
force our domestic rates down eauallv low. I think the absolute linkine un
of the London and New York money markets, while that has great 
advantages, is not such a safe thing as it used to be. In the old days the amount 
of floating funds in New York as compared with the size o f the London 
market was not so menacing, as it would be now. One o f the points o f my 
policy is that, whilst I think there are other devices that the Bank o f England 
can introduce for giving certainty to the market, the particular methods that 
secured certainty before the War are now dangerous.

(sir  j o h n  b r a d b u r y ) M r Keynes, do you, under present conditions, attach 
any importance at a ll to the fluctuation in the amount o f  the reserve in the 
Banking Department o f  the Bank o f  England?  You mean consequential on
more Bank notes going into circulation?

The traditional pre-m ar policy o f  the Bank o f  England mas to determine the 
credit policy o f  the Bank mith regard to the movements in the reserve in the 
Banking Department. Under modern post-mar conditions, do you attach any 
importance at a ll to those fluctuations as an indication fo r  the purposes o f  
determining the credit policy?  At the moment when gold cannot flow in and 
out, none whatever. I f  gold flowed in or out, while I should attach some
importance to the state of the reserve as one o f the indications, I should 
not make it the sole criterion as under pre-war conditions.

One o f  the arguments fo r  amalgamating the tmo issues is that the fluctuations 
in the volume o f  currency notes as mell as the fluctuation in the B a n k  notes mould 
be reflected in the movements o f  the reserve o f  the B an k o f  England?  T h ey are 
published every week now, and anyone who wants to know can make the 
calculation. That seems to imply that the Bank is so unacquainted with 
arithmetic that it is incapable of adding the two together.

I  think you misunderstood the purpose o f  my question. N o doubt the necessary 
calculations can be m ade; but the B an k o f  England , like other institutions, is 
susceptible to public opinion. I f  a variation o f  the B an k rate has to be ju stified  
to the public, to public opinion, the only justification before the W ar mas that 
the increase had to be effected to protect the reserve o f  the Banking Department. 
M y  question rather is this : do you think in public opinion the old idea o f  the 
fluctuation o f  the reserve being an important barometer is a matter o f  any 
importance? O f very little importance. In so far as it is a barometer, I think
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it acts too late. I f  the Bank waits to put up its Bank rate, until it can have 
this justification for the public it will always put it up too late.

M y  point is this. S o  to speak me have nom tmo barometers— the Treasury 
returns o f  the currency note issue and the ordinary Bank o f  England return. The 
skilled meteorologist has to compare the tmo and make the calculation from  them. 
Would not there be some advantage, so to speak, in having only the one barometer 
by amalgamating the tmo, mhen the currency note return mould be in the Bank  
o f  England return? I agree that to anyone at all skilled the business of adding 
the two together does not represent any difficulty. There are various financial 
weeklies which do the sum for the public every week. I f  the object is to make 
the public attach greater importance to it, I think it is obviously dangerous. 
I think it is dangerous for the public to say to the Bank of England, when 
the Bank wants to raise its rate, ‘ W hy are you hampering trade when your 
reserve does not show any fluctuations’ . I think it would be better that they 
should act in good time, and therefore to concentrate public opinion on the 
indication, which is a late-in-the-day indication, will weaken the Bank’s 
position.

Is not it true that fo r  the determination o f  credit the consideration o f  the Bank  
o f  England return, taken alone, is entirely useless? Taken alone, useless.

For the purpose offacilitating the consideration o f  these problems, could there 
not be something to be said fo r  having, so to speak, an amalgamated return o f  
the tmo? I think it would be just as useless.

(c h a i r m a n ) M a y  I  ask M r  Keynes this question? What are the indications
upon which, m you r opinion, the B an k ought to act? S et  aside fo r  the moment
whether the relation o f  the reserve to the note issue is o f  any importance from  
the point o f  view  o f  helping the public. What are the actual indications, arising 
long before that comes into operation as I  understand, upon which you think the 
Bank ought to act? M ay I illustrate that by what I should say about the Bank 
rate at this moment, which is very much under discussion. A t this moment 
I should pay great attention to the ease with which the Treasury was able 
to get its dollars over the exchange. I should watch the level of prices in 
America. I should watch changes in the form of the assets of the ‘ Big F iv e ’ 
[clearing banks] as between advances, investments and discounts. I should 
watch the open market rate of discount. I should watch the new issues market, 
particularly the foreign new issues. Suppose that now or in the next three 
months I found that the Treasury was finding it difficult to get dollars, if 
I was told by bankers that cotton and wheat bills were coming on the 
exchange in heavy volume, if I saw American prices on the upward move 
rather than otherwise, I should be strongly inclined to put the Bank rate up. 
I should take into account the relative money rates here and in America, but 
I should take into account not less the money rates in Germany and France.
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Supposing that the Dawes Report was to go through, so that confidence was 

increased, I should pay then more attention to high rates on the Continent, 
because I should think the political risks being reduced the English market 
would be more ready to take advantage o f the high rates for money obtainable 
on the Continent. I f  all those indications, or a great many o f them, were 
adverse, I should anticipate a combination o f sterling exchange falling and 
American prices rising, and that combination would be almost certain to 
engineer a rise o f nrices here, which— Dossiblv months later— would show-------c?------------------ - - ------------ — x---------------- > *■ *  ---------------

itself in an additional issue o f currency notes. But if  I waited until the 

currency notes were pouring out as the final result o f all this and let my 
exchange go against me in the meantime, and let the new issues market go 
on lending to N ew  South Wales, and the private loan market go on lending 
to Austria and Germany, I should be in the soup. M y  only way out would 
be to try and bankrupt a lot o f people.

(sir  Jo h n  b r a d b u r y ) I  want to put this question to M r  K eynes on the 
credit policy, I  take it you hold the view  that the purchasing power, the unit 
o f  value, in this country ought to be determined entirely by whatever public 
authority controlled the issue o f  credit. Yes.

Correct me i f  /  misinterpret you. You do not under present conditions regard 
any kind o f  link with the commodity value o f  gold as a practical method fo r  
controlling prices, or any kind o f  link with exchanges? Well, I do not go as far 
as that. There are various compromises that are possible. One o f the great 
objections to the gold standard is that I think that as time goes on, with 
methods of economising, gold will tend to be redundant, and one o f the things 
I want to be protected against is inflation due to the depreciation o f gold. 
I f  my opinion as to the relative abundance of gold is correct, a system of 
free convertibility into gold would be harmless. What we should require
i i r m i l / 1  K a  rt o i r o t o m  r t f  I f / V o n r m / t  t K A  i t v s n A f t 1 m.'C / I  f n * *  a i » ••••An a i t  a a  f l t / k f  i t f l t a Mnuuiu uu a ojaivui ui uuvu^mg tuv im^ui 1 ui guiu lui \_uii au LiutL wiivu

gold had depreciated in value we could lower the price o f gold in terms of 
sterling, and we should then obtain for one nniind sterliner m ore ernld than-----------------------07 - - -------------- - ------- ----------------------------------------------------r --------------------------------------------------C7------------------- ----------------

its equivalent on the pre-war basis o f £ 3 .1 7 .1 0  per oz.
Would it be correct to say then that you think that the unit o f  value in this 

country should be maintained by credit control, plus the taking into account o f  
various economic causes and tendencies, o f  which no doubt gold value should be 
one, but possibly not the most important? That is correct.

O f  course that credit control becomes a very  delicate operation? I do not think 
this difficulty is affected by what standard we adopt. I hold that the methods 
of credit control employed would be identical under my suggested scheme 
and under a gold system. When you have the credit system and no gold 
circulating I think the methods employed do not depend upon the aim, but 
are substantially the same whatever your aim.

M a y  I  put the point I  want to get at in this way. The pre-w a r practice I
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take it regarding this very delicate operation o f  credit control, which you say 
must take place at a very much earlier time, before the currency limits come into 
operation, was left prim arily to the B an k o f  England. On the other hand, the
fî/Tfll»lywfi'fv n ff//T«// m/7 c finer ^ro»,/,»w n/1 ffc rira d i f  rn+%tm] m it  U f h n t  n t n /f
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currency system o f  the country, i« the background i f  you like, a menace in
regard to which their policy must be developed. N ow , the question I  want to put 
to you is this. Supposing we got rid  o f  that menace, the ultima ratio o f  the 
currency control, or made it more remote, would you think that the duty o f  credit 
control could properly be left entirely to the B an k o f  England, in consultation, 
o f  course, with the Treasury and other people? I should reform the constitution 
of the Bank of England in certain ways. I think I should develop the power 
of the Bank’s Committee of Treasury. [One] might make the representation 
of the Treasury rather more formal than it is at present. There has been a 
great change since the war in the relations between the Bank of England and 
the Treasury. I should leave it ostensibly to the Bank of England and should 
develop the power o f the Committee o f Treasury.

You would leave the B an k form ally  a private institution, and allow it to 
exercise its control without any external control? I do not regard it as a private 
institution. I regard it as one of our Heaven-sent institutions by which 
through anomalistic methods we get the advantages both o f a private and 
of a public institution.

I  said ‘form ally  ’ I think I would meet criticism by making a little clearer 
the relations between the Treasury and the Bank o f England.
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fo r  him self and his successors the responsibility fo r  the alteration o f  the B ank  
rate? No. I think that the function of the Government and of the Treasury is 
to determine the policy, whether it is to be a gold standard or whatever it is 
to be, but the the technical means of achieving that ought to be left to a body 
in the position of the Bank of England.

(sir  JOHN b r a d b u r y ) There is one point on which I  want to put a question 
to you. One o f  your arguments in fa vo u r o f  the policy fo r  a fix ed  maximum fo r  
the fiduciary issue was that i f  the Treasury had power to issue Treasury notes 
in any volume it might facilitate operations in connection with the conversion 
o f  the public debt. Do you regard it as entirely consistent with the contract between 
the bondholder and public creditors o f  this country generally that that kind o f  
pressure should be brought on the bondholder, i.e., that emergency currency should 
be made fo r  the purpose o f  giving advantages to one party to the contract— the 
Government—-as against the other party?  I should regard it as perfectly proper, 
provided that the Treasury were offering a fair bargain. I think it would be 
iniquitous to use this weapon to enforce on the bondholder a manifestly 
unfair bargain. I am considering a case where the great mass of the 
bondholders have agreed that the offer is a fair one. It is to protect the
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Treasury from the blackmailing power o f persons who demand that they shall 
be paid back.

(s i r  o t t o  n i e m e y e r ) I s  not that a part o f  their rights under the contract?
1 think the propriety o f using this weapon would depend upon the actual 
bargain you made.

(c h a i r m a n ) It  would be a tremendous power to put in the hands o f  the 
Chancellor o f  the Exchequer or the Government fo r  the time being. It was a threat 
that Goschen used, and there were some people who were inclined to think 
he was driving a hard bargain.

(s i r  j o h n  b r a d b u r y ) W hat he threatened was to p a y  them in gold?  It is 
the same thing.

(c h a i r m a n ) I s it the same thing as paying them in currency notes? So long 
as you maintain the value o f your currency notes.

I f  they could issue 20 millions o f  currency notes fo r  the purpose o f  paying off, 
would the value be retained? You offer them as good a bargain as they can 
get from anyone else. Supposing you were offering a conversion loan at
2 per cent and there were plenty o f good securities at 5 per cent, o f course, 
then they will defeat you. I f  you offered them a fair market price they would 
have to come to your terms. It would not suit them to buy goods. I do not 
think the threat would be used. I think the reserve power of using it might 
be of some importance.

(sir  o t t o  n i e m e y e r ) On this last point, i f  you  assume a case where, say, a 
third o f  the bondholders had to be p a id  o f f  by notes in the way yo u  suggest, would 
not the effect be to penalise the other two-thirds who accepted yo u r terms? I  am 
assuming that you had to put this into force?  Yes, but I think that really assumes 
it is an unfair bargain. I think if you had one-third of the bondholders of 
a big issue demanding payment, I think that would be a proof that the bargain 
offered was an unfair one.

I  am putting it as an extreme case, but pro tanto i f  one had to issue fu rth er  
notes, the effect would be, to that extent whatever it m ay be, to depreciate the 
value o f  the securities which you are giving to the two-thirds who had accepted. 
Let me put a case the other way. Supposing you had a single big insurance 
company or a big bank which held 25 millions of a loan which is falling due, 
and you offered them in exchange securities which were the equivalent of 
the market rates at the moment. I f  they said ‘ Unless you offer us y per cent 
better we shall want payment in cash ’ you would have no means of paying 
them off. I f  this company were prepared to take payment in bank credits, 
cash at the Bank of England, there would be no difficulty, but suppose they 
were blackmailing and insisted upon payment in cash which they are entitled 
to, then you could not get that cash.

You suggest this power should be kept as a weapon fo r  dealing with debt. You 
would limit it to that purpose. Would you  be able to do so? I do not think there
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would ever be a question of it in any other circumstances, unless you lost 
control of credit. It would operate exactly in ordinary circumstances as a limit 
which was comfortably above your note issue. It is a very secondary point.

M y  point is rather different. In  the case you are putting the state has a large 
debt to p a y  which she cannot raise money to pay, and this is the means o f  escape. 
Supposing the state wanted large sums o f  money fo r  other purposes, would you  
get the same principle applying?  I should call that a complete breakdown of 
credit control.

You think you could distinguish between the two cases. You think you could 
confine the use o f  the power to the case o f  debt repayment? I do not think there 
would be any difficulty in saying which was one case or the other.

(c h a i r m a n ) Do you think you can trust the Chancellor o f  the Exchequer 
not to f i l l  his Budget deficit or fo r  the purpose o f  his favou rite scheme to use this 
i f  he has it?  I do not think there are any means of strapping down a really 
wicked Chancellor of the Exchequer.

Well, you would try to stop him as much as possible? No. I should try to 
throw him out of office. On your assumption that there might be a Chancellor 
of the Exchequer who was borrowing by inflationary means, he would net 
do it by actually paying out currency notes. He would borrow on terms tha 
led to inflation of credit and did not represent real savings, and would be 
exactly similar to any other inflationary movement. M y opinion is that if you 
had a Chancellor of the Exchequer with these wishes, the operation of the 
limitation of the currency note issue probably would not come into effect 
in his time anyhow. T o  depend on that for checking your Chancellor of the 
Exchequer would be depending on a remedy that comes much too late.

(SIR o t t o  n i e m e y e r ) D on’t you think you perhaps put the point about the 
issue o f  currency notes a little high? I did not mean to put this secondary point 
at all high; if  I did, I withdraw it.

I  wanted to be clear. L et me put my question in this way. A s  you know, the 
main assets o f  the Currency Notes Account are not convertible loans ; the main 
assets are short-term securities suck as Treasury bills. N o doubt that could be 
altered, and o f  course there is a certain convenience in having this power fo r  the 
purpose o f  conversion, though the Government controls very considerable other 
funds, as you know such as savings bank deposits. S t il l  as you said, in so f a r  
as the Currency N ote Account is concerned the power is useful. A n d  yet, i f  they 
were held on B an k o f  England account they could be used by agreement with 
the Bank. I  do not know how high you put this. Well, I do not think my opinion 
is worth very much, because I do not know how this thing works out in 
practice, but it seems to me, for example, that the Treasury should have large 
resources for paying off issues at maturity and in advance o f their maturity.

There are the powers they have under the N ational Debt Acts and the deposits 
in the Post Office Savings Bank. I have no information as to the relative
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importance. I f  it is rather smalt, the importance is less, but the aggregate 
of the assets in the Currency Note Account are so large that I should have 
thought they would be o f very great help in certain circumstances. T h e really 
difficult moment has not arrived yet.

The assets are roughly the same as the Savings B an k Account?  I should think 
they are important. Hitherto you have been dealing with rather small 
conversions, but in the future, between now and 19 3 1 , you have some 
enormous transactions to carry through, and I should suppose that it would 
be technically helpful in spreading your operations over a long period to have 

all these reserves.
You would agree that the issue having been transferred to the B a n k, yo u  would 

get very much the same result in practice?  I said that if  the Bank could be 
considered as the same thing, the whole of this discussion is not o f very much 
importance. It is merely a change of name.

YOU SÜÎU yoU  wcr€ Ifi jàV ôU f o f  SÎTçtîgîhcfitrîg the CGfitieCÎlGîi between the

Treasury and the Bank. Would you  go on to say there ought to be a Treasury 
representative on the B an k Court, as there ts in many other foreign  banks? I 
think that the Financial Controller of the Treasury ought to be in very close 
touch with the Committee of Treasury at the Bank without having any power 
of veto. Whether that is best achieved by making him an ex-officio member 
or more informally, I think those in closer touch could decide better than
I.

You do not suggest that the Treasury or their representative should have the 
power o f  veto? No. I think the Treasury should only come in, in deciding 
what should be the parity of the standard. I do not think the Treasury ought 
to have a final voice in the method of obtaining parity.

/  think you also said that one o f  the difficulties o f  amalgamation would be 
the precise bargain with the Bank o f  England. You remember that in the Cunliffe 
Report it is suggested that the B an k o f  England should surrender a ll their profits 
on the note issue. Assuming one was working on that basis, do you think there 
would be any great difficulty in negotiating with the B an k o f  England?  It is not 
always easy to say what the profits of the Bank o f England are.

The profits on the issue? Even that. Th e assets of this very large fiduciary 
issue would necessitate an amount o f shifting of the particular assets between 
this fund and the total assets of the Bank o f England. I f  you try and draw 
up a formal contract in these matters, which you are quite sure cannot operate 
disadvantageously to the public interest, you will find it very difficult. The  
Bank of England often for other reasons has to hold a certain amount o f assets 
that are not very lucrative.

B u t it would not hold such assets as against the note issue. W hy not?
Well, I  am assuming that against the note issue they would have to hold 

Government securities. What kind of Government securities?
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You would hesitate to leave to them the choice? Take the simple point that 
the Bank o f England should have a mixed bag of securities— some short-dated, 
some long-dated, and some intermediate-dated. Th ey do not all bear the 
same rate of interest. I should also think it is desirable that the Bank should 
have the power of moving securities backwards and forwards between its 
various accounts, so that the particular yield of the securities it holds against 
the notes is not necessarily an accurate measure o f the advantages which the 
Bank o f England gets from this. Again I do not attach great importance to 
this, unless there is something to be gained by it. I think these bargains are 
difficult to achieve. After all, the Treasury has had experience of bargains 
with the Bank of England and it is not easy to know exactly what the profit 
is.

You said there was no means ofreducing the fiduciary issue? O f the aggregate.
The two put together? Yes.
Theoretically, you can increase the issue by buying gold?  You could not in 

practice.
It  would be too expensive you mean? Yes.
It  could be done at a price, but the price would be unreasonable? Yes. It would 

be a silly thing to do.
I  am not questioning that. I t  could be done.
(mr  f a r r e r ) You made a great point about price stability, i.e., price stability 

measured in sterling? Yes; measured in sterling.
I f  there is a great movement ofprices outside this country, /  suppose that you  

would say that is a ll regulated then by the course o f  exchange. Yes.
So  that i f  you insisted upon maintaining price stability in this country, you  

might have a considerable variation in exchange and price movements outside? 
I f  there are considerable price movements outside. Supposing America was 
to indulge in a reallv bis inflation and we did not. sterline would rise auitew j  j u j a

high above parity.
You would put price stability in this country as more important than exchange 

stability? Certainly. I think it would be better, both from the point of view 
of immediate internal conditions and our ultimate credit, that we should not 
follow America in any inflation that she indulges in.

O f  course, it might be with other countries? There would only be a 
fluctuation in the exchange if the other countries had lost control of credit. 

I think it is disadvantageous to engage ourselves beforehand to share in any 
debauch that the rest of the world might be involved in.

That would involve possibly very big fluctuations in the exchange? Only if  
you were avoiding very big dangers o f inflation.

Coming back to the rather practical point o f  this credit control, you gave M r  
Chamberlain a great many reasons which ought to influence the Bank o f  England  
Directors in making these changes. Do you think from  past experience, looking
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over the last fo rty  years, that me have had a breed o f  people mho are capable 
o f  taking a ll those considerations and acting upon them, or do yo u  think me shall 
have to breed a superman to do it?  M y memory o f events does not go back 
forty years, but I do not foresee any particular difficulty with it. I should 
not entrust this to the whole body o f the Court.

You do not think you are anticipating Paradise in yo u r suggestion. No. I am 
not changing the methods. I f  the Directors o f the Bank o f England are as 
stupid as some people think they are, our currency will break down in any 
case. I do not regard my system as intrinsically more difficult. W hat is more 
difficult is to manage a credit regime under which gold plays no part in 
circulation as compared with the medieval system when it was otherwise. 
That is where the difficulties come. Th is change, which I propose, I do not 
think complicates the task, and I should not have the smallest hesitation in 
thinking that there would be always half a dozen persons in the C ity well 
competent to look after it. Once they had started it, they would not find any 
particular trouble.

O f  course, you have to educate you r public as mell as yo u r C ity  men. You 
have got to have the great mass o f  the people a ll through the country more or 
less understanding what their policy is. I think the policy is very easy to 
understand whether it is the gold standard or price stability. Th e difficulty 
is to understand the technical means o f achieving it, and that has never been 
understood by the general public. There are two types o f banking ability, 
the type of ability of understanding customers and not lending more than 
one ought to particular individuals, and on the other hand the central banking
mind. You have the type of people who have risen in the world because of 
their capacity in the first direction, and then later in life they are put into 
this entirely different sphere o f central banking. I should have said that at 
all dates there have been a considerable number of first-class men of the 
skilled central banking type of mind. It is on them I think that you would 
have to draw. I f  one reads the literature on the bimetallic and other past 
controversies, I think it is remarkable what an immense amount o f ability 
of this type always has existed.

I  suppose you mould agree that both as regards credit and currency, the 
ultimate basis o f  everything is production. Unless me go on producing and selling 
at a profit me shall break domn? That is the basis o f wealth which is the 
ultimate thing. It is not the basis of [the] price level. You can have a high or 
low price level with any conditions o f wealth.

(c h a i r m a n ) Following on the question M r  F a rrer put as to the amount o f  
ability required in the B an k o f  England fo r  this, you mould agree that the 
ordinary manufacturer, the merchant, even the ordinary exporter, is not a great 
student o f  these problems? Yes.
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Certainly the producer very often has very little knowledge at a ll, i f  any, o f  
the method by which his accounts are really settled fo r  sales or purchases effected? 
Very often not.

Do you not think he w ill be much more puzzled with a stable price and a 
fluctuating exchange than he would be with a stable exchange and a fluctuating  
price level?  No, I do not think so.

M a y  I  say w hy? The price level w ill be fo r  him the level o f  the goods in which 
he is dealing. I t  is true that his knowledge is centred on what he knows most about. 
The exchange, on the other hand, is a thing that he knows less of. H e , therefore, 
wants to eliminate the possibility o f  what he intends to be a sale becoming a gamble 
in exchange. At present the price level of his particular commodity is made 
up of the movements of that commodity relative to other things, in regard 
to which he may be assumed to be an expert, and movements of the general 
price level of which he knows nothing. M any of the disasters of recent years 
have been due to the fact that the particular dealer in a commodity wras at 
fault in the second, while being quite right in the first. With regard to 
exchange fluctuation, that only influences him in certain portions of his 
dealings, and by dealing in the forward exchange market he can hedge against 
it. You have the forward exchange market, through which he can insure 
against movements of the exchanges, but a forward market in commodities 
by means of which traders can insure against the risk of movements of prices 
is limited to two or three of the very biggest trades. W hy I want price stability 
is that it will minimise disastrous losses to traders through no fault o f their 
own, through events which were quite beyond their cognisance.

(c h a i r m a n ) Thank you very much.

The witness withdrew.

After Keynes gave his evidence to the Committee and presumably in 
response to the trend of the questioning, as well as in response to recent 
speeches and articles by Sir Charles Addis, Sir Robert Kindersley and 
Walter Leaf, he took to the columns of The Nation.

From  The Nation and Athenaeum, i g J u ly  19 24

T H E  P O L I C Y  O F  T H E  B A N K  O F  E N G L A N D

I. The new threat o f deflation

In recent weeks two influential directors o f the Bank of England, 
Sir Charles Addis and Sir Robert Kindersley, and the chairman
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of the Westminster Bank, D r Leaf, have advocated an immediate 
policy o f deflation with the object o f restoring sterling rapidly 
to its pre-war parity with gold,— thus reversing the policy of 
M r Baldwin’s ‘ non-flationist1 speech of just a year ago, in which 
he declared that the right policy was to do all in our power to 
keep prices steady and on a level.

O f these three authorities only D r L e a f explained details. His 
ideas of financial strategy are on the same general lines as 
M. Poincaré’s and would prove about as successful. He believes 
that the problem o f the exchanges can be solved by a temporary, 
violent agitation o f the speculators. M . Poincaré’s remedy for 
the franc was to cause the bears to rush for cover; D r L e a f’s 
remedy for sterling is to excite the bulls to rush into the open. 
He thinks that to attract floating funds to London and to cause 
a belief that sterling is going to appreciate will do the trick, 
without, apparently, other fundamental adjustments. It was 
alarming to discover the Poincarist mentality in high quarters 
here, but reassuring to find a little later that D r L e a f’s light
headedness was not widely shared in the City.

For a few days Dr Leaf enjoyed a quasi-success in the daily 
newspapers. M r Snowden, indeed, still sits on the fence, 
remarking that he must not ‘ rush in where angels fear to tread 
telling a story that ‘ only two men understand the foreign 
exchanges, of whom one is dead and the other in a lunatic 
asylum’ , and declining to be drawn into a discussion; disap
pointing confessions from a Labour Chancellor o f the Ex
chequer concerning an issue which almost all authorities from
flip n n liffp  Am m iffAP nt*P ^rrrpp/^ m  nc
I-11V V J U 1 A 1 1 U V  \ J U l i l l l I l L l V V  V /1 1 H  f t l U O  U I  V  V V U  111 1 V ^ U l  U l l l ^  U ü

vitally relevant to employment. But in other quarters clear and
A n .̂1,1 , T A l  «  AM HTL A UrtiJ AMu c t i u c u  v u i c c s  w c i c q u i ^ K i y  r a i s c u  i n  u j j p u & i u u i i -  i i i c i  c u c i d u u u

of British Industries petitioned the Bank of England to hear the 
views of industry before acting. The ‘ Big F iv e ’ , led by the 
Midland Bank, are believed to have urged caution. The weekly 
press (for the division of opinion nowadays on really important 
issues is often not between parties, but between the daily press
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and the weekly press)— The Nation, The Spectator, The New 
Leader, and The New Statesman— weighed in with unanimous 
protests.

It is probable that for the time being the deflationist 
movement is scotched. To embark, indeed at this time of year 
and with the present tendencies o f employment and sterling 
prices, on a campaign o f rapid deflation to the extent o f 10 or 
12 per cent would be a crazy policy. In the early stages the 
excitement o f the bulls might provoke a rapid upward movement. 
But before the final goal was reached, many other difficult and 
injurious things would have to come about. Let us consider— for 
the fortification o f our position— four of the broad consequences 
of raising, deliberately and rapidly, the real value o f our 
monetary standard by io per cent.

i. The real burden o f the national debt would be raised io 
per cent,— equivalent to nearly £40,000,000 on to the Budget;
fur the payment o f the fixed money interest on the debt would
mean a greater real sacrifice by the taxpayer. This would come 
about by the revenue falling along with prices, whilst expenditure 
for interest charges would be unaltered.

2. Money wages throughout industry would have to be 
forced down by 10 per cent. This would not mean any reduction 
in real wages. Nevertheless the disturbance to industrial peace 
can be easily imagined.

3. I f  the improvement in the exchange value o f sterling were 
to precede, and move faster than, the adjustment o f internal 
prices, the cost to foreign purchasers of our staple exports, coal 
textiles, and goods o f iron and steel, would have to be enforced 
by depression and increased unemployment in our export 
industries.

4. All producers o f goods would receive warning that their 
commodities would (on the average) depreciate in price during 
the period o f production, so that they would be better advised 
to cease or curtail output for the time being. All prospective 
purchasers of goods would be told that they would buy cheaper
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by waiting and withholding their orders. All persons and 
companies contemplating new capital developments would put 
off their projects. F  or the fear o f falling prices is bad enough ;— the 
certainty must aggravate unemployment and retard productive 
activity.

A cheerful programme ! Is it appropriate to the aspirations of 
a Labour Government? Would its execution enhance the 
prestige and the authority of the City? Would the public fall
rirturn oncl H/nrcfiin flip crnlrl cfranrlarH with ffratitnrlp anrl awp?
W\/ Tf AX UXJiU TT \/l L/ltXk kVIVI LFkUXAUfc

These results would not follow from a rise o f the sterling
_________—  u — i f  : c  * u  • <1 ITTA4* rt 1 ♦- nl ttfL  t L «t n

C A t i m u g ç  1 1 1  î i d ç u ^  1 1  t i i i d  w u t  u i u u g i i L  a u u u i  a i u w i )  \ j y  t u c

depreciation of gold, that is by rising prices in America. But they 
are the admitted results o f a declared programme o f forced 
deflation.

A  new theory can never win its way in the field o f practical 
affairs unless it is illuminated by vivid facts and supported by 
events. Those who subscribe to price stability as a deliberate 
policy are still in a minority; but recent weeks have shown what 
a weight o f popular opinion, when it comes to practice, is thrown 
on their side.

II. The Bank rate

The policy o f monetary control will be done an ill service i f  we
allow the instrument o f Bank rate to become associated in the
nn hi ip  m inrl w ith  flip li ifp /1 h a Iip u  n f  H pflitiA n Qnnnpr nr
^ruv/nv m m u  TT itll V11V llMWM WA UVUULlUli. MV/V/llV* VTA

later— and perhaps fairly soon— a higher Bank rate may be 
required in order to preserve our position. When that time 
comes, the Governor o f the Bank o f England will need all the 
support he can get. There are always strong natural forces 
tending towards inflation. On this occasion monetary reformers 
have had to throw their influence against the fanatics of 
deflation, who would like to cut us with knives ; next time it may 
be on the other side— against those who would intoxicate us with
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inflation. One has only to look back on Bank rate policy since 
the War to see that most harm has been done by not putting up 
the Bank rate soon enough.

It would be a serious blunder to raise the Bank rate now,— and 
a disastrous one if  it was to be interpreted as a first move towards 
deflation. But I appreciate the underlying trend of events which 
is causing responsible authorities to be watching for the time 
when dearer money will be necessary. I think that they are right 
to be anxious, and that they should be helped to act promptly 
when the time comes.

The chief criterion for raising Bank rate in present circum
stances can be explained quite briefly. Internal conditions at the 
moment— employment, the state o f credit, the trend o f prices—  
all favour cheap money. It is not likely in the near future that 
conditions will develop at home which call for measures of 
restriction. The danger signals on this occasion must be looked 
for abroad. I f  Bank rate has to be raised, it will be because our 
financial and economic relations with foreign countries are 
developing in such a way as to cause later, if they are not 
checked, a depreciation of the sterling standard.

The extreme cheapness o f money in New York is a valuable 
assistance to us and may save the situation for a time by 
diverting funds from New York to London. This fact and the 
great importance of cheap money to the internal situation are 
powerful reasons for not acting prematurely.

But there are also strong influences working the other way. 
In spite o f abundant funds, New York lends abroad very little, 
and London remains the chief centre from which the borrowers 
of the whole world endeavour to draw. Money may be abnormally 
cheap in New York, but it is abnormally dear in many parts of 
Europe; and European borrowers are more ready to borrow in 
sterling than American lenders are to lend in sterling. The 
Treasury has to purchase large amounts of dollars to meet the 
American debt, and it is doubtful whether we have yet adjusted

T H E  R E T U R N  T O  G O L D  A N D  F O R E I G N  L E N D I N G
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our situation to this new burden. We are also reaching a season 
of the year when the financing o f our imports, particularly 
cotton, is always heavy.

As a result of these influences the sterling-dollar exchange, 
left to itself, may— probably, not certainly— tend to depreciate. 
I f  this movement merely reflected falling dollar prices in 
America— as in the recent past— there would be no need to 
complain. But i f  an adverse movement o f the exchanges were
f n  K p  p n m K i n p ^  w i t l i  <i f-#»n/t#»nr'\r f t f  ArAl o r  « rirv^ c  fr» r i c p  c n m p
LU UV WUJtiLUllVU TT LL1L U LVilUVilVJ Ut UV/ltUL |/l 1VVÜ t\/ JLAhJVj UU1J11V

protective action on our part would be required. Such a 
contingency is not improuauic. i t  is uaru to uciieve tuat a xew 
months of very cheap money in the United States will not 
initiate an upward movement of dollar prices.

The criterion for restrictive action, therefore, is to be looked 
for in simultaneous tendencies o f the sterling exchange to fall 
and of dollar prices to rise. I f  this does not happen— and 
perhaps it won’t— no action is needed. I f  it does happen, the 
particular method of correction to be employed should be 
worked out in such a way as to choke off credit to foreign 
borrowers as much as possible and to trade borrowers at home 
as little as possible. A situation, in which the external situation 
points to dear money and the internal situation to cheap money, 
is inevitably tiresome and difficult to handle. It is a problem of
r u n n e r  a  m a la H in c t m p n t  n f  f l ip  H irp p fm n  rathpr t h a n  f l i p  a m n n n fVUl AA*  ̂M 111»*I*\|||4ULXUV**V V* IMkALVl LllUli L.AAV
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of credit, whilst doing as little indirect harm as possible during
fU a nfnnûpp n f  rarrm nin/T a n m liK r i i im  
LitU p i UVV33 111 1 Wl^UlllUliUlll.

From every point o f view the only sensible policy, in the 
interests of the country, is to continue for the present M r 
Baldwin’s ‘ non-flationist’ policy. This will not prejudge the 
gold standard question one way or the other. Indeed, a 
continuance o f this policy will probably— by reason o f the 
depreciation of the dollar— bring sterling back to its old parity 
in due course. It is only then that the controversy between the 
various monetary schools will really commence as a practical 
issue. In the meantime the mass o f reasonable opinion would
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like to give trade and industry a chance to prosper, freed alike 
from the starvation policy of doctrinaire deflationists and from 
the intoxication policy o f short-sighted inflationists.

T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

Keynes sent early copies of his article to several people including Sir Austen
/ î_̂ ___l ____d ______________:____i J ______* r^\_____i__ a j j :_v_iii<iiiiuciittiii) ivcgiiiaiu ivicivciiiia, oiam cy oaiuw in anu o ir unancü nuuis.
Their comments are of interest.

From  s i r  a u s t e n  c h a m b e r l a i n , i 8  J u ly  19 2 4  

Dear Keynes,
M any thanks for sending me your article. I am just off to the country, but

I shall take it with me. I am afraid that on this occasion you have not made
a convert of me. v  . ,

Yours sincerely,
AUSTEN CHAMBERLAIN

From  Re g i n a l d  m c k e n n a , 19  J u ly  19 24  

Dear Maynard,
M any thanks for your article on the policy of the Bank o f England. It is

as good as only J .M .K . could make it. You are quite right in thinking that
common-sense has been victorious for the time being. It is interesting for
me to see that I took exactly the line you have taken in the last three
paragraphs o f your article. , ,

Yours ever,
R. MCKENNA

From  STANLEY BALDWIN, 2 2  J u ly  19 24  

Dear Keynes,
I always read the articles you are good enough to send me with interest.
I had meant to make a few observations on the 3rd reading o f the Finance

Bill, but in my position1 I think I must wait till Chamberlain’s Committee
(the existence o f which is unknown to the general public) has reported.

I want a holiday! ,
Yours sincerely,

STANLEY BALDWIN

I As Leader of the Opposition.
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From  SIR CHARLES ADDIS, 2 1  J u ly  19 2 4  

Dear Keynes,

You are a most courteous opponent. I wonder sometimes if  we are as far 

apart as we seem.
Had I a magician’s wand I should cause a definite statement to be made, 

probably in reply to a question in the House o f Commons, that H .M . 
Government has no present intention o f interfering with the ordinary course 
of events by which on the expiry o f the Prohibition Act the free export of 
gold would be resumed on the 1st January 1926.

CannM/1 4.Û «i r>A/v«« *.!• amam Aam frUn «-urn <nnimr< LA
occu iiu , Liiat eta auun eta puaaiuic uicicttiLci uic; iwu issues wuuiu uc

amalgamated by the emission of Bank notes for £ 1  and 10 / -  in substitution 
for the existing currency issue; the limit o f the fiduciary issue to be fixed 
later.

Third, that the Bank would convene at an early date the convention of 
central banks to concert measures for preventing undue fluctuations in the 
price of gold.

Th e effect of such an announcement, if  people really believed it, would 
tend to raise the sterling exchange, probably sharply at first and later more 
gradually; but, o f course, the effect of the announcement would not be 
permanent unless it were followed up by the appropriate action o f the Bank. 
We must be prepared to use the Bank rate boldly if  necessary. I do not think 
it will be necessary to raise it at present and it might not be necessary at 
all. It would depend on the relative mutation o f prices here and in the U .S.

Th e way to resume specie payments is to resume. Th e fear o f being 
denuded o f gold in 18 21 in England and in 1879 in America proved to be 
groundless. What happened was that nothing happened. It is not without 
the bounds of probability that before free exports were resumed, gold might 
be flowing in to this country.

Eighteen months is long enough as a warning to merchants to put their 
houses in order and adjust their forward contracts. Stocks are iow which 
would mitigate the absolute amount o f loss by depreciation. A  fall in prices
WOuld TalSC 1*03.1 WagCS Until îïGïïiîiial r m r r a r >  f â .  m i / r k f  r t A l -  t * A . r t A t

ragvs luvj uiigiu uvt 1 vavL

at all if, in the interval, trade improved. Th e export trade might be expected 
to erain as much hv a reduction in Droduction costs as it would lose bv a riseV  ------------ ---------- - I w

in exchange. The burden of debt would be increased, but this is not very 
serious so long as the payments are internal. The burden o f the external debt 
would depend upon whether the increased gold value o f sterling was due 
to rising dollar prices or falling sterling prices.

W hy not wait! Well I would if I thought there was a better chance of 
getting back to gold later on. Last year it would have been easier to get back
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to gold than it is now. Is there any reason to believe it will be easier in 1927  
or 1928? I do not think so. It seems to me we are drifting in a state of 
uncertainty which is not good for trade. I think we shall have to depend more 
and more in this country upon our specialised manufactures, such as 
shipbuilding and the finer kinds of textiles, but also in our ability to supply 
the world with cheap freights, banking and insurance. In my own bank, the 
Hongkong Bank, we are financing through U S  credit about fifty million gold
r t n l l a r c  d  m n n t l i  n f F d s t p r n  n f A f l n r t c  t n  f h p  Q f d t p c  w h t r h  w p r p  f n r m p r l v  d l m n c t
UVI1H4 U H U IVt* VAX v* 4* 4̂1 VV4WVL4 IV lilV fl »» V* V J.VH4tV4 4̂  »*»!» »VUV

entirely financed by sterling credits. I do not mean to say that the volume 
of trade is affected by this tendency but it does affect our commission 
industries where custom counts for so much. The tendency to fly from 
sterling, not only on the Continent but also in Egypt and Siam, has been 
more marked o f late. We cannot expect to retain foreign balances here, note 
reserves &c. in fluctuating sterling. There are also the Dominions, who have 
a special interest in the matter, to be considered.

I regard, therefore, the case for a return to gold as urgent. I quite agree 
we should act prudently and with due regard to the circumstances. I do not 
agree with L e af in his single proposal to raise the Bank rate to 5 % , or with 
Schuster in his proposal to amalgamate the note issues before we have got 
back to gold. Th e policy must be judged as a whole and can only be 
successfully carried out by a series of interdependent acts. As a Director of 
the Bank of England, I am precluded from doing anything more than dealing 
in generalities. I cannot, at any rate at the present stage, advocate in public 
any particular plan o f resumption. However much I might safeguard it by 
asserting that it was merely an expression of my personal opinion, there 
would be the usual insinuations that I was speaking for the Court; but I am 
under no restrictions in the freedom of private intercourse and I think you
Yin 11 t h  ̂  f  m t r  n l f i n  /\flTof«P f k o  n / lx K i n f - l  (T£
v v i a i  a v i u m  v n a t  iuj p i a u  u i i w o  u i v  a u v a m a g t

rtf rtf' 11 ftl aui as uiiiv uisiuiuaiiuv a»

possible. There is nothing to be done but to allow the Prohibition of Export 
of Gold Act auietlv to exnire when it comes to an end on the TTSt December.1 «r ■ ■ r v - -  - — - — j

1925, and not to renew it. No legislation is required, except an Act to 
authorise the issue of £ 1  notes by the Bank o f England; the Genoa 
Conference has already provided for the convention of central banks. The  
whole thing is largely psychological. I f  we say that we are going to resume 
the free export of gold and say it in such a way that people will believe it, 
you can take it as good as done. I think I ought to have your sympathy in 
the attempt to get back to gold since, as you justly observe, it is only after 
that that the real monetary controversy will begin!

Forgive this prolixity and believe me sincerely and always gratefully yours.
C. L. ADDIS
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To S I R  C H A R L E S  A D D I S ,  2 $  J u ly  I Ç 2 4

Dear Addis,
Very many thinks for your letter o f Ju ly  21st. I am extremely 

glad to have a pretty full statement o f your present point o f view, 
and am relieved to find that you are not in sympathy with what 
I have described as ‘ L e a f’s Light-headedness’

All the same, the proposals you outline do terrify me very
rnnciH pro M \ t T m n t e *  drrrpp f-ti a t  i f  urp f l i in t  it «mrfVi w liitp  tn
W11J1UV1 , .1 AjUllV VW LilUl 11 M V lllllll\ IV TTVS1V11 Tf 1111V w

make the necessary sacrifices there will be no insuperable 
difficulty in our returning to the former parity with the dollar 
within the next 18 months. I also think it not at all unlikely that 
this result wiii come about without any particular sacrifice on 
our part, merely by the depreciation o f the dollar. Nevertheless, 
I do think it most unwise to anticipate events which cannot be 
foreseen with certainty. It seems to me that the relaxation o f the 
embargo on the free export of gold ought to follow events and 
not precede them. To commit ourselves to such a thing in 
advance without knowing whether events would favour such a 
course or not, or whether we should be able in fact to carry such 
a thing through, strikes me as imprudent. But apart from the 
question of imprudence, the notion o f what you describe as an 
1 8 months’ warning to merchants to put their houses in order 
strikes me as a ruinous proposal. Either the Government’s 
announcement is believed and the future is discounted im-
mfifl 1 I \7 in tllP T“'<1 fp PVAKnn fTA in TirlllAll AOCA U/'P C11 ffpr <il1
m v v u t u v i  V in  L iiv  l a i v  v j . v A v im n ^ v ^  m  r v m v n  v a o v  n v  o u n v i  p u

the torments o f a violent and sudden deflation; or else the
Government’s announcement is disbelieved, ____ i_ V-tfur umy nan
believed, in which case we have a slow movement with the 
expectation of a further movement in the same direction, the 
effect of which on trade and employment hardly bears thinking 
about. It is not simply a question of merchants and forward 
contracts and the like. As soon as the business world has good 
reason to believe that prices are likely to fall, no course is open 
to it except to contract its engagements, draw in its horns and
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go out o f business as far as may be until the funest process is 
over.

T o  risk all these misfortunes merely for the sake o f linking 
up the London and New York money markets, and so facilitating 
the work of international financiers— for this in mv iudernent------------ - - _ _ - _ - - - - — --------j  r ----------c?------------------------

is all it comes to— is going to lay the City and the Bank of 
England open to popular attacks the violence of which might 
be very great. It seems to me most unwise to act in such a way 
at the present juncture as to suggest that the interests of industry 
are being subordinated to those of international finance. I think 
this, although I agree with you that our profits from international 
finance are very great,— though I am not at all sure that we do 
not make more money out o f the Americans and others in 
fluctuating conditions than in stable conditions, since they are 
generally wrong and we are generally right as to the prospective 
course of events. (This is not an argument I should use, but it 
is relevant when the question o f the profitableness of inter
national business is used as an argument.)

One further point. Are you quite sure that the rigid linking 
up of the London and New York money markets is all honey? 
The magnitude of the New York money market is quite different 
in relation to ours to what it was in pre-war days and in 
pre-Federal Reserve Bank days. The chances o f redundancy of 
credit there on a great scale are also increased. Are you sure that 
you want London to be at any time the dumping ground o f 
unlimited cheap American money liable to be withdrawn at a 
day’s notice? It means that we should become without any 
power of helping ourselves, the victim of every inflationary 
boom that America may indulge in,— and that she will indulge 
in such from time to time is surely a probability.

However, all this is much too big a matter to discuss in a letter. 
The more I spend my thoughts on these matters, the more 
alarmed do I become at seeing you and the others in authority 
attacking the problems o f the changed post-war world with— I 
know you will excuse my saying so— unmodified pre-war views
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and ideas. T o  close the mind to the idea o f revolutionary 
improvements in our control o f money and credit is to sow the 
seeds of the downfall o f individualistic capitalism. Do not be the 
Louis X V I o f the monetary revolution. For surely it is certain 
that enormous changes will come in the next twenty years, and 
they will be bad changes, unwisely and even disastrously carried 
out, i f  those o f us who are at least agreed in our ultimate obiects 
and are aiming at the stability o f society cannot agree in putting 
forward safe and sound reforms.

I am now told by a good many friends that I have become
<1 c n r t  n f  r î i c r p n n to v a  P firrn rP  in  m m r fp r c  K a p n i i r o  T /1 a  n A f
a  i3ui 1  u i  w w x v p u ia i/ iw  i i ^ u i  v  i n  ov/iitv  v ju a x  t v i  j  j . u u  m /t

agree with the maxims of City pundits. But you know I ought
not to be so considered really ! I seek to improve the machinery
of society not overturn it. „  . ,

Lver yours sincerely,
[copy initialled] j .m .k .

In the next week’s Nation  a correspondent, who signed himself Monetary 
Reformer, took one statement from Keynes’s article, that suggested that a
nnlmu n f nrirp cfoKiliftt w;nn M nrnKobl\ r  Krintr ctprlinn to nor tirifb t-lip dnllnrI/UIIVJ V/l pilVV OLHVlltlj TT VW1W pi WHV1J Vl lilg  kj WV1 11X1̂  LV/ p(4l Tf 1U1 111V UOUHl ̂

at which time the controversy over monetary standards would really become 
a serious practical issue (above p. 266). He then went on to remark that if 
Keynes had said this in his Tract he would now have more influence in the 
City. Keynes replied immediately below the letter.

From  The Nation and Athenaeum, 26 J u ly  1Q24

I fear that I must disappoint your amiable correspondent. M y 
Nation article represented no change o f view. I f  M r Baldwin’s 
‘ non-flationist ’ policy, i.e., policy o f price stability, is continued 
by general consent, those who favour this policy have no 
practical grievance. It is only if and when this course results in 
a return to parity with the dollar that, on the one hand, the 
removal o f the embargo on the export of gold becomes feasible, 
and, on the other, the obligation o f our M int to receive 
unlimited quantities o f gold becomes dangerous. That is what
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I had in mind in writing the sentence which your correspondent 
italicises. I am aware how dreadfully easy it would be to recover 
what your correspondent calls ‘ influence in the City ’ ;— he must 
not tempt me to burn incense in that neighbourhood!

bp CAntributP/l ' t n nncitrnpd nn wbp<if
11V W11L1 1UUAVM U1 1VUUV1 Uil rillVHL.

From  The Nation and Athenaeum, 26 J u ly  19 24

W H E A T

Perhaps the most important events in recent weeks, transcending 
Dawes Reports, Housing Bills, Revolutions in Brazil, and 
Presidential Elections, has been the world-wide rise in the price 
of wheat.

In this country the price of flour has risen from 38s. a sack 
last March to 46s. 6d. today, or about 22 per cent. So far British 
wheat has not shared fully in the increase o f price in the 
exporting countries. At a price of about 51s. per quarter, it is 
3s. above the price of a month ago and 3s. 6d. above last year’s 
price. It is also approaching its right figure in relation to other 
commodities, judged on the pre-war basis. Abroad, however, the 
rise has been much more sensational. Northern Manitoba 
wheat is now 10s. 6d. a quarter above its price of a year ago 
The rise in Argentine wheat has been about equivalent. The 
dollar price o f wheat in Chicago is now 30 per cent above its 
price at this time last year, at nearly 128 cents a bushel as 
compared with 97 cents a year ago and 84 cents in 1913.

All through the past year the supplies of wheat available in the 
world have been ample, and the rise in price is entirely due to 
a prospective reduction of supplies rather than to any shortage 
at the moment. Indeed, the carry-over at the date of the 
beginning o f the current harvest will be bigger than for many 
years past. The anticipations of the market are mainly due to
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two causes. In Canada the crop, whilst by no means bad 
compared with the average of previous years, will not reach the 
remarkable bumper figures o f the past two years;— the latest 
estimate is for 319,000,000 bushels as compared with
474,000,000 last year. Elsewhere, and particularly in the United 
States, the fact that the price of wheat recently has been 
unremunerative to the farmers has led to a general curtailment 
of the production o f this particular commodity, not anywhere 
on a sensational scale but appreciable in the aggregate.

It is too early as yet to say whether the final outcome o f the 
harvest will be such as to justify the current predictions o f the 
market or whether thé high prices lately established will be 
sustained through the heavy selling period o f the autumn 
months. But it is quite possible that we are on the eve o f the 
fundamental adjustment which many authorities have been 
anticipating for the past two or three years.

It is clear that compared with the years before the War the 
price of wheat, and to a lesser extent o f some other agricultural 
products, has tended to be too low as compared with the prices 
of manufactured articles, with the result that the agricultural 
sections of the international market have been considerably 
impoverished. Some part of the so-called lack o f purchasing 
power overseas has been attributable to this fact. It has been 
difficult for the farmers to know how to readjust their relative 
economic situation, and the process has not been rapid. But the 
readjustment, if it has now arrived, will be an economic event 
of the first magnitude.

As regards Great Britain, the effects are likely to be of 
opposed kinds. On the one hand, the cost o f our imported 
supplies will be immensely enhanced, as can be easily calculated 
from the figure o f 29 million quarters as the approximate total 
of our necessary imports. On the other hand, the transfer of 
purchasing power into the hands of the farming communities 
of the world may have far-reaching effects in the stimulation of 
markets for certain types o f goods. The change, moreover, opens
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out for British agriculture a prospect of relief from the depression 
which has long lain over it. Last September we ventured to 
predict, in the face o f momentarily adverse tendencies, that our 
agriculture would obtain relief in this way before very long, 
pointing out that ‘ with the staple products of the world’s 
harvests. . .  it is often but a short step from a condition of 
apparently overwhelming abundance to one of dangerous 
scarcity’ .

We draw the attention o f our readers to a matter rather 
outside our usual field, because the readjustment between the 
interests of agriculture and industry throughout the world is the 
kind of event which often receives from the public much less 
attention than it deserves until the movement is almost over and 
is passing into history.

T H E  R E T U R N  T O  G O L D  A N D  F O R E I G N  L E N D I N G

On 2 August 1924, at a session of the Liberal Summer School in Oxford, 
Keynes raised another issue which he had touched on earlier in the columns 
of The N ation , foreign lending. His remarks appeared in full a week later.

From  The Nation and Athenaeum, 9 August 1 Ç 2 4

F O R E I G N  I N V E S T M E N T  A N D  N A T I O N A L  A D V A N T A G E

The established system, which we take as a matter of course, 
of being just about as willing to invest our savings abroad as at 
home, is not very ancient and is practised nowhere else. (France 
followed the same system for twenty years before the war; today 
Great Britain is in this habit unique in the whole world.) The 
belief that existing practice in this matter must coincide with 
the national advantage, which is a part of the orthodoxy of the 
day, certainly has historical roots. Whether it has also intellectual 
roots is the subject o f my discourse today.

The hazarding o f capital resources in foreign parts for 
trading, mining, and exploitation is an immemorial practice, 
which has generally proved o f immense financial benefit to
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nations with the courage, the temperament, and the wealth to 
follow it. For the English and the Scotch it has been, beyond 
doubt, the foundation o f their national fortunes. The risks are 
recognised to be great, but the profits are proportionate. Nor 
are the total sums, which it is necessary to embark in such 
enterprises, a burdensome proportion o f the public wealth. 
Nothing that I say here must be interpreted as casting a doubt 
upon the national advantage o f investments o f this kind.

The next development o f foreign investment virtually began 
with the railway age,— that is to say, the use o f British capital 
to build public-utility works abroad. The railways o f the New 
World and even o f parts o f Europe could not have been built 
when they were, except with the aid of the mid-nineteenth- 
century savings of the British middle classes. These investments, 
too, probably, in their day, redounded to the national advantage. 
We did not, as a rule, lend the money to foreign corporations 
or governments. We built the railways ourselves with British 
engineering skill, with our own iron and steel, and rolling stock 
from our own workshops. We opened up lands and territories 
from which, indirectly by subsidiary enterprises, we drew 
additional wealth, and we made possible for ourselves the supply 
of cheap food from overseas. But already before the War such 
investments, which had extended beyond railways to harbours, 
tramwavs. waterworks, gasworks, and nower stations, were

mf r /  w   ̂ a /

becoming precarious. The practice was beginning o f controlling 
the rates charged by such undertakings, and hence the profits 
earned, thus depriving the investor o f the possibility of large 
profits to balance the never-absent risk o f loss. But, further, a 
jealousy of the foreign investor was growing up, and a tendency 
to treat him with less than fairness. I believe that there are now 
very few countries in the world in which a public utility 
undertaking mainly owned by foreigners is secure o f fair 
treatment. The cases of ruinously unfair treatment are so 
numerous that any typical pre-war investor in such things has 
suffered heavy losses.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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T H E  R E T U R N  TO G O L D  A N D  F O R E I G N  L E N D I N G

The third leading type o f foreign investment consists of loans 
to governments and local authorities abroad. These loans have 
a fairly ancient history, but on a great scale they also are quite 
modern. They reached their utmost limit of magnitude and of 
imprudence in France in the twenty years preceding the War. 
No investments have ever been made so foolish and so disastrous 
as the loans o f France to Russia, and on a lesser scale, to the
Balkans, Austria, Mexico, and Brazil, between 1900 and 1914.
T K p v  rpnrpspntpH a crrpcit nrnnnrttnn r»f f lip  n afm n al cavm crc n fJ. tl V J M VUVAIbVV* «4 ^4 VHh >̂4 L.4V44 VA i-4J V 11U VIV/&1M1 UH T lAl^Ü \/ V

the country, and nearly all has been lost.
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turned out badly on balance— especially at the low rates of 
interest current before the War. The investor has no remedy—  
none whatever— against default. There is, on the part of most 
foreign countries, a strong tendency to default on the occasion 
of wars and revolutions and whenever the expectation of further 
loans no longer exceeds in amount the interest payable on the 
old ones. Defaults, in fact, are world-wide and frequent. The 
Southern States o f U .S.A ., Mexico, all Central America, most 
of South America, China, Turkey, Egypt, Greece, the whole of 
the Balkans, Russia, Austria, Hungary, Spain, and Portugal have 
all defaulted in whole or in part at one time or another.

Who can maintain that the indirect national advantages of 
such loans are great, many of which have been employed to wage 
wars and without which the wars could not have been carried on ?
There is much good sense in the attitude of American investors, 
who expect from 8 to 12 per cent interest on such loans, and 
do not like them even then.

Let me give one instance for which I happen to have the 
aggregate figures. British investors have advanced to the govern
ments, local authorities, and public enterprises of Brazil about 
£250,000,000. This yields at present a precarious rate of interest 
of barely 4 per cent, and, allowing for the fall in the value of 
money since the investment was made, about 2 j  per cent.

Thus it is doubtful whether in the past loans to foreign
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governments and public utility undertakings have been really 
advantageous. Yet in the future the motives tending towards 
repudiation, partial or complete, may become much stronger. 
At present many of our debtors, especially in the Dominions, 
borrow afresh each year more than the interest on previous 
loans. So long as this is the case, the motive to repudiation is 
clearly non-existent. But in the long run, partly from the mere 
operation o f compound interest, partly perhaps from our not 
having so large a surplus to lend abroad, this will cease. Our 
difficulties on a grand scale will then begin. The representatives 
of the Soviet Government, lately in London, have expounded 
with their accustomed frankness the connection between the 
acknowledgment o f old loans and the receipt o f new ones. But 
it is only in their greater frankness (this, indeed, is the head 
and front o f their offence) that they differ from many other 
governments.

T «  4-Lû vh ̂  aI-ùû «  f  L  rtn m  n a m n m r  rvfKûvin  aiiui i, u it  iiiiicitciiui ecu lui y , ad 111 du Jiiauy i

came to look on an arrangement as normal which was really most 
abnormal. T o  lend vast sums abroad for long periods o f time 
without any possibility of legal redress if things go wrong, is 
a crazy construction; especially in return for a trifling extra 
interest.

What is the old-fashioned answer to this?— That the investor 
is capable o f looking after himself ; that present arrangements 
allow him to place his resources where they will bring him the 
greatest net return; that in this way the national income will 
become greatest.

Why do I question this answer?— Because I doubt (i) 
whether the investor is capable o f looking after himself and 
whether the present organisation o f investment is such as to 
protect the individual investor’s self-interest; and (2) whether, 
even in so far as the individual gains, it follows that the national 
income as a whole is thereby maximised.

M y remarks so far have been chiefly directed to the question 
of what advantages have actually been gained, in the light of 
experience, by foreign investment in its latest phases. No one



T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

who has examined typical lists of investments made by middle- 
class investors in pre-war days would lightly maintain that, in 
practice, the investor has proved capable of looking after 
himself. Large resources, painfully gained and saved, have been 
spilt on the ground. But there is also something to be said about 
the bias in favour of investment in particular directions caused
hv evisfincr laws and nractices.

-----------------------------£7 —  -  ---------------- I----------------------------------------

I call attention in particular to the present operation of the
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artificial stimulus on a great scale to foreign investment within
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piety has silenced tongues and criticism; and its results do not 
receive enough attention.

Before 1889 Consols was the only security in which trustees 
could invest, failing special powers. The present state o f affairs 
dates from the Colonial Stock Act o f 1900, which, in effect, 
brought almost all the loans o f colonial governments within the 
field of authorised trustee investments. Some further change, 
beyond the extensions allowed in 1889, was evidently required 
to compensate [for] the gradually diminishing volume of Consols 
and the steadily increasing volume of trustee funds. But since 
the War this ground holds good no longer, and it is only now, 
twenty-four years later, that we feel the consequences of the 
change.

Loans to colonial governments now amount to about 
/fi'7 0 .ooo.ooo and to the Government of India Z260.000.000—/V ! ^ 7 -------7 ------------------------ ---------  ^  “  -------------------  - -  ------------A 3------ - 7 ----- --- 1-------

say £900,000,000 altogether. This amount is being added to at 
a great rate,— since the beginning o f 1922 £60-70 millions a 
year, net addition. Thus we are not only reinvesting the whole 
of the interest due to us on existing loans (say, £35-40  millions), 
but adding to it nearly as much again.

It is not true that these great sums flow abroad as the result 
of a free and enlightened calculation of self-interest. They flow 
as the result o f a particular social organisation which— for the 
most part unintentionally— gives a bias in this direction.

A considerable proportion of the growing wealth of the
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community accrues in the hands o f individuals or o f corporations 
which by law or by strong custom and convention are compelled 
to invest the whole or the bulk o f it in the trustee group o f 
securities. They are limited in their choice to what securities are 
available within this group. It follows that, if, in any year, there 
is no net increase in the amount o f home trustee stocks, the whole 
of the annual increased savings available for investment in this 
form is compelled to go abroad. If, by reason o f the repayment 
o f Government debt, there is actually a decrease in the available 
home securities, the compulsion to invest abroad is even more 
stringent.

Incidentally, it is worth noting that to pay off our own Govern
ment debt out of the proceeds o f taxation, without at the same 
time providing a supply of home trustee investments to take its 
place, involves taking money by taxation out o f the hands of 
persons who might invest in home enterprises o f a non-trustee 
type and transferring it to another type of person who cannot 
help investing the proceeds in trustee investments abroad.

It follows from this that large sums may flow abroad without 
there having been a vestige of deliberate calculation on the part 
of anybody that this is the best way o f employing the resources 
in the national interest.

There is a further reason why the Colonial Stock Act o f 1900 
favours unduly the exportation o f capital. Some colonial 
governments undertake as a government service many public- 
utility enterprises, such as harbours, which are not so undertaken 
in Great Britain. It follows that money for such undertakings 
abroad can be raised more easily and cheaply in London than 
for similar and equally profitable undertakings at home. For 
example, loans for harbour works in New South Wales can be 
borrowed more cheaply in London than loans for the Port of 
London itself, merely because the former, being undertaken by 
the Government of New South Wales, represent a trustee 
investment, whereas the loans of the Port o f London Authority, 
although a public body, do not fall within the trustee category.
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In general, any service in the colonies which is socialised can 
be financed more cheaply by means of British savings than any 
service at home which is not socialised. Yet who would maintain 
that it is always in our national interest to finance the former 
rather than the latter?

Merely on the financial side, the Trustee Acts, by creating
mnnmrnKt a- inv/uu|/vij TT 1L11
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probably worth not less than £20,000,000 a year to the Dominions 
and India.

These are my most fundamental criticisms against such 
foreign investments as are made, not on their merits, but as a 
result of the Trustee Acts. But there is also another objection. 
The Trustee Acts lull trustees and others into a false sense of 
security. It is felt that all such investments are, in a sense beyond 
criticism. Yet it is really very doubtful whether, in the long run, 
they are as safe as is supposed.

In some cases these loans are becoming dangerously large in 
relation to the population and the wealth o f the borrowing 
communities. So long as we renew maturing loans when they 
fall due, and lend in addition twice the amount required to meet 
the interest on previous loans, the capacity and integrity of the 
borrowers to meet their liabilities is obviously altogether un
tested. But this cannot go on for ever. Can we feel perfectly 
confident in every case that the obligations will be met in their 
entirety ? I will not raise heat and controversy by instancing the 
name of any colony. But is it right to leave trustees to suppose 
that the long-dated securities of the Government of India are 
wholly free from risk,— that these are better investments, where 
safety is the first consideration, than (for example) the deben
tures, or even the first preference stocks, of English industrial 
enterprises whose names are household words?

Perhaps the limit of the absurdity, to which the Trustee Acts 
can lead, was reached early this year when £2,000,000 was 
borrowed by Southern Rhodesia on about the same terms as a 
large English borough would have to pay, more cheaply than
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the Port o f London, and much more cheaply than most o f our 
great industrial and commercial undertakings at home Southern 
Rhodesia is a place somewhere in the middle o f Africa with a 
handful o f white inhabitants and not even so many, I believe, 
as one million savage black ones. The security has no British 
Government guarantee behind it; yet unless such is implied the 
terms o f the loan were farcical.

Thus the effect o f the Trustee Acts is to starve home 
developments by diverting savings abroad and, consequently, to 
burden home borrowers with a higher rate of interest than they 
would need to pay otherwise.

A practical remedy is not far to seek. I would repeal the 
existing Trustee Acts and provide that no new issues, not 
carrying a British Government guarantee, should be added to 
the list except by special licence of the Treasury in each case. 
The Treasury should then use its power of licence to widen the 
list of admissible home investments and strictly to ration 
overseas borrowers. (Incidentally this would greatly assist the 
Treasury in protecting the gilt-edged market for its heavy 
impending conversions.) Further, the Treasury should be 
careful not to redeem debt, except when there is a need of new 
loans for home developments of a type suitable for inclusion in 
the list of trustee investments. This should be the criterion for 
the rate o f reduction of the dead-weight debt. When there is no 
need o f further liquid resources for investment in this particular 
sort of way, the money should be left in the hands of the 
taxpayer to find an outlet in other types of expenditure and 
investment.

I am afraid that I have not succeeded in separating so clearly 
as I had intended those o f my arguments which relate to the 
private interest of the investor from those which relate to the 
public interest. But I will conclude with two o f the latter type.

Consider two investments, the one at home and the other 
abroad, with equal risks o f repudiation or confiscation or 
legislation restricting profit. It is a matter of indifference to the 
individual investor which he selects. But the nation as a whole
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T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

retains in the one case the object of the investment and the fruits 
of it; whilst in the other case both are lost. I f  a loan to improve 
a South American capital is repudiated, we have nothing. I f  a 
Poplar housing loan is repudiated, we as a nation, still have the 
houses. I f  the Grand Trunk Railway of Canada fails its 
shareholders by reason of legal restriction o f the rates chargeable 
or for any other cause, we have nothing. I f  the underground 
system of London fails its shareholders, Londoners still have
tkoir 1 1 n riprfrrminrl circfpm  
L i i v i i  u i i u u i  o u n u  a j  o t v i i i .

With home investment, even if it be ill-advised or extravagantly
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it is worth. The worst conceived and most extravagant housing 
scheme imaginable leaves us with some houses. A bad foreign 
investment is wholly engulfed.

M y last argument relates to the reaction of foreign investment 
on our exports. It is often said to be the primary and sufficient 
justification of such investment that it stimulates our exports. 
This is quite true. But I see no special virtue in exports for their 
own sake, which are not required to pay for desired imports. 
The notion that the great thing is to get rid of goods out o f the 
country is not sensible. Investment abroad stimulates employ
ment by expanding exports. Certainly. But it does not stimulate 
employment a scrap more than would an equal investment at 
home

Not only is there no special virtue in stimulating export for
itc nurn ca !##»•-
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not automatically expand our exports by a corresponding 
amount. It so affects the foreign exchanges that we are compelled 
to export more in order to maintain our solvency. It may be the 
case— I fancy that it now is the case— that we can only do this 
by lowering the price of our products in terms of the products of 
other nations, that is by allowing the ratio of real interchange 
to move to our disadvantage. The more we have to force the 
volume of our exports, the lower the price which we have to 
accept for them.

A state of affairs, arising out of the arrangements o f the
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investment market and disconnected from the equilibria o f trade 
and industry, which causes a bias in favour of, and may 
overstimulate, foreign investment, is capable o f doing us a great 
deal o f injury in the terms on which we conduct our international 
trade. It may be that we should do much better to be content 
with a volume of exports sufficient to pay for our imports, and 
to divert our surplus resources o f capital and labour into the 
manifold improvements at home waiting to be carried out.

Our present system dates from a time when we had a surplus 
of savings which we could invest much more profitably abroad 
than at home and when the demand for our exports was highly 
elastic. The convention has continued, and its effects have been 
aggravated by the operation o f the Trustee Acts, into a period 
when the benefit o f such investment measured in rates of 
interest is greatly diminished, when the amount o f our available 
surplus is diminished, and when the demand for our exports is 
weakened.

Last year we invested abroad about two-thirds o f what passed 
through the investment markets, and probably between half and 
a third o f our total savings. I believe that most o f this could have 
been usefully employed at home, and indeed must be so 
employed in future, if  our national equipment is to grow as fast 
as our population and our theoretical standards o f life.

The issue of The Nation  for 9 August also contained a letter from a M r 
W. H. J . Woodward asking for an explanation for the rise in the Bank of 
England’s gold stock since 1914, since when the commodity price o f gold had 
been above the Bank’s statutory buying price. Using a pseudonym he was to 
use in future, Keynes replied.

From  The Nation and Athenaeum, 16  August 1Q24 

Sir,
Your correspondent M r Woodward inquires where the Bank 

of England’s new accessions of gold come from. I hazard two 
suggestions. Old ladies still fish golden sovereigns out o f their
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stockings sometimes. Divers, each season, fish up quite a 
quantity o f them out of the wreck of th e£ Laurentic ’ off the coast 
of Ireland. Formerly the old ladies, latterly the ‘ Laurentic’ , 
have been the chief suppliers.

Yours & C - ,

S I E L  A

T H E  R E T U R N  T O  G O L D  A N D  F O R E I G N  L E N D I N G

At the suggestion of the editor of The Atunckester Guardian Commercial
and in response to some comments by ‘ A Stockbroker ’ in that newspaper, 
Keynes elaborated on his Oxford speech.

From  The Manchester Guardian Commercial, 2 1  August 1 Q 2 4

H O M E  V E R S U S  F O R E I G N  I N V E S T M E N T

Further suggestions for revision o f  trustee list

In my address to the Liberal Summer School at Oxford I dealt 
briefly with several connected, but partly distinct, questions 
relating to our British policy of foreign investment. The 
interesting comments by A Stockbroker, in the M .G . Commercial 
for August 14, on what I had to say about the Trustee Acts 
encourage me to develop a little further this section of my paper.

M y complaints against the present arrangements were, first, 
that they provide an artificial stimulus to overseas investment 
on a greater scale than is trulv in the national interest, and.

w *> ■» /

second, that they sometimes lull trustees into a false sense of 
security and are made an excuse for a lack of discrimination 
between one investment and another within the privileged list.
I do not propose to repeat or develop here my reasons for these 
and other conclusions in my original paper, but, assuming that 
there is some substance in them, to consider what practical steps 
are desirable.

I suggested at Oxford that no new securities should be 
admitted to the trustee list unless either they carried a British
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Government guarantee or they had obtained a special licence 
from the Treasury. I suggested, further, that the licence system 
should be used in practice to ration overseas borrowers and to 
widen the categories o f admissible home securities. A Stock
broker, whilst sympathetic to some of my ideas, criticises very 
keenly any system o f special Treasury licences as something 
which would never be tolerated in this country after our war 
experience o f Treasury control o f new issues. For this reason 
he would go farther than I did, and allow no additions to the 
list except where there is a British Government guarantee.

I admit that there is a great deal in what he says. A licence 
system would be troublesome to work in practice, and might be 
open to pressure on political grounds or to charges of partiality. 
I suggested it partly as a compromise, but partly because I 
attached importance to increasing the number of eligible home 
securities, yet feared that it might be difficult to define in 
advance precisely what categories should be included. On 
reconsideration, I think that my main object might be attained 
without introducing the objectionable system of licences.

I suggest, therefore, that the list of eligible trustee investments 
should be constituted in future on the following principles :—

(1) All existing trustee stocks would, of course, remain; but 
I would differ from A Stockbroker in also allowing replacement 
loans. I think that it would be anomalous to have a colonial 
government issuing two identical loans, one of which was 
non-trustee, yet the other a trustee investment for purely 
historical reasons quite unrelated to the security obtained by the 
investor. It would be better to let the old system gradually work 
itself out.

(2) All securities carrying a British Government guarantee 
would be in this list, but I should certainly include also British 
corporation and county stocks, subject to the same conditions 
as at present. (Perhaps A Stockbroker did not really mean to 
exclude the latter.)

(3) I attach great importance to giving the status of trustee
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investment to the prior securities of the great public utility 
undertakings o f the future. The danger of such enterprises being 
starved in favour o f socialised public works in the colonies is 
one o f my chief grounds o f complaint against the present system. 
Just as in the past we have included the prior securities of British 
railways in the list, in spite of their being privately owned, so 
I should like to aid the flow of capital in the future into British 
ports, harbours, canals, motor roads, gasworks, waterworks, 
plerfric nnwer station s, and th e like, even though n rivate
------------------------- r  ~ —  ' -----------------7 -------------- ---------- ------------7 '    --C7-- i: ---------

initiative and methods of management continue to take some 
part in them. The prior securities o f the Port of London, which 
I instanced, and o f the Manchester Ship Canal, which A
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power stations, serving large areas within which they exercise 
exclusive rights, are likely to furnish m the near future important 
examples of what I have in mind. What will be the best way 
of dealing with these?

One way would be to include in the trustee list all bonds of 
public-utility undertakings of specified types which can be 
certified by the appropriate Government department as satis
fying certain specified conditions. This might, in practice, get 
very near to the licence system which I suggested at first.

A second way might be found on the lines of the Trade 
Facilities Act, by which an actual British Government guarantee 
might be accorded in approved cases. A variant of the last, 
which is worth considering, might consist in charging the 
enterprise ^ per cent per annum in return for a British 
Government guarantee, which would be paid into a reserve fund 
against which would be charged any outgoings in cases where
flip m H f'in fpp tnirrhf* a Afŵ t*n
wiv gUHIMIXiW UllgllL UVWIUV V/^/ViaUTV)

At any rate, the privilege of inclusion in the trustee list should 
be confined henceforward to home securities, since it is no longer 
in the least necessary to go outside these in order to obtain an 
adequate supply; nor should it be given in any case in which 
the security to the investor is not absolutely gilt-edged. If, on
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grounds o f public advantage, it is thought desirable to give 
special encouragement to a capital investment, at home or 
abroad, which involves some risk, the trustee investor shall not 
be expected to assist without the security o f a British Govern
ment guarantee.

The Governments of India and o f the Dominions would, of 
course, be free to borrow, like anyone else, on the open market 
on such terms as their credit might be deemed to justify.

During the summer o f 1924  the Commission o f Gold and Silver Inquiry 
of the United States Senate asked Keynes for a memorandum on currency 
policy. After some discussion with John Parke Young of the Commission, 
Keynes finally replied.

To JOHN p a r k e  y o u n g , / y  Septem ber 19 24

Dear M r Young
I have your letter of August 26th and enclose a brief 

memorandum for your Report. I have been in two minds 
whether to write anything, because it is so difficult to put one’s 
views clearly in a short space. You will see that I have limited 
myself practically to one point. M y feeling is that the United 
States will probably require a fairly severe dose o f facts before 
they will have a ready ear for theories. I f  facts go in the opposite 
direction from what I anticipate, the situation will o f course bex r

changed. But if they go as I think they will, then will be the 
time for pointing out again the possibility of something a trifle 
more sensible than the existing state of affairs.

Yours very truly, 
[copy initialled] j .m .k .

288



T H F  D F T I I H M  T f l  f i f l T . n  A M D  F O B F I f i M  T F M n i M f i

T H E  U N I T E D  S T A T E S  A N D  G O L D 2

The problem o f the gold standard and of price stabilisation 
covers so wide a field, that one must either deal with it at 
considerable length, or select one or two points for special 
comment. Since I have written recently a book (A  Tract on 
Monetary Reform) which gives my views on some parts o f the 
subject, and since I hope in the course of the next year to write 
a further book which will develop these views more fully, I hope
1 may be excused if  in this memorandum I limit myself to 
certain particular points, without arguing the general question.

The United States is admittedly accepting into her mints gold 
which she does not require. She is admittedly sterilising this gold 
from producing its full effect on the creation o f credit and of 
prices. The results of this are: (i) to involve her in expense 
through the purchase of the gold and (2) to maintain the 
commodity value of gold at a higher level than it would 
otherwise have.

I think that this situation can be correctly described by saying 
that the United States is undertaking a valorisation scheme for 
gold, analogous to similar schemes which have been undertaken 
in the past for other commodities ; that is to say, she maintains 
the commodity value of gold by taking off the market at a certain 
price such quantities o f it as cannot find another buyer at that 
price. The scheme is unique in one respect, in that the bulk of 
the gold in the world is mined outside the United States, so that 
the valorisation scheme is mainly in the interests of foreign 
producers.

This policy on the part of the United States has not, how
ever, been undertaken deliberately or explicitly, and it may be 
abandoned or it may break down at any time through the weight 
of gold influencing, after all, the creation of credit and the level 
of prices.

2 Eventually published by the Commission in 1925 in a collection entitled European Currency
and Finance. See below p. 370.
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The reasons for this policy may be presumed to be: (i) that 
the United States, as a large holder o f stocks of gold, is interested 
in protecting the value o f these stocks; (2) that there is no 
alternative to the present policy, except to allow a serious 
inflation o f credit to take place, or to make a new departure 
which might provoke criticism from conservative opinion; (3) 
because it is thought to be in the interests of the world that the 
gold standard should be restored, and that America’s action is 
in the interests of herself and o f other countries in that it 
prevents an obvious breakdown of the gold system during the 
transitional period; (4) because American opinion believes that 
the necessity of the valorisation scheme is likely to be temporary, 
and will come to an end shortly.

M ay I direct one or two comments to the two last of these 
reasons? As regards the third, if the united States is prepared 
to undertake the expense of providing the world with a stable 
gold currency, she would be performing a considerable service.
I doubt, however, whether she would be prepared to do so if it 
would probably involve her in a permanent expense, one year 
with another, of perhaps as much as 200 million dollars per 
annum. Moreover, if the purchase of redundant gold has to be 
continued year in, year out, it will become more and more 
obviously absurd that the United States should pay this large 
sum in order to remunerate gold miners, mainly in South Africa, 
for laboriously extracting from the earth metal that is not wanted
at the nrice._ r ----

It is doubtful therefore whether the third motive would 
operate unless the fourth motive operated also. At present this
is the case, since, so far as one can judge, almost everyone in
À  m k c i l i a i r a r  t U t i f  r k a  t  p i t i i n t - m n  i r  t’ P m n n r n r i '  o n  ^  u r J I

± u n c i  iua uviHk v va m a i  u n  p i wsuil aiLuatiun 10 iv m p v i  ai j  a u u  w in

cease to exist as soon as an event known as ‘ the restoration o f 
the gold standard ’ has taken place. This popular belief assumes 
that, if the currencies of other countries in the world w ere to 
be maintained at a gold parity, this would greatly increase the 
demand of those countries on the stock of the world’s gold. I
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believe this to be a misapprehension. It is not lack of gold, but 
the absence of other internal adjustments, which prevents the 
leading European countries from returning to a pre-war gold 
standard. Most of them have plenty of gold for the purpose as 
soon as the other conditions favourable to the restoration of a 
gold standard have returned.

The following figures illustrate this point. The Cunliffe 
Committee fixed on the figure of £150,000,000 in the Bank of
F.no-lanH and rurrenrv note reserves together as renresentintr" ■*~d-------- ''"•**—~v ----- * *---*— —a-------- — —jr *---------a
a sufficient figure for the maintenance of the gold standard in 
Great Britain. The actual gold reserve at present is 
£155,000,000. France has about the same amount of gold as
1 c  .t a 1 i . 1   1 : „  1____ ___.a ___________ 4-Uoeiurc uic war. naiy auu ucigium nave rauici muic uiau mey
had before the War. The Scandinavian countries and Holland
have three times as much gold as in 19 14 ; Switzerland two and
a half times as much ; and Spain five times as much. The Bank of
Japan (in foreign balances and bullion together) has nearly five
times as much. I do not think it can be argued that a single one
of these countries requires a larger gold reserve than they now
have in order to maintain a gold standard, even after allowing
for the fact that gold has depreciated in value by 33 per cent.
In the case of Russia, Germany, Austria and Hungary the gold
reserves have been greatly depleted, but it is not likely that these
countries would be able to afford, or even that thev would think- 7 - - - j

it worth while to afford, large purchases of gold in the near
future- fhnucrh thev mav ahenrh a rerfain amnunt oraHuallv—--------------------- '  D "   J  “ ‘ “ J 1. »  XV. V»... « ... V J , .  —----------------------̂

particularly Russia. Moreover, the spread of the practice of
1/^orMn rr m  f h a Kûrt +**« rr Krtl/m/vap «nnvvpiug, iv3u  vva 111 tuv tuna \j i  luivivoruvaiiiig uûianL^a m

foreign centres, in place of barren gold, further diminishes the 
need o f actual holdings o f bullion on the part of progressive 
countries.

I f  none o f the above countries absorbs large quantities o f gold, 
where is the relief to the United States going to come from? In 
particular, Great Britain will always be in a position to avoid 
being forced to accept large quantities of unwanted gold, even
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in the event o f the restoration of the gold standard, by 
anticipating debt repayments to the United States.

In short, I see no way o f absorbing large quantities o f gold 
unless either gold is again used in active circulation, which is 
not probable anywhere outside the U .S ., or prices rise 
materially.

No doubt the actual amount o f importations o f gold into the 
United States will fluctuate from year to year and will be greater 
in some years than in others. But it seems to me that under the 
existing system, and unless she allows the redundant gold to take 
effect on her price level, the United States must look foward 
more or less permanently to receiving additional gold at the rate 
o f between, say, 150 million and 300 million dollars per annum 
on the average.

I f  this view, or anything like it, is correct, I suggest that the 
United States will become discontented with the position sooner 
or later. When such discontent comes to a head there is an 
obvious remedy, namely to close her mints to the unlimited 
admission of gold and to constitute the American Treasury the 
only body which has the right to mint gold. This would not 
interfere with maintaining the full and free convertibility of 
existing and future United States currency into gold; nor would 
it prevent additions being made to the stock o f gold if 
circumstances made this seem desirable. It would also be 
possible to make a concession in favour of American-mined gold 
if this was politically desirable, without incurring, in view of the 
relatively small amount of such gold, an undue expense.

In deciding not to keep her mints open to the unlimited 
reception o f gold, regardless of whether or not the gold was 
required, the United States would, in my judgment, be protecting 
all her own interests; and I cannot but think it probable that 
this is the solution on which she will fall back sooner or later. 
The only reasonable alternative would be to continue the 
present valorisation scheme but to share the expense of it with
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other countries. I f  this could be arranged, which would be 
difficult, it might work for a time. But, even so, sooner or later 
it would be seen to be absurd to encourage in this way the mining 
of useless gold, and that too much was being spent for the mere 
purpose o f keeping up appearances. j m  k

15-9-24
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On 27 September Siela made a second appearance in The Nation.

Çit-W J l l  y

‘ A. G. G .’ has said in your last issue all that needs to be said 
on the personal side o f the recent affair o f the Prime Minister’s 
motor-car. But does not this episode bring to a head the question 
of the emoluments of the Premiership as an issue of pressing 
practical importance?

In the eighteenth century the emoluments o f office, direct and 
indirect, were so great that a political career might lead to great 
wealth. This undesirable state o f affairs no longer existed in the 
nineteenth century, but the salaries were fixed at what, in terms 
of purchasing power, was a very comfortable figure. No 
compensation having been given in respect of income tax and 
super tax, or of the diminished value of money, what is still 
called £5,000 is worth less than half what it used to be worth; 
and this has come to pass just at a time when high office is being 
attained at least as often as not by men without private means- 
whilst after the War the Prime Minister was deprived even of 
his official right to a motor-car, merely because similar rights 
on the part o f every jackanapes in the War Office had become 
a gross abuse.

Is it not essential in the public interest that the Prime 
Minister should be freed from pecuniary cares whilst in office 
and enabled to maintain a state of reasonable dignity and 
comfort? And is it not also essential that he should not be driven
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to cheap journalism, or the like, to maintain himself when out 
o f office? It is not desirable that an ex-Prime Minister, who will 
almost certainly continue to perform public duties o f high 
importance, should be compelled at the same time to earn his 
daily bread as best he can.

A suggestion in last week’s Spectator that some private person 
should step forward to endow the Prime Minister is most 
unsuitable and contrary to the dignity o f the state. I f  the office 
ought to be endowed, it is Parliament, and Parliament alone, that 
has the right and the duty to do it. I suggest:—

(1) that the Prime Minister’s salary should be £5,000 free 
of income tax and super tax;

(2) that he should receive a house allowance sufficient to 
defray the expenses of running No. 10, Downing Street, 
including a motor-car;

(3) that every ex-Prime Minister who has held office for six 
months or more should receive, as o f right and without question, 
a pension of £2,000 a year for life.

The abuses arising out of the absence o f such provision are 
far greater than can possibly arise out of making it. Cannot the 
Liberal Party take steps in the coming sessions to push the 
matter forward?

1 ours, 0£C.,
S I E L A

A C T I V I T I E S  19 2 2 —19 2 9

In the autumn of 1924 Keynes faced another official committee. Late in 
July he was approached by the Assistant Secretary to the Committee on 
National Debt and Taxation. This Committee, under the chairmanship of 
Lord Colwyn, had been set up ‘ to consider and report on the National Debt 
and on the incidence of existing taxation, with special reference to their effect 
on trade, industry, employment and national credit’ . After some 
correspondence with both the Assistant Secretary and the Secretary, during 
which the Committee received copies o f ‘ Foreign Investment and National 
Advantage’ , Keynes appeared before it on 1 October.
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From the Committee on N ational Debt and Taxation, Minutes o f  Evidence, 
i  October 19 2 4

T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

C O M M I T T E E  O N  N A T I O N A L  D E B T  A N D  T A X A T I O N

E L E V E N T H  D A Y

WpfInM/1-iir T 
TV VUllWUftj X Vj/ ̂ LUl/Vl t a

Present: The Rt. Hon.

Sir Charles Addis, K .C .M .G .
Sir Alan G . Anderson, K .B .E .
Sir Arthur Balfour, K .B .E .
M r Henry Bell 
M r J. W . Bowen 
Mr Fred Bramley 
Professor Fred Hall 
Mr W. L . Hichens

M r J. M . Keynes, C.'

Lord Colwyn (Chairm an)

M r H. B. Lees-Smith
Sir William McLintock, K .B .E .,

c.v.o.
Sir Josiah Stamp, G .B .E.
M rs Barbara Wootton 
M r R. G . Hamilton, Secretary  
M r G . Ismay, Assistant Secretary

Î., called and examined

Evidence-in-chief handed in by M r Keynes

1. Income tax is especially deterrent to saving in so far as it falls on funds 
which naturally accumulate at compound interest and where no question of 
personal expenditure can enter in, e.g., the funds o f insurance companies 
and the reserves retained by joint stock companies to provide further capital 
against an increase of their business. The latter in particular is increasingly 
the way by which industry secures additional funds. Since income tax is a 
tax on income as it accrues, whether in the hands of a corporation or of an 
individual, whereas super-tax is a personal tax falling upon individuals alone,
a. îcuïSîi iuUuOii uf the burden of taxation, by lowering the Standard rate of
income tax, bringing the super-tax limit lower, and increasing the super-tax 
rate, would be the most convenient way of exempting some forms of savings 
from taxation if it is thought to be in the interests of the community to do 
that. An expenditure tax, though perhaps theoretically sound is practically 
impossible. But our British distinction between income tax and super-tax 
might be so handled as to achieve to some extent the same object.

2. The criterion as to the amount of debt to be held in a short-dated form 
should, I think, be given by the appetite of the investment market for that 
type of security. The Government can borrow most cheaply by offering 
various types o f bonds in such proportions as each is required by the
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investment market and the money market. A  large sum, probably a very large 
sum, can be borrowed more cheaply in the form of short-term debt 
periodically renewed, than in the form of long-term debt. It would be a sound

1_ * _L. C . .poney 10 maintain me snurt-uateu ucut peniiaiicnuy at a nign ngurc n  mat 
high figure could be kept afloat at a rate o f interest lower (on the average)
th-in flip ritP rm Inntr-tprm HpKf Tn flip rdCP n f cïinrt-fprm A pKt flip
111U11 L1XV 1 IXLV V/l 1 IVUg IV illl WVWi **» V* » V VWL>V V* I/X1V1 t. XV1111 U W l 111V VH 1 t(Xl

value is guaranteed and the interest is fluctuating; in the case o f long-term 
debt the income is fixed but the capital value is fluctuating. Abstractly there* V-» m/

is nothing to be said in favour of the one rather than o f the other. Th e idea 
that there is something unsafe in maintaining the short-term debt 
permanently at a high figure is based for the most part on false analogy. I 
may add that it would probably assist the steadiness o f credit if  the volume 
of the short-term debt were to be somewhat reduced in good times and 
somewhat increased in bad times.

3. Since it is sound policy always to have a certain margin in budgeting, 
it is right that a certain amount o f debt should, if possible, be repaid every 
year. But it is not advisable to attempt blindly to repay large sums merely 
on the ground that the debt is something to be got rid of. Th e idea again 
is based on false analoev. Repayment o f debt out o f taxation is oartlv at theLr? «/ 1 tf K -J

expense of other forms of saving. The higher the taxation becomes the larger 
is the proportion which is at the expense of saving. But even that part which 
is at the expense of expenditure is not necessarily in the public interest. I f  
we confine our attention to that part which is at the expense o f saving, the 
effect of the repayment of debt is to drive the savings into a particular channel 
instead of letting them find their own outlet. When holders of debt are repaid 
they will probably prefer to re-invest the money in bonds of the gilt-edged 
type. If, on the other hand, the savings are left in the pockets of the taxpayer 
there is no such presumption, and they may find their outlet either in 
industry or in any other way. In present conditions, therefore, a rapid 
repayment of debt affords an artificial stimulus to savings to flow into the 
channel o f gilt-edged investments. At a time when there is a very heavy 
demand for this particular type of investment this may be sound policy. For 
example, if the Local Loans Authorities, or Borough and County Authorities, 
are involved in heavy expenditure for housing or public works, which they 
can only cover by borrowing in the gilt-edged market, then a simultaneous 
repayment of national debt by the Treasury may be just the right thing 
to do. But it is not necessarily right in all circumstances. I f  the supply of new 
gilt-edged securities is limited, thus indicating that the demand for capital 
by borrowers of that type is not extensive then repayment o f national debt 
on a large scale may be very harmful. This sort of consideration should weigh 
more than the mere idea that blind repayment of debt must be good for its
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own sake. T o  take money from industry and from individuals by taxation 
and give it back to the gilt-edged section o f the Stock Exchange, regardless 
of whether there is a ready outlet for it there, is injudicious.

4. In an address which I delivered recently, and copies of which have, 
I understand, been circulated to members of the Committee, I gave reasons 
for thinking that the present Trustee Acts should be considerably modified. 
Some of the considerations which I urged may not be particularly germane 
to the inquiry of this Committee. But in so far as they are concerned with 
the renewal of the abnormally large amount of debt which falls due between 
now and 1929, the desirability of the Treasury exercising a more effective 
control over rival trustee issues, than it has at present, is worth emphasising. 
Both in the interests of the investors themselves and of the community as 
a whole and of the Treasury, I think it would be better to allow no securities 
in the future to enjoy the benefit of the Trustee Acts except home securities 
of certain specified types.

M y anxieties under this heading are connected with those under paragraph 
3. I f  our own national debt is repaid on a large scale, and if the bulk of 
the new issues of trustee securities consist of colonial obligations, the effect 
of these two things together, namely repayment of debt and the Trustee Acts, 
is to afford an artificial stimulation to foreign investment which may be 
exceedingly contrary to the public interest. Repayment of debt takes forcibly 
resources from the community at large and compels their utilisation in 
securities of the trustee type; and it may then happen that the bulk of the
not r»n fi tn £k /\f fmirtoa »-*■*« a 1 f*iI7ûfttvionto
llV k a M U U I U l O  LU L11U 1131 U1 L1 U 3LLV  3 V U U U U t 3  d i t  U V t l 3 C d 3  111 Y V 3 U H U I 1 3 .

5. I have mentioned above that the Government will borrow most cheaply 
by supplying such types of bonds as the different sections of the investing 
public find suitable to their requirements. I suggest that there is one further 
type of bond not yet in issue which might prove popular with particular 
individuals and so enable the state to raise funds a little more cheaply. I 
suggest that there should be issued bonds of which the capital and the interest 
would be paid not in a fixed amount of sterling, but in such amount of 
sterling as has a fixed commodity value as indicated by an index number. 
I think that an official index number should be established for such purposes 
on the lines of the optional tabular standard recommended long ago by D r 
Marshall, and that it should be open to anyone, including particularly the 
Treasury, to offer loans, the payment of the interest on which and the 
repayment of the capital of which would be governed by movements of the 
index number. I can say from knowledge that there are many investors, who 
wishing to take no risks would naturally confine themselves to trustee stocks, 
yet feel a natural anxiety in being compelled to invest their whole resources 
in terms of legal tender money, the relation of which to real value has been
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shown by experience to be variable. Throughout almost the whole o f Europe 
investors of the trustee type have been deprived in the past ten years of the 
greater part of the value of their property. Even here in England all such 
investors have suffered a very large real loss. We may hope that great 
instability in thç value of the currency may not be one o f the things which 
the future has in store for us. But it is natural that some people should be 
anxious about it. Unless, therefore, the Treasury hopes to make a profit 
through the depreciation of legal tender, it would lose nothing, and might 
gain something in terms of interest, by issuing such bonds as I have 
indicated.

3880 (c h a i r m a n ) W ill you first o f  a ll am plify the points in you r pap er? 
I should like, if  I may, in dealing with the first heading of my evidence, to 
put the matter a little differently from the way in which I have put it in my 
written summary. In England historically the income tax has been, not a 
personal tax, but a tax on income as it accrued, in whatsoever hands it was. 
That is a point which is not always well understood, but it has been a very 
vital feature of our income tax system. We have gradually been compelled 
to depart from that system as the rates of income tax have increased, and 
it has become increasingly a personal tax. Th e personal side of it is 
represented most completely in the super-tax. I believe that this distinction 
between the tax on income as it accrues and the personal tax might be 
developed so as to take taxation to a certain extent off what we can presume 
to be savings, and throw a little more heavily on to that part of income which 
we cannot presume with equai likelihood to be savings. I would suggest that 
if it is desirable to move in that direction we might reorganise our system of 
income tax, and, instead of having two taxes called income tax and super-tax, 
have two taxes called ‘ standard tax ’ and ‘ personal tax ’ ; that the standard 
tax should be like the old income tax and fall upon all income as it accrued, 
subject, as the old income tax was, to certain total exemptions at the bottom 
of the scale; and that the personal tax should absorb the fluctuating part of 
income tax and super-tax and should be avowedly a tax on individuals in 
proportion to their capacity to bear it. That would have the effect that 
corporations who are not spenders, except in so far as they pay dividends, 
would pay only at the standard rate on that part of their income which they 
put aside and did not distribute. The most obvious cases are insurance 
companies, where the money accumulates at compound interest, and 
industrial companies, which retain for further development o f their business 
a certain part of their profits. In both those cases there is strong presumption 
that the income in question is saved and is not spent. I f  the standard rate 
of tax was to be lowered and the loss of receipts in that way was to be made 
good by regraduating the super-tax and bringing it down to incomes of much

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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lower limit than £2,000 you would be exempting a certain part of income 
which goes to savings. I think it is difficult to know how much is now saved 
in that way and how much in other ways, but I am sure that important sums 
are now saved by corporations rather than by individuals, that is the tendency 
nowadays, and it is one which it may be worth while to encourage and of 
which our tax system ought to take account. In the old days, when income 
tax was at moderate rates and no steep graduation was necessary, there was 
much to be said for the old system. In the early days of super-tax, when 
the machinery of super-tax was in its infancy, it would probably have been 
very difficult to have worked a personal tax of the kind that I suggest. But 
in the present conditions it merely means an extension of our existing super-tax 
machinery under a different name, and with super-tax down as low as £2,000 
and with further graduation below that point, a large part of our taxation 
is in effect personal tax, even that part which is collected ostensibly at the 
standard rate of income tax. We should get clearer and perhaps have greater 
simplicity in the end if we were to recognise that change, and it would have 
the advantage that money which accrued in the hands of corporations which 
could not be spenders, would be exempted.

3881 (m r  b e l l ) B y  corporations do you mean limited companies only ? No,
I include, for example insurance companies, whether they are limited liability 
companies or not. But generally speaking, I should make exactly the same 
distinction as is now made by super-tax; that is to say, my personal tax would 
fall upon the classes of persons who, if they had large enough income, would
___U ̂  __ 4. .̂.i i uw uc  u a u ic  lu > u p ci-i.aA .

3882 I  was wondering whether the actual standard tax would fa l l  equally upon 
a partnership? What is the present position as regards super-tax?

3883 Would the same fa c ility  fo r  saving be granted to a private partnership 
as to a limited company fo r  instance? There are certain marginal cases at 
present which are dealt with under super-tax lines as carefully as the officials 
can. I am not very well acquainted with just where they draw the line.

3884 (s i r  a l a n  a n d e r s o n ) Private partnerships or the individual 
partners have to pay super-tax on the reserves held by the partnership, (sir  

jos i ah  s t a m p ) A n d  instead o f  extending the principle o f  limited companies 
to partnerships, you would extend the principle o f  partnerships to limited 
companies, and say that, in so fa r  as you have limited companies which 
approximate in their true character to a partnership, they shall be deemed to 
be partnerships ; but because there has been very grave abuse o f  the distinction 
between limited company and partnership in the past in regard to super-tax, 
therefore recent legislation has assimilated a ll limited companies with a few  
shareholders, to partnerships. Perhaps I could answer M r Bell’s question by 
taking up the point just made by Sir Josiah Stamp. Hitherto the distinction
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between super-tax and standard tax has been the amount o f a man’s income, 
and therefore the arrangements to which he refers were quite distinctly of 
the nature of evasion. But suppose that the criterion which we have in our 
mind was whether the money was locked away in a form in which it could 
not be spent on current expenditure, then we should not object so much 
to individuals or partners who were in fact behaving in that way imitating 
the formal company, because they would have met our criterion.

3885 (m r  b e l l ) That is the only point 1 wanted to elicit— that they would 
have ju st as much advantage by putting to reserve as a lim ited company would.
I do not like to answer that quite definitely, because it is a technical Inland 
Revenue point. I should like to do that in so far as it is compatible with 
preventing evasion o f taxation. In all those cases you must not go beyond a 
point, because it can be abused by those who seek to evade, and that is an 
Inland Revenue matter on which I am not an expert.

3886 A ll  I  wanted to ask was whether they should be treated as a limited 
company in every way in which it can be done fa ir ly  and righ tly? I should aim 
at that, but I should have thought that any Inland Revenue authority would 
say that you would have to be stiffer with private partnerships just as you 
are now.

3887 Would that be ju s t? As just as the present system.
3888 I  should have thought not. I f  you were going to put a premium upon 

saving and the holding o f  reserves it should be done equally with a private  
partnership as with a company? It is not done at the present time. I did not 
raise that point, because I propose no change.

388g I  mean standard tax , not super-tax? I am making exactly the same 
point.

3890 (sir  w i l l i a m  m c l i n t o c k ) There is a distinction between a limited 
cnmOanv and a Private comDanv formed before iota and a fter?  Y e s' ̂  1-----------j  ------------ " r ---------------- - - -j- - v  j  - --------- -  - j  -  ■ -  ~ j  — f  ---------- 'v --------------

3891 A fter 1Ç 14  certain private limited companies were treated as partner
ships? Yes.

3892 This suggestion o f  yours would mean that a ll the p r e - ig i  4 companies 
would get o ff  with a lower rate o f  tax and the amount placed to reserve would 
not be questioned, whereas in the case o f  the a fter-1  <414 companies, today the 
Inland Revenue go very exhaustively into a ll the circumstances o f  the case? Yes, 
but I suggest that these questions are not really relevant to what I am trying 
to say.

3893 (sir  j o s i a h  s t a m p ) /  think we are drifting rather too much into the 
technical difficulties o f  carrying out general principles. I  would like to ask you  
whether something in the nature o f  a division between the normal tax and the 
super-tax as they have it in the United States would be possible? I am inclined 
to have a somewhat higher standard tax than they have, at any rate at first.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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I think it would be too great a change in the existing system to put the 
standard tax as low as in America. I should suggest 3s. in the £  as the figure.

3894 That is to say, you would lower the present super-tax down to the class 
o f those who in effect pay at the rate o f  js .  Yes.

3895 It  was started at £5 ,0 00 , dropped to £5,0 00 , and then dropped to 
£2,000  ; with every drop in the level a large number o f  people come in, and there 
is an inevitable loss, through evasion, every tim e? I think that is the main 
objection to my proposal. Every tampering with the level of the standard 
tax leaves more room for evasion.

3896 The Chairman w ill remember that the point where super-tax was 
brought down to a lower level was seriously considered by the Income Tax  
Commission? But I think that now the situation is so different from what it 
was even a very few years ago, we have gone so far in this direction, that 
if there were other advantages to be gained I would risk this objection ; but 
it is a great objection.

3897 (sir  CHARLES a d d i s ) With regard to the effect o f  income tax 
on companies’ savings, is it your view that it acts by tempting companies to 
distribute a larger amount in dividends than they put to reserve? No, I think 
it acts by diminishing the amount that they have available for reserve.

3898 But not in the direction o f  encouraging increased distribution? It may 
a little, but I do not think so.

3899 Do you think in practice it has had the effect o f  reducing the amount 
o f  reserves? Yes, I think so.

3900 We have had evidence given here by M r  Layton that so fa r  as he couid 
judge, the reserves o f  the companies that he examined a ll kept pace with the 
increase in prices. Do you think that was correct? I should have been surprised 
that you could get any sound statistical argument on that point, owing to
the e re a t rh a n e ,e« h v  am a lca m a fin n  anH nt-Rpru/icp th a f h ave  talfpn n la re  in----------C» - — —.p— - j  ---------------------p--------------------------- *•" ■ — r*"— —

the character of companies in the past 10 years; but in any case it does not 
follow that the proportion put to reserve before the war was the really correct 
proportion.

3901 Is there any real distinction in the position o f  a shareholder who receives 
a sum in dividends which might have been put to reserve, and him self invests 
it in some other industrial security? I do not quite follow the question.

3902 Supposing that a company, instead o f  putting to reserve, pays the 
amount in dividend and that the shareholder who receives that dividend invests 
it in some other industrial security? It does not follow that he will. I f  he does, 
it does not make very much difference; but I am inclined to think that the 
new money for industry is being found more and more out of the reserves 
of existing companies. The tendency, in the case of a really progressive 
industry, is to pay the shareholders something to satisfy them and to retain as
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much as they possibly can in the business for the further expansion o f that 
business. I think that is one o f the most healthy ways in which additional 
capital for business is obtained, and I think that this suggestion o f mine would 
leave more in the hands of the managers of the business, which they could 
retain in the business without disappointing their shareholders. T h ey could
in f* ir * t ncp it* -rsc on ormimpnt wifi*» flip ch^rplinMprc that it hfincrc thpm wi thin
m i  u v  *. uüv 1 1  hj ui 1 m g u i i i v m  if iul m v  juin v n u i u v i  u uihi iv v a i n c u  i i iv a a a  i i i u i i u

this lower rate of tax if they retain it in the business.
'toot I fv o u  take two classes o f  shareholders : ifv o u  take class A . who receivesW y k/ J •/ J f

the amount in dividend, and class B , where the amount is retained by a company 
and placed to reserve, the distinction is really between borrowed money and  
compulsory saving. In  the case o f  A , he may save or he may not? I think the 
argument is purely psychological. You might say that if you could earn 2s. 
and give your shareholder is., your 20s. shares will then be worth 2 is., 
whereas if you gave him 2s., they would be worth 20s. Therefore your 
shareholder, by selling 5 per cent o f his holding, could be exactly as he was 
previously; he would have obtained his 2s. But in practice people do not act 
in that way. I f  the money is retained in the business, it is much less liable 
to be spent by the shareholder releasing a portion of his holding than if it 
is Daid to him as dividend: because he looks on the one as capital and he* r »

looks on the other as income. There is also a further point. Th e expenses 
of raising new capital are heavy, and one of the great advantages o f increasing 
capital by retaining money in the business is that it is a very cheap way by 
which companies can increase their funds. I f  they have to issue new shares 
or borrow in the market, in modern conditions they have to give away a 
dangerously high sum in order to make a successful flotation. I f  they retain 
money in this way it costs them nothing ; they have a perpetual regular flow 
instead of an occasional large but expensive issue.

3904 The point I  wanted to make was this, i f  I  may make it clear. In  the 
case o f  two shareholders, A  and B , the one receives the dividend and the other 
has it invested fo r  him. Would there be no inequity in taxing the one and 
exempting the other according to you r proposal? I do not think that any system 
of taxation is perfectly fair. I do not think that you would increase the existing 
unfairness. It exists in every case of the super-tax payer at present.

3905 It  seems to me that it would have the effect o f  encouraging a certain 
kind o f  saving, namely, compulsory saving, as against voluntary saving. I  do 
not press that point, but there is a difficulty, I  think? It seems to me that you 
are imputing to a new system of taxation an inequity that exists at present.

3906 (s i r  jo s  1 a h  st  a m p ) On that point raised by S ir  Charles A ddis, there 
is rather an assumption that super-tax is being lost at the present time on the 
amount retained by the company. B u t those sums are due not merely to people 
with incomes chargeable at a higher rate than the normal rate, but are also due
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to people chargeable at a lower rate and on the average probably there is not 
much loss, because there is no repayment to anybody on the money that is invested 
fo r  them by the company. The shareholder may be hit by having the tax paid  
at 4s. 6d. in the £  on something fo r  which he is only liable to 2s. 3d ., and i f  
you take the whole amount there is no statistical evidence to show that the real 
rate on the whole lot is higher than the normal rate. The thing is unfair in both 
directions. On this statistical point about reserves, supposing that the company 
makes £ 10 ,0 0 0  profit and looks at its balance sheet and sees that a ll its assets 
are intact, and says : ‘ We w ill pay £5,000  in dividend and put £ 5 ,0 00  to reserve 
and that goes into the business, that is the kind o f  thing that ought to be 
encouraged? That is my suggestion.

3907 N ow  supposing the company looks at its assets and says : ‘ We have got 
some holdings in Dunlop that have depreciated in value ; we must write that asset 
down and they deplete their profit and loss account by £5,000 , they show £5,000  
profit and they pay that away in dividends, apparently they make no reserve, 
but do they not in effect do exactly the same as the first company? Yes, I think 
so.

3908 Then one way o f  doing it is to put it into reserve when it is obviously 
reserve* but we none o f  us know how large sums out o f  profits have been saved 
in the writing down o f  assets? No.

3909 Which makes it almost impossible to judge how much o f  current profits 
have been kept intact without distribution. I t  would seem to show that it is a 

favourable time, would it not, fo r  an increase in capital when everything slumps 
in value. B y  the modern ideas o f  a balance sheet you compel everybody to put 
money on one side? There is a striking instance of that in the case of banks.

-1 A T A  ^ n n  A r r c c n n  t_i a t  t  \ T 1 It  st t  m s m  / A  r, f  e a I n  A  a t w a r * s t  n/*
V  A V / I 'C .  JkJUIV £ I t \  l—t  Lj  J  ±  1 V J  t-CSff/Jt'j ( ( /  M-C f / f  t t f W f K / O  %/j

plant as well, (sir  josi  a h  s t a m p ) That is a more regular thing, but this seems 
to show that industry is beim  Oarticularlv hit in the savinp o f  capital at a time^  u  1  ............................. U 1/  J

when capital values are being depreciated? (m r  k e y n e s ) O f course it does not 
always happen that companies do write down assets as much as they should.

3 9 11  (s i r  w i l l i a m  m c l i n t o c k ) There are two methods. One company 
writes down a specific asset and reduces its value, probably they have only written 
it down to market value and then they hide it up in a big total; another company 
actually shows the reserve on the other side, and the result is exactly the same 

fo r  the two companies? Yes.
39 12  Would you consider there is an essential difference between the one which 

shows it as a true reserve and the one which writes it down to its market value 
as a legitimate business expense? I think the existence of those two methods 
renders all estimates of amount nearly valueless on this matter.

3 9 13  I  agree. They w ill have to reform their methods o f  stating balance sheets 
fo r  statistical purposes, (sir  j o s i a h  s t a m p ) What I  want to know is whether
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you would allow the writing down o f  capital assets to be charged as a business 

expense? (m r  k e y n e s ) I think there is a great difficulty about it, because 
there is also the question o f writing up. I f  you are to allow companies to 
write down depreciation o f assets as a business expense then you must compel 
them to write up, and that would involve valuations on the part o f Inland 
Revenue, which would probably be impracticable. I have always regarded 
the unwillingness of the Inland Revenue to allow writing down as a balancing 
item against the impracticability of compelling companies to write items up.

39 14  (s i r  a l a n  An d e r s o n ) You can practically choose now fo r  a great 
many things, can you not, whether you w ill bring in the rise and f a l l , or whether 
you w ill not? Also it seems to me that if you have writings up and down 
in accordance with fluctuations in the value o f money and include these in 
income account, you would reach an impossible situation.

3 9 15  (s i r  j o s i a h  s t a m p ) I  was going to ask you how you would avoid  
the appalling mess that Washington [i.e . the United States] has got into the last 
three or fo u r years?  I do not quite understand the relevance to what I was 
proposing, because I was not suggesting any change in this particular respect.

39 16  We were on the question o f  the method o f  handling reserves in the 
different kinds o f  companies. I  was wondering i f  you were going to have 
differential treatment at a ll?  Your point relates to the definition o f profit. M y  
suggestion does not really touch that.

3 9 17  You would allow profit to be defined as now? Yes.
39 18  A n d  you would get over a ll difficulties about exempting reserves or giving  

preferential treatment, by charging companies at a low rate o f  tax?  Yes.
39 19  (m r  b e l l ) What would be the additional tax to the widow who lives 

in R yde or the physician who lives in H arley Street? H ow is it to be made up? 
It does not affect his position, because he is at present liable to super-tax.

3920 /  take it that the net result o f  this proposal would be that companies 
would be relieved o f  a good deal o f  taxation as long as they kept certain reserves 
intact. How w ill the revenue make that up? It would be made up in various 
ways, partly by a general regraduation which will bring the super-tax limit 
down and partly by some increase in the personal tax all along the line. But 
the Harley Street practitioner would not be injured by that any more than 
any other individual of equal income.

3921 B u t individuals would have to fin d  the amounts o f  which industrial 
concerns are given the benefit? Yes, wherever you relieve a particular sort of 
income from taxation you must make it up on some other sort o f income, 
certainly.

3922 Do you not fe a r  that that might be a preferential treatment o f  one sort 
o f  people? It depends how much public opinion was influenced by the 
desirability of exempting what are certainly savings. I think it may be that

304



T H E  R E T U R N  T O  G O L D  A N D  F O R E I G N  L E N D I N G

the encouragement to savings is rather a fetish sometimes; I do not think 
it ought to be pushed to its extreme point. But I am assuming that in existing 
conditions we want to do a little to help savings.

3923 A ll  sorts o f  savings equally? All those that we can encourage without 
opening doors to evasion, and I think that confines rather narrowly the types 
that you can assist.

3924 Would that really be possible in regard to individuals, do you think? 
Ma T Ha n n t  thinlf it u/niilrli 1  v  ̂ VA1 1 AAn 1 1 . ir i/Miui

3925 Then it would in effect be letting savings o f  a certain class o f  taxation o ff  
and not letting o ff  another class o f  savings? I am inclined, perhaps wrongly, 
to brush on one side all these minor questions o f equity between individuals, 
because I think that line of argument leads always to abusing a new tax as 
against an old tax. Every tax that has ever been devised is packed full o f these 
small inequities.

3926 The inequity seems to me to be a pretty big one ? I f  these are emphasised 
it suggests that the new taxes, because they have them, have them more than 
the old taxes. I f  we were to go through the old taxes we should find just as 
many anomalous cases.

3927 (sir  a l a n  ANDERSON) I  suppose there is an inherent objection to 
every new tax . You do not want to change the method o f  taxation? There is 
always an objection to a new system of taxation. One never wants to alter 
our system o f taxation for no reason at all.

3928 (s i r  j o s i a h  s t a m p ) There is no enormous difference in the question 
o f  equity between one individual and another and the social value o f  savings. 
In your judgement, the social value o f  savings might be allowed to prevail?  
Yes, but I sympathise with M r Bell’s point of view. I think there is a danger 
of going too far in the other direction.

3929 (m r  b r a m l e y ) What would be the effect on the banks? Would your 
proposal tend to reduce the total amount o f  savings in the hands o f  banks, and 
increase the total amount o f  savings in the hands o f  companies? I do not think 
so. Do you mean that it would increase the amount of the deposit accounts 
in banks? The alternative to the money being retained l y the companies is 
that the investor would either spend it or invest it in some other way. O f 
the other ways in which they can invest it, putting it on deposit at their banks 
is only one of many.

3930 The temptation would be to leave more money in the hands o f  the 
companies, would it not? Not so much the temptation as the compulsion.

39 31 That would, o f  course, reduce the amount o f  bank deposits, would it not? 
It would reduce the amount o f money available for investment in other ways, 
and it is only in so far as interest-bearing deposits at the bank are a form 
of investment that they would be affected. It would not affect the amount
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on current account, and I should not think it would much affect the amount 
held on deposit; but it might.

39 32 (m r s  w o o t t o n ) I  understand you do not intend to alter seriously the 
present graduation o f  income ta x ? No. I think that, if  you were to merge 
super-tax and the fluctuating part of income tax, as I suggest, there are 
certain adjustments that one would inevitably think it wise to make; there 
are certain small adjustments which at present arise inevitably out o f there 
being two taxes, which you would take the opportunity o f correcting.

39 33 Your proposal is to relieve savings much more than to make any change 

in general taxation? Yes.
3934 (MR b o w e n ) Would yo u r proposal mean less revenue? It would mean 

less revenue from a particular source, which would have to be made up from 
other sources.

39 35 H ave you in mind what those sources would be? M y  idea was that the 
total receipts from income tax and super-tax would not be diminished unless 
there were other reasons for diminishing them; that it would be a 
redistribution between income tax and super-tax payers rather than a relief 
of those classes; but if  there was money which was available to relieve some 
class or other, personally I think the income tax payers are those who ought 
to receive it. I think that o f the present taxes the income tax and super-tax 
are the most excessive.

3936 (s ir  w i l l i a m  m c l i n t o c k ) Assume that a lower rate o f  tax is 
applied to limited companies; they have a bigger sum available then fo r  either 
distribution or reserve? Yes.

39 37  I f  y ° u assume that they p a y  a larger dividend by reason o f  the lower 
income tax , that higher dividend w ill in turn be subject to the higher rate o f  
super-tax that you suggest? Yes.

w j S One m av nerv well off-set the other? T assume that the COmDanieSy  -  - - - - ----------̂  --------• ---------------------- - j L j  -  — - ------------- - -------------------------- »

would to a certain extent increase their nominal rate of dividend.
3939 (s ir  j o s i a h  s t a m p ) You do not think that they would retain in their 

business the whole o f  the difference? No, I do not.
3940 A  great many o f  them already retain a ll they want and they would have 

no use fo r  this money, and they would pay it out as a larger gross dividend? 

Yes, and in so far as they paid it out as a larger gross dividend, no revenue 
would be lost.

3941 (s i r  w i l l i a m  m c l i n t o c k ) A n d  the revenue would gain on the 
higher super-tax? Yes.

3942 That would be the tendency, would it not? I think the tendency would 

be that a certain amount extra would be retained in the business.
3943 A  portion o f  it?  A  portion o f it. All this discussion has been based 

upon joint stock companies. But the case of insurance companies is very

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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important, because the amount of the additional savings of the country that 
accrues in the hands o f insurance companies per annum is something 
prodigious, and that part automatically accumulates at compound interest 
and it is an increasingly large source of savings. I f  they accumulated at a 
higher net rate o f interest than they do now it would make a very material 
difference to the amount of savings. I attach more importance to that so far 
as the magnitude of the additional savings is concerned than I do to the other 

point.
3944 Would it increase the bonuses paid  by insurance companies? It would 

increase them, certainly, if  you mean the ordinary type of bonus which is 
a deferred bonus; it means that the insured person at the maturity of the 
policy receives a larger sum. I f  money is accumulating in the hands of the 
insurance company at a higher rate o f interest there is a larger fund to be 
returned to the policy holder at the end of the period, and that is simply 
another way of saying that the bonuses are higher.

3945 In  that case no tax would ever be pa id  on those bonuses? I do not say 
no tax; they would pay standard tax.

3946 Except the standard tax. A  limited company must distribute surplus 
profits at some fu tu re date? Yes.

3947 (sir  ALAN a n d e r s o n ) Does not an insurance company pay income 
tax?  It pays income tax, certainly; that is the point of my answer; it would 
continue to pay standard tax.

3948 When one takes out a policy one escapes the income tax on the premium?
U p to a certain point. T h e  com pany pays income tax ail the time.

3949 When you answered about the doctor or the law yer, the man who is
tn/tl?itt4r n  f tp r e n n / iî  i t t r n t t i p  f  tU r n h  ■fi/iw f/H// th / it  h p  m/i e /t h n v A  r n t p  A iA  V tïii• / r w f v r ' r ^  w  r • f t   ̂ v t »  >p<> * »■* » r w  ^  v * »

not? I said that he is a hard case now.
3950 H e is no worse o ff  than a private firm  now. You say they would be hard  

cases too? They are a hard case, too. It is simply that anybody who is liable 
to super-tax, and who saves out of his income, is in a worse position than 
a company which saves correspondingly. M y proposal slightly aggravates that 
inequity. But any scheme for helping savings that does not help all savings 
equally is inequitable in that way. That is an instance of my objection to 
M r Bell’s suggestions in some of his questions which are along these lines. 
No way of helping savings would help all savings to an exactly equal extent; 
therefore an element o f unfairness is involved ; therefore you must never help 

savings. This result is the danger of that way of arguing.
39 51 (m r  b e l l ) S till, o f  course, it is the wish o f  a ll o f  us to be equally fa ir  

to a ll classes i f  we can. It  is not a bad thing in itse lf to be rather careful? No, 
certainly not; I agree with that; but I think that the perfectly fair person 
has to retire from all forms of action.
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39 52 (c h a i r m a n ) W ill you  proceed with the next point in yo u r evidence? 
There is the question as to what part o f our debt we should be prepared 
to keep permanently in a short-dated form. I think popular opinion on that 
is often incorrect, because it is founded on a false analogy with the case of 
a private individual or of a company. It is clearly advantageous for a company 
to have its debentures of a long date, so that there may not be any risk of 
their falling due at a time when the company is embarrassed, or less easily 
able to raise money. I think the extension o f that to the state is a false analogy. 
I see nothing unsafe in the fact that the amount o f short-dated debt falling 
due for renewal year by year is one figure rather than another figure. M y  
criterion would be determined by the amount o f debt which could be kept 
floating one year with another in a short-dated form at a lower average rate
01 interest tnan 11 it were in long-aatea iorm. 1 oeiieve mat tne amount tftat 
could be kept floating on that criterion is very large, simply for the reason 
that there are a large number o f holders o f funds, particularly banks, to whom 
it is so advantageous to have debt which is regularly maturing that they are 
prepared to accept a lower rate o f interest on it than on debt which does 
not mature in that way. In a long-dated debt the lender knows what interest 
he will receive annually for a long time ahead; he does not know for certain 
what the market value o f his loan will be; in the short-dated debt he knows 
what the market value will be year by year in the near future; he does not 
know for certain exactly what rate o f interest he will receive. From the point 
of view of the state it seems to be indifferent in which form they borrow, 
but there is a certain class of lenders to whom one kind is very much 
preferable and there is another class to whom the other kind is very much 
preferable, and I think the division between the two forms of debt ought 
to be determined by the proportionate appetites o f those two classes of 
investors.

3953 (mr  b e l l ) In  the result, I  take it, you agree that there has been an 
enormous saving to the state by the cheaper form  o f  borrowing on short-term 
security? Very great indeed.

3954 (s ir  j o s i a h  s t a m p ) Would you agree that the appetite w ill vary  
according as the times are good or bad? Yes.

3955 Would you settle it by the period o f  minimum appetite? There is a 
certain difficulty there. It is in the interests of the trading community that 
the short-dated debt of the Government should be somewhat reduced in good 
times and somewhat increased in bad times. But those dates may not coincide 
with the dates at which it is most profitable for the government to convert 
its debt from one form into the other. You may, I think, have a dilemma 
sometimes between which objective to follow. I f  you can fund your debt more 
satisfactorily in good times, that is the moment to fund rather than in bad 
times.
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3956 Therefore you would not object to the step taken in reducing the huge 
floating debt that was frequently coming on the market in ig z o  to more 
manageable dimensions? No.

3957 I t  was a source o f  great danger at the time, and was in constant 
competition with the gluttonous demands fo r  money in the industrial market? I 
think it was healthy, because it tended to direct new savings into the 
commercial market rather than into the investment market. It is a charac
teristic of good times that the new savings of the community ought to be 
put at the service of trade rather than flow into investments. I f  the 
Government at that time is floating long-dated loans to the investor and using 
the proceeds to repay the market its short-dated loans it does just what is 
wanted; it brings the new savings o f the community into the service of 
commerce. On the other hand, in bad times, when the demands of commerce 
are reduced, the opposite is true; but I believe that the fluctuations which
n r m i l / t  1\A  n O r t n h / t n U I n  « n  i r / \ l n m a  r t f  f k  r t  f l  rtrt f l r t r t  A  û k t  rtf» K û f l ir O O n  rTA A /l f l lT I O r
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and bad, would not be a very large percentage of the whole.
?a<;8 Not more than to her cent Orohablv. No. not more than 10 ner cent.
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3959 (mr b f l l ) la m  quite clear that there is a fa lla c y  in the argument that 
a short-term debt is bad, but it seems to have been laid down almost as a financial 
principle that you must get rid o f  a short-dated debt o f  this kind. You are entirely 
opposed to that? Yes, entirely opposed to it; indeed, I think if  it were carried 
very far it would put our banking system into an extremely difficult situation. 
It would be driving bankers into a form o f security which is not the most 
suitable for them.

3960 (s i r  Ch a r l e s  Ad d i s ) C anyou make any suggestions as to the amount 
o f floating debt that might be considered permanent?— Is it possible to arrive 
at an estimate? It is rather difficult to give a figure, because one does not 
quite know at what point to draw the line, whether 1929 W ar Bonds are 
short-dated debt, whether 1932 Treasury Bonds are.

3961 M ight I  take Treasury bills as an instance offloating debt? I should 
certainly merge with Treasury bills all the National War Bonds which are 
of quite short-date— up to 19 27/19 28 . I do not see anything very wrong in 
the present amount.

3962 You do not think there is any danger with the amount at the present

3963 That is to say, i f  a demand were made fo r  money, the Government could 
always command the situation by raising the interest on short-dated loans? That 
is so, but supposing trade was to revive very definitely, I think it would be 
a sound policy if the Government tried to fund some o f it and then was 
prepared to allow some to be reconverted into short-period debt later on. 
I do not think they should aim at a much lower figure than the present figure 
as an average.
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3964 (m r  b e l l ) M ight not the existence o f  the floating debt ham per the 
Government in any conversion scheme by making it more difficult to raise the 
cash i f  the conversion terms offered were not alw ays accepted? I think that 
assumes that we are always wanting to have conversion schemes, that the 
ultimate object of the Treasury is to convert everything. I do not think it 
would make very much difference. Supposing you had a certain part o f the 
public naturally attracted by long-dated debt and a certain part o f the public 
naturally attracted by short-dated debt, you do not get any rapid change 
between those two classes of investors, and therefore the market for the 
long-dated debt would be much the same at one time as at another. In fact 
by having mopped up all the really short-dated lenders into your short-dated 
debt, you have a more steady supply o f lenders for your long-period debt.

3965 (s i r  Ch a r l e s  a d d i s ) I f  the rate o f  interest on the short-dated debt 
eventually became the same as on the long-dated debt, would there not be 
competition? I f  that happened, I should say it was a sign that the short-dated 
debt was getting excessive.

3966 You would consider whether it was a good opportunity to fu n d . You 
would take the two circumstances together? I think it is inevitable that you 
should. When the Government has been erring a little in one direction, it 
would probably be difficult to correct it, because it is just that difficulty which 
has probably led to the situation which is making the trouble.

3967 In  you r view the management o f  this amount o f  floating debt would 
have to be increased and diminished in accordance with the fluctuations in the 
competition o f  trade fo r  funds, wouid involve a certain amount o f  control? It 
would involve a certain amount of intelligence.

_„z:o 1^...  .......J _____________________________________________ l „/ ou urc nut upprcncnwvc u* tv me uegree t j tntcatgcntc mut tvvuiu ve
available fo r  controlling credit in that w ay , are y o u ?  I think it is quite 
impossible to write down certain rules in a book and then have the Treasury
run by clerks from that time onwards by reference to the book.

3969 (p r o f e s s o r  h a l l ) I  think you mentioned that you convert from  
short-dated loans to fu n d ed  loans in times o f  good trade? That is a secondary 

point. I should do that if  it was not too expensive.
3970 Would not that be rather an unfavourable time fo r  fu n din g?  It would; 

that is the difficulty. The reason for that is that during trade booms, owing 
to the nature of our credit system, the price o f long-dated securities is unduly 
affected.

3971 (s i r  a l a n  a n d e r s o n ) Does it not come to this, that you  would go 
on with the short-dated securities you have got now, unless you fo u n d  you  would 
save money by converting? Yes, that is what it comes to.

3972 (s i r  Ch a r l e s  a d d i s ) In  times ofcom m ercial expansion do you  regard 
the existence o f  the floating debt as tending to raise the rate o f  interest for
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business purposes? No, I do not think it does that, but the existence o f a 
floating debt affords an opportunity for diverting savings into the direction 
of business in the way in which I have indicated. It gives to the Treasury 
an opportunity, by funding its debt, o f getting savings from the public and 
putting those savings at the disposition of commerce, and if it is practicable 
to do that, it is a good thing to do; but if it cannot be done, then it cannot.

3973 (c h a i r m a n ) W ill you go on to you r next point now? M y next point 
is the one to which I really attach most importance. It relates to times of 
repayment. I think some debt should be repaid every year in the interests 
of sound budgeting and sound finance generally. It is a sound principle to 
have some margin, and the policy of having a sinking fund of a certain 
amount is a way of insuring that. But when you consider repayments of debt 
on a iarger scale than is required by such considerations, I think again there 
is a danger of applying the false analogy of an individual who is in debt, who 
would naturally wish to clear off his obligations at the first possible moment. 
The effect o f paying off debt is to take money from the body of taxpayers 
and to place it at the disposal primarily of a particular form of investment. 
I f  a holder of Government debt is paid off he will probably want to reinvest 
in something of the same kind. Thus I should say that the main effect of 
debt repayment at a rapid rate is to divert the surplus resources of the 
community into the gilt-edged stock market. Sometimes this may be a very 
right thing to do. I f  the demand for capital which is offered in that particular 
form is brisk, then that is a good opportunity to pay off debt. But the policy 
of paying off debt regardless of the outlet is, I think, a very doubtful one. 
I think that probably mistakes were made on those lines in the ’nineties, 
though I do not know the history of that period well enough to be sure. I 
am clear that if at the present time upwards of one hundred million pounds 
of debt is repaid annually, that mav take a lareer Dart of the surplus of the

m. *  > *< k-* * m

community and put it at the disposal of the gilt-edged market, than is 
desirable. But I should look to the criterion of the demand for the outlet 
for savings in investments of the trustee type rather than to any other 
criterion in deciding how fast I should repay debt, once I had got a sufficient 
balance on the right side to satisfy the requirements o f ordinary good finance.

3974 (s i r  j o s i a h  s t a m p ) A s a corollary to that point we have had the 
amount o f  diversion that excessive debt repayment introduces put to us in this 
form . You draw your taxes from  businesses which are progressive but relatively 
obscure, and you deplete what they would otherwise have had fo r  their 
development. You direct money by debt repayment, as you say, to the gilt-edged  
market, which is not big enough or extensive enough to absorb the sums so directed, 
and they seek the next best thing, which are debentures, and good industrial shares 
in very large undertakings. Therefore an excessive debt repayment has the effect



o f  encouraging the financing o f  the largest and best known concerns and  
discouraging private enterprise? I think that is true, but I should put even more 
strongly the point that it has the effect o f encouraging colonial investments 
as against all types of English industrials.

3975 even against English debentures? Even against English deben
tures; because colonial securities are considered by the public as nearer to 
the true gilt-edged type than even English industrials are.

3976 (mr  b r a m l e y ) The continuation o f  the interest liability is a question 
o f  distribution, not o f  total wealth o f  the community? Provided that interest 
is being met by taxation on the right class o f the community, I do not think 
that ought to be a determining consideration. It is out o f one pocket into 
another ; whereas the other considerations that I have been mentioning have 
regard to the growth o f the aggregate wealth o f the community.

3977 (m r s  w o o t t o n ) What prevents this diversion from  correcting itself? 
What prevents the tendency to invest in gilt-edged securities to straighten it out 
again? The fact that there is very imperfect fluidity in the investment market. 
It is not true that capital seeks the channels o f most lucrative investment 
by itself. It does nothing of the kind. The business o f investment is most 
unsuccessfully carried on, because it is largely conducted by persons, namely, 
the individual investors, who know nothing whatever about it. It is lack of 
knowledge.

3978 (s i r  j o s i a h  s t a m p ) I t  is conservatism too? It is conservatism, 
obedience to convention, and lack of knowledge. That is inevitable, and those 
characteristics exist in the greatest degree in the gilt-edged type o f investor. 
He goes into that class of security precisely because he, rightly, does not like 
to trust his own judgement. Therefore, you are putting the resources o f the 
community, if you repay debt too fast, into the hands of the class of persons
who have least couraee and least skill in the utilisation o f resources.. . . .

3979 (m r s w o o t t o n ) There is not a sufficient margin also in the gilt-edged  
market? The gilt-edged market is so enormously large as compared with the 
industrial market that there is not a sufficient margin. I am convinced that 
there is not a sufficient margin. I am convinced that the disparity in the size 
of the gilt-edged market and the other markets is much greater than is 
commonly appreciated.

3980 Is  that lack o f  fluidity constant, or does it increase and decrease? I think 
it varies. A t times when the general investing public have suffered misfortunes 
so that they have no courage, the lack of fluidity is much greater than when 
they have been having a rather fortunate time and are speculatively inclined.

3981 (m r  h i c h e n s ) It  has been put to us in evidence that i f  by means, 
fo r  instance, o f  a capital levy , we could pay o f f  the whole o f  the debt and thus 
relieve the state o f  some £300,000,000 a y ea r in the way o f  interest, that
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£ jo o ,000,000 would be available fo r  other public purposes, such as education 
and so forth . Would you regard that as a fa lla cy  or as a fa ct?  The only valid 
distinction between a capital levy and taxes of the class of the income tax, 
is that one falls more upon those who hold wealth and the other more on 
those who earn incomes. That is to say, one is on the existing holders of 
wealth, the other is on the potential future holders of wealth.

3982 That is to say, it might re-distribute the burden, it would not affect the 
magnitude o f  it?  It would re-distribute the burden in the interests o f persons 
who are now earning their wealth, as against persons who have earned their 
wealth in past times.

3983 (m r s  w o o t t o n ) I t  might be better, might it not, fo r  the state to extend 
it in certain directions, rather than in others, from  a purely psychological
consideration? I think that would be very small, compared with the point 
that I have mentioned. The evil seems to arise when, in order to make the 
Budget balance, the rate of income tax upon current effort gets so high as 
to discourage that effort. I think the evil of discouraging that effort may be 
greater than the evil of disappointing the expectations of persons who earned 
their wealth in the past.

3984 (s i r  a l a n  a n d e r s o n ) In  fa ct it is better to go on collecting money 
from  income tax, so long as you are not pushing it too fa r ?  Yes.

3985 (m r s  w o o t t o n ) There is a sort o f  convention that you ought 
not to spend out o f  the N ational Exchequer more than a certain sum, partly fo r  
psychological reasons. I f  you are relieved o f  the obligation o f  spending the amount
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if that convention would last long if it was divorced from the real burden 
of taxation. I should not attach much importance to that argument in 
founding a permanent system of taxation for the country, because those 
conventions have a very short life. The position now is totally different from 
what it was a very few years ago.

3986 (m r  hi  c h e n s ) Another point o f  view that was put to us was that the 
question o f  debt repayment is not really a very serious matter, that the general 
public are used to a debt o f  £6,000,000,000 odd, and that, as it fa lls  due, it 
will be a matter o f  no difficulty to replace it ;  therefore there is no urgency in 
redeeming the debt? M y view is that there is no urgency to redeem the debt 
unless the state has other important objects for which it wants the money; 
that is to say, if it is a question of replacing unproductive debt by productive 
debt, that may be a very strong reason for reducing the unproductive debt, 
but if there is no argument of that kind, reducing debt for its own sake I 
think is an undesirable policy, because it is not really increasing the wealth 
of the community, it is forcing the surplus of the community into a particular 
channel, which may not be the channel into which it ought to flow.
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3987 (SIR a l a n  ANDERSON) You mean the argument in fa v o u r  o f  the 
reduction o f  debt is prim arily to retain the credit o f  the state so that it can borrow  
more i f  it wants to? That is an argument which is used.

3988 That is what you think, is it not : you would not do it, except fo r  the 
credit o f  the state ? I would not call it the credit o f the state. I would say that 
if  the state has a demand for the money, if the state is itself in the gilt-edged 
market as a borrower, directly or indirectly, for productive purposes, then 
in order to make that productive borrowing easier there is a good deal to 
be said for paying off the debt. But if  there is no natural outlet for the sums 
released by repayment of debt, then it is a mistake to repay debt.

3989 (s i r  Ch a r l e s  a d d i s ) Supposing the dem andfor gilt-edged securities, 
both at home and abroad, was relatively small, the effect would be to drive money 
into industry, would it not? The investor would be tempted probably into the 
second-rate bond, than which there is no worse investment.

3990 M ight there not be also a favourable result in the reaction on rates o f  
interest from  the reduction o f  debt? It is a roundabout way o f producing your 
result, to take money from industry in the hope that some of it may, by 
another channel find its way back there.

3991 (m r  b r a m l e y ) M a y  /  ju st ask fo r  information on this sentence in 
paragraph  j  o f  your p a p er: ‘ For example, i f  the Local Loans Authorities or 
Borough or County Authorities, are involved in heavy expenditure fo r  housing 
or public works, which they can only cover by borrowing in the gilt-edged market, 
then a simultaneous repayment o f  national debt by the Treasury may be just 
the right thing to do.' Does that mean that i f  you could encourage local expenditure 
proportionately to the repayment o f  the debt, that would be an advantage? 
Perhaps I can illustrate it in this way. I think about two years ago (I am 
not sure of my exact dates) various local authorities, county and municipal 
boroughs, and those authorities who borrow through the Local Loans Fund, 
had big schemes on hand which required large issues by them. At the same 
date we were in fact repaying Government debt at a very rapid rate. One 
of those things offset the other. I think it was quite a healthy thing. Money 
which had been repaid by the Government found an outlet in these loans 
of local authorities. At the present time, when local authorities have 
operations on foot on a much smaller scale, the amounts they are borrowing 
are relatively trifling. An equal repayment of debt therefore at the present 
time would be less advisable than it was in the circumstances o f two years 
ago.

3992 (sir  Ch a r l e s  a d d i s ) You say : ‘ I f  the supply o f  new gilt-edged  
securities is limited, thus indicating that the demand fo r  capital by borrowers o f  
that type ts not extensive, then repayment o f  national debt on a large scale may 
be very harm ful.' Would you expand that? Because it forces the surplus
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resources of the community into a channel where they are not particularly 
wanted.

3993 (m r  h i c h e n s ) We have been told that there is a psychological effect, 
that i f  there is a large Government debt and the Government bondholders are 
people who are rather apt to look askance at it, money is being wasted by paying  
interest on the debt, whereas on the other hand i f  this debt were pa id  o f f  and 
the capital were disseminated to industry, the same objection would not quite hold? 
I think it is a relic o f mid-nineteenth-century sound financial maxims which 
have extremely little application to the present day. But owing to the fact 
that the present application is so slight, conventional feelings of that sort 
gradually disappear. It is unsound to base the policy of the future on the 
decaying conventions o f the past.

3994 (m r  b r a m l e y ) I  would like to be perfectly clear as to whether the 
evils arising from  repayment o f  debt arise purely from  the process o f  repayment 
or whether they are attached to some method o f  obtaining the means o f  repayment. 
Supposing the United States o f  America were to be inspired with a desire (this 
is merely supposition o f  course) to improve the credit o f  this country and they 
came along and sa id : ‘ We w ill make you a present o f  £2,000,000,000 sterling 
to help you out o f  debt \  and we accepted it and repaid our debt to that extent, 
would that be a disadvantage to this country? I think that the advantage of 
receiving a present of £2,000,000,000 would far outweigh the inconveniences 
of the financial problem of tidying things up with the proceeds.

3995 B ut the evils arising from  the process o f  repayment would remain
the same, would they not? I do nut think that the evils o f  repaying
£100,000,000 are £100,000,000.

3996 (s i r  ALAN a n d e r s o n ) The ev il is that the investors may waste some 
money? Yes, the evil is not that you would lose all that £100,000,000, but 
that the £100,000,000 might not be used quite as well as it might be under 
other arrangements.

3997 I f  the Americans gave us £ 2,000,000,000, we should have to do 
something with it?  It depends on what was offering, but here is a great benefit 
of £2,000,000,000, and however inadvisedly it was used, you would hardly 
waste all of it.

3998 (m r  h i c h e n s ) A t any rate, i f  the American chose to take some money 
out o f  his pocket and put it into yours, you would not mind i f  a little dropped 
on the way, whereas you might not think it worth while to change your own money 
from  one pocket to another and lose some o f  it?  Precisely.

3999 (m r  b e l l ) There is considerable unanimity I  think, m regard to the 
amount o f  £50,000,000 fo r  the new sinking fu n d . A l l  sorts o f  people say they 
think that £50,000,000 a yea r is a reasonable amount to pay off. Is that so, 
in your judgm ent? I should say something round about that figure.
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4000 (c h a i r m a n ) W ill you pass to yo u r next point?  M y  next point is 
closely connected with what we have been discussing. It arises out o f the 
character of the present Trustee Acts. Until 1889 only Consols were available 
for trustees. During the ’nineties, great trouble began to arise because the 
amount of funds available for trustee investment was always increasing, 
whereas the volume of Consols was falling. T o  meet this certain alterations 
were made by the Colonial Stock Act of 1900 which greatly extended the 
range of trustee investments. A t that time, the amount o f colonial loans was 
not very great, and it is only comparatively recently that these have become 
very great. Now  the colonies are prepared to borrow practically as much as 
we are prepared to lend them. Th e consequence is that if  money is available 
in the gilt-edged market, and there is no new home investment to take off 
those surplus funds, they almost automatically find their way to the colonies. 
Thus the diversion of money into the gilt-edged market now creates an 
unduly strong presumption in favour o f its leaving the country. The colonies 
have socialised a number of services which we have not socialised. Thus the 
money required for such services in the colonies is easier to borrow than 
money required for similar services in this country ; and in many ways, which 
I have elaborated in a paper which I think some members of the Committee 
have seen, the extension of the Trustee Acts so as to cover nearly all colonial 
government securities, when at the same time the volume o f home trustee 
securities is being reduced, creates a dangerous bias in favour o f excessive 
foreign investment. Th e conditions which led to the extension of the Trustee 
Act no ionger exist. It would not be wise or practicable to make any change 
as regards existing trustee securities, but I think that so far as future additions 
to the list are concerned, the rules ought to be tightened up very much. In 
a paper that I read lately I suggested that the Treasury should have a certain 
power of licence. That proposal has been much criticised, and I think there 
is force in the criticism. I should like to avoid that. I would therefore either 
abolish the Trustee Acts altogether, for which there is a great deal to be said, 
or if they are retained, I would allow as new trustee securities only home 
securities such as prior charges on railways and country and municipal loans, 
and I should extend the list so as to include a number of public utility services 
of the type of the Port of London, and so on. I attach considerable importance 
to this point, though of course if  the volume of debt reduction is reduced, 
it is not so important as it would be otherwise. In any case there is not much 
prospect of the volume o f home Government debt increasing, whereas the 
volume of investment which seeks an outlet in the gilt-edged market is always 
increasing. I think it is dangerous, therefore, that the surplus should tend 
to be drawn off into foreign investment, without more inquiry as to the 
relative advantage of the different channels of investment than is made at 
present.
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4001 (s i r  Ch a r l e s  a d d i s ) Do you advocate any control o f  the market 
in order to effect that object, apart from  the repeal or the amendment o f  the 
Trustee A cts?  I am personally not so much afraid of allowing discretion to 
a central authority as some people are. That is why I originally suggested 
that the Treasury should have a certain power of licence. I think it is very 
difficult to define beforehand just what types of securities you will wish to 
include in the trustee list, and I believe that the Treasury could be trusted 
to use its discretion wisely. There are many people who believe that all 
officials and all bankers are devoid of intelligence and that no discretion 
should ever be allowed to them.

4002 Would the amendment o f  the Trustee A ct itse lf in your judgement, 
produce any considerable effect? Would it not merely amount to this, that the 
colonies, who are eager borrowers, would borrow very much the same amount at 
a slightly higher rate? I think that the rate would rapidly become somewhat 
deterrent to them. It would very much encourage them to float as much as 
they could at home. There are several colonies now where they are rather 
near the line. Canada is a little across the line. It is now cheaper for Canada 
to borrow at home than to borrow here; but there is always the danger in 
a new country where the rates are relatively high, that if you give them the 
benefit of our trustee rates, which are lower than theirs, you encourage them 
to borrow outside the country instead of at home. Besides, there is the United 
States market, which is likely to be attractive to them; and there again an 
extra half per cent in the London rate for colonial loans would increase the 
chance of the Americans being able to meet the requirements o f the colonies 
at a competitive figure.
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colonial markets and the effect it would have upon inter-colonial trade or trade 
between ourselves and the colonies? I do not think it would have any great 
influence.

4004 I f  the colonies require money— and we are told that they do— do you  
think this would act as a deterrent to their obtaining money and directly or 
indirectly affect their prospects o f  trade with the home country? That raises the 
whole question of the use of our own resources. We have a certain surplus 
available for foreign investment which is best invested in that way. M y  
criticism is not against all foreign investment as such, but a legislative 
contrivance which gives an undue advantage to it.

4005 B u t we are up against public policy in some respects. I f  we are to 
encourage the colonies, do you not think it would have a ■> ery injurious effect 
upon colonial trade, i f  you were to say to our investors: ‘ You must not invest 
in colonial investments'? W e should not say that.

4006 B u t it would amount to that. It  would very substantially restrict their 
operations, anyhow , and people who had money and who could invest only in
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gilt-edged securities, mould be debarred from  the colonial market altogether by 
you r proposals. The colonial market mould be open, therefore, only to the other 
people mho had money to invest? There are some people who think it primarily 
important to develop the colonies; there are others who think it primarily 
important to develop good conditions at home. It is a question o f the balance 
between those two ideas. I believe that we ought to pay more attention than 
we have paid lately to the conditions at home, the return on which, in terms 
o f public welfare, would be quite as great as the return we get from loans 

to the colonies.
4007 /  should be inclined to agree mith you on that, but at the same time in 

making this distinction you make such a smeeping suggestion here that it mould 
help my viem i f  you mould suggest any margin or line o f  demarcation. Horn f a r  
mould it prevent trustees from  investing in colonial stock? The present law is 
that there are certain stocks to which trustees are limited if  they are not 
specially empowered, but there are a great many investors in the gilt-edged 
market who are not limited in that way. M any trustees themselves are not 
limited in that way. It happens that there are now a number o f colonial loans 
which, for technical reasons, because they stand above par and are redeemable 
within a certain number o f years, are not available as trustee investments, 
and they consequently carry a higher rate o f interest. It would not follow 
from my proposal that no investment would be made in the colonies. It 
merely means that a special artificial stimulus to investment there would be 
removed.

4008 You think that i f  debt mere repaid in any substantial sum above, say, 
£50,000,000 a year, a ll that mould be directed onto the gilt-edged market again.
n „ . . i j ____  - i i ______/__ ______ ___ . __ 5 . 1 1  1___x. : rCauuiu y v u  ten us wriy y v u  n ave ivm c iv  irtm ivrtiiusw n?  i \ u i  an ui it, u u i 11

a man holds gilt-edged securities there is a presumption that that is the type
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of security which suits him. T herefore i f  v n u  r e n a v— j -----------------
Hit rhere ie a

presumption that he will reinvest the proceeds in a similar type o f security.
4009 B u t me have been told so often that there are people mho invested in 

War Loan because o f  the national security at the time, not because it mas a 
gilt-edged security. Could it be assumed that, ifdebt mere repaid in larger measure 
than £50,000,000 a yea r, at least a great portion o f  the sum so repaid mould 

fin d  its may back into industry ? I should have thought that the proportion 
of holders o f gilt-edged securities who held them for those reasons was now 
small. That was a strong reason for taking up the loans when issued, but 
it is rather a muddle-headed reason for going on holding them now. It does 
no injury to the state if a man sells W ar Loan. It did give assistance to the 
state when he subscribed to it.

4010 (s i r  a l a n  An d e r s o n ) With regard to the Treasury having a voice 
in saying mhat should be trustee securities and what should not, it does not reflect
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at a ll upon one's confidence in the brains o f  the Treasury, but at first it would 
put them, in an impossible position with regard to the colonies, would it not? I 
think that the method would be that the Treasury would decide that over 
a given period of time a certain amount of loan was to be allocated to colonial 
borrowers, and they would then call a conference of the various colonial 
borrowers and arrange the division amongst them. In the case of the 
Australian Commonwealth, which is much the most important, it would 
probably take the form of the Commonwealth itself deciding how the amount 
was to be distributed between the Commonwealth and the various states. 
I think it would be much simpler to work if all except home investments 
were cut out, but I think it is going too far to say that the other arrangement 
is unworkable.

(  f '  u  A ID U  A m 'I CiiAAnw the* À  it v t m  fi/rti f~ l  ovtt n a i  e C  4  nnrt nnni  i  ^ u u n i n  ivx a n y  jsv s/(/ui>rurrar(( ^

loan from  us, how is that £4,000,000 pa id? Do they get it in the form  o f  money 
or goods? They get it in the form of goods in the end.

4012 That bears on the point o f  whether there is an advantage in lending 
money fo r  the sake o f  the home trade? I do not think there is ever any 
advantage in getting rid of goods just for the sake of getting rid of them. 
An equal home investment would cause just as great a demand for labour.

4013 Would there be the demand? I am assuming that that is so. I f  there 
was no eligible home borrower on a sufficient scale then my objection to 
colonial loans would drop; but my argument is that there are outlets at home 
which, owing to the character of our organisation, at present do not get their 
fair chance as compared with colonial loans.

4014 (sir  a l a n  a n d e r s o n ) You say that because o f  this inequity o f  the 
Trustee A ct we are unfairly handicapped in fa vo u r o f  the colonies? Yes, we 
are handicapping ourselves.

4015 (c h a i r m a n ) What is you r next point?  M y next point is one which 
may not interest the Committee at all. I am continuing the same line of 
argument that I was on before— that the cheapest way of carrying the 
national debt is to create the type of bond that the investor wants. I gave 
that as the criterion between short-dated, long-dated and intermediate-dated 
debt, because there are some people who want their interest fixed and some 
people who want their capital value fixed. But there is also another class of 
person, namely, persons who want to be free from risks arising out of 
variations in the value o f money. I do not know how large that market is, 
but I know that such people do exist, and I think that the state could float 
a certain volume of bonds economically by catering for that particular class. 
M y proposal would be that the Board o f Trade or some suitable body should 
prepare an index number in accordance with the variations of which the 
interest and the capital of the loan would be paid. N o one would be compelled
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to subscribe to such a loan except persons who fancied that arrangement. 
But particularly those, who are connected with corporations which have a 
very long life, have a natural anxiety on matters of this kind. I might perhaps 
speak for myself as Bursar of a Cambridge college. Th e colleges in the past 
have held the greater part of their property in the form o f land. T h ey have 
also held property, partly manorial dues, which have been fixed in terms of 
money. In the course of time all their property which was fixed in terms of 
money has ceased to be of significant value. T h ey have been entirely 
dependent for their continued prosperity on the fact that their fortunes were 
not wholly committed to legal tender. Recently for obvious reasons there has 
been a strong tendency to sell their land and to invest in gilt-edged securities. 
Th ey are therefore getting into the position, which is dangerous, o f having 
their fortunes in iegai tender instead o f in reai property. I think it is correct 
to say that in past history every long-lived institution which has had its 
property in legal tender instead of in real values has been ultimately ruined, 
because in the long run the value of any legal tender always falls towards 
zero, if  you are considering considerable periods of time. There are other 
investing bodies, particularly those who are engaged in building up pension 
funds, who are interested in their fund having a given purchasing power at 
the end of a considerable period o f years. Any pension fund in any part of 
the Continent of Europe which was invested in gilt-edged securities before 
the War, has now lost by far the greater part of its value. It has been the 
case in this country that all funds invested in this way prior to the W ar have 
iost a large part of their value. W e may hope that that kind o f misfortune 
will not occur in this country in future, but if  you are considering a long 
period nobody can feel sure that it will not. Therefore there are certain 
investors who would be prepared to take a slightly lower rate o f interest in 
order rn insure themselves aeainst that tvne o f  m isfortune Tn think it would----------------------------------------------------- ----------------------------------------C7-- -- - t  -------------------------------------------------------------------------------------------------- ~ —-

be proper for the state to cater for that class, and I think it would also be 
advantageous to have an official index number o f this sort, which could be 
taken advantage of by other borrowers than the state if they thought fit. The  
proposal I am making is nearly the same as one which was made by the late 
Professor Marshall when he gave evidence before the Commission on 
Depression of Trade in 1886, and again before the Gold and Silver 
Commision of 1888. I believe the advantages which were claimed for it then 
are even greater now.

4016 (s i r  Ch a r l e s  a d d i s ) Would there not be a difficulty in regard to 
dealings in those bonds? That would depend on their popularity.

4017 You mould have to make your estimate o f  what the changes mould be 
in the years ahead? You could assume that they would have a certain value 
on the hypothesis that prices would remain the same. As regards the future,
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you would have to make no more calculations than you have to make at 
present. Anyone who invests in gilt-edged securities as against ordinary 
shares, has to make the calculation of whether he thinks over a period of time 
prices are going to rise or fall.

4018 You do not think there is much difficulty in regard to dealing m th these? 
It would be a little less easy to bury your head in the sand.

4019 (s i r  a l a n  A n d e r s o n )  A n d  the interest would be settled each y ea r?  

Yes.
4020 (M R S w o o t t o n ) Do you think there is any prospect o f  converting any 

o f  the existing debt to a bond o f  that kind? I think there would be. I think 
many people would dislike them intensely. The element of variability of 
money income would not appeal to certain classes; there would be a 
complication about it; it would be more difficult to understand. On the other 
hand, I think there are types of investors who would like them very much, 
and it would depend on the number of such persons when you came to test 
the market.

4021 (m r  b o w e n ) What would be the basis o f  your index figures?  I do not 
think it would make very much difference which of the standard types of 
index number was selected, but I should aim at something rather like the 
cost-of-living index number, than the wholesale index number; I should 
prefer a special index number for the purpose.

4022 (s i r  C h a r l e s  a d d i s ) You contemplate the issue o f  bonds fo r  a 

considerable period o f  years?  Yes.
4C 23 (MRS W O O T T O N )  A iûy I  p u t u question Oft unûîhêr pGtfîî? I fl dfi 

article which was written by you some time ago, you made a suggestion that 
instead o f  devoting sinking fu n d  moneys to repay debt, the Treasury should lay  
out a sum, possibly £100 ,000,000  a year, on obtaining productive assets. Would 
you explain that, and could you at the same time give us your views on the 
proposal that was put up, that a similar sum should be earmarked fo r  debt 
reduction or the acceleration o f  public works? It is a big question: if you can 
spare me a few minutes I could develop it. M y view is that in modern 
conditions there has been an insufficient supply of capital at moderate rates 
for public utility enterprises, which would absorb large sums of money. 
Owing to the control of profits and rates, and so forth, which is now popular, 
an investment in a public utility enterprise is very unlikely to yield the 
investor any unusual gains; he will never be allowed to obtain more than 
a certain rate of interest. On the other hand, he is not secured against loss. 
The result is that the inducement to the investment of money in large public 
utility enterprises is very much less than it was, for example, during the 
period of the railway boom, when our railways were built. In those days it 
was realised that it was a speculation, in a sense, but it was hoped that if
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railways proved a good thing, the investor would make a great deal o f money. 
Supposing that steam locomotion was discovered today, the investor would 
know that, owing to the control o f rates and so forth, he would never be 
allowed to make anything substantial ; and, on the other hand, he might lose 
his money. I am, therefore, very doubtful whether, in present conditions, 
the railway system of England could be built by unaided private enterprise. 
I believe that considerations o f this sort stand in the way at this moment 
of the development of our ports, of our transport system, and o f our power 
system, and that the policy o f leaving these to unaided private enterprise is 
a thing which is no longer practicable. As to the forms in which the state 
can help, I think there ought to be great variety. In the quotation to which 
M rs Wootton referred, I do not mean to suggest that the Treasury should 
put this amount o f money in directly, but that it should facilitate the 
investment of some such sum in various ways.

4uz4 Guarantees? Guarantees J âîïu I think that a ïïüuibu o f experiments
might be made as to the best channel for doing this.

Art'je f r H J T B U »  v 'i Thf Trpn corn atT>p vu/i.rn.nt.ppi now? W f*  a re  H rift in c r  in  J  v~- »*. * *■» .*•<>**, ~ ■»- - ■ o ’ " '  O ” —-------------------------------- * *  ------------ ***

that direction; it is already being done. I should like to do it more consciously 
and on a larger scale. I believe that the public utility enterprise is a thing 
which as an object of private investment we have killed already by our control 
of profits, and so forth, and we are liable to suffer because we are now in 
an interregnum period in which in half o f our ideas we have a sort of 
semi-socialism and in another half o f our ideas we still depend upon unaided 
private enterprise. Public utility enterprise is the sort o f thing which 
particularly suffers in a situation of that kind. This is closely connected with 
this drift of money abroad to the colonies. In the colonies they have gone 
faster; they are not in that interregnum ; the state assists all sorts o f things 
which are not assisted here. I think that is dangerous, and I think that the 
situation wants looking into. I cannot think that there is so small a need for 
investment in public enterprise as is actually going on.

(c h a i r m a n ) Thank you very much.

'T'k̂X uv iinMiïCCvuuiv» nuuvuvn *

ITptfripc nnnA-irnrl flip  P nm m iffA A  nrrnin /̂ r» f \  A/f mr rnn r* tn rmr/>
xw j iivj a ^ w a r v u  u w i v / i v  u i v  uuiiuiii.li.vv a g a i n  u u  u  i T x a j  lu jgi t v

evidence on a capital levy. His evidence appears as the Appendix to Part II
this volume.
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Keynes returned to the problems of investing abroad in a brief unsigned 
note in a Russian debts supplement to The Nation  of 18 October 1924.

From  Th e Nation and Athenaeum, 18  October 19 24

D E F A U L T S  B Y  F O R E I G N  G O V E R N M E N T S

T U  a  n f  / "Ia frtn lfr  K ir  f/MTAirru Am f a  a m1  l i t  1  t u u i u  u i  u v i a u u a  uy l u i v i g n  N j u v ç i i i n i ç u i d  u n  m u i i  ç a l u h î u

debt are so numerous, and indeed so nearly universal, that it 
is easier to deal with them by naming those which have not 
defaulted than those which have.

A ll foreign Governments which have borrowed any consider
able sum on the London market* have been in default in whole 
or in part on the service o f their external debt within the past 
twenty-five years, with the exception of Chile and Japan. It 
should, however, be added that the defaults by Peru have been 
insignificant, and those by Uruguay not very important unless 
we go back to 1891.

The defaulting Governments include those o f all the states 
of Central and South America, with the above-named two or 
three exceDtions. Other imDortant defaulters within the oast---------- __ -----------------JT - “ - ' --------------- r  -  ------------------------------------------- -------------------- - - r -----------

twenty-five years include Mexico, China, Egypt, Turkey, 
Greece, Spain, Portugal, Russia, Austria, Hungary, Bulgaria, 
and Roumania.

T n / 1 a A / ^  *  f  1  n  r t  A f  a v i i  f t  a h  f  a  h a  i t  A  F  i f  U  rt K  A A M
i i i u v v U )  1 1  13  u u i  a n  W A a ^ g u t u i u u  t u  s a y  t n a t  i t  n a a  u t u i  v u )

exceptional in the history of foreign investment for a foreign 
government to keep its engagements.

In addition to those countries which have technically defaulted, 
there are several other countries which have borrowed externally 
in terms o f their own currency and have then allowed the 
currency to depreciate to less than half o f the nominal value at 
which the loans were contracted, and in some cases to an 
infinitesimal fraction of it. The more important countries in this 
group are Belgium, France, Italy, and Germany.

* The Governments of Scandinavia and Holland, neither of which have borrowed more than 
relatively small sums, are amongst the exceptions.
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When Parliament met at the end o f September 1924  the Labour 
Government faced a vote of censure over its handling o f the prosecution of 
a com m unist who allegedly had incited mutiny amongst the forces. The  
Government rejected possible compromises that would have avoided defeat 
in the House, lost the vote and appealed to the country in a general election 
called for 29 October. Keynes took no part in the campaign beyond a speech 
on 25 October at the Corn Exchange in Cambridge in support o f the local 
Liberal candidate F . R. Salter and a widely publicised letter on his behalf.

To f . r . s a l t e r , 1 8  October 1 Ç 2 4  

M y Dear Salter,
I hope you will obtain much support as Liberal Candidate 

for the Borough o f Cambridge. Liberalism has a part to play
«11(̂ 4 /tn fUa irlrtx rn rtf 4 fr  fl ill rrfK
j u & l  a a  n i i j j u i  L a m  a d  m  t u t  u a p  u i  l t d  t u n  a i i v i i g t i i .

The man who looks ahead ought to vote Liberal. For if  
Liberalism was to decay, we should be left with one party 
representing Wealth and Conservatism up against another party 
representing Labour and Discontent. No Government lives for 
ever, and I can conceive nothing worse for all o f us than a see
saw struggle on class lines between the Haves and the Have- 
Nots. We shall never get, that way, the evolution o f a better 
society.

But the man who thinks o f the tasks immediately ahead of 
us ought to vote Liberal too. Our most pressing problem is to 
mitigate unemployment and to raise our standards o f output, 
of housing and of wages. T o  do this we must increase the 
mobility o f labour between one iob and another, organise more 
skilfully the employment o f credit, and direct more wisely the 
use o f our annual savings. (Personally, I attach great importance 
to improving the equipment o f England herself rather than
fnrfMrrn rnnntn(»e  ̂ R v  rM cn n  n f  itipir n lA  f<jcb 1 nnprl Hncmvic and
A V / 1  V l ^ l l  b U U U L l  I V U i  J  X  V U U U I L  W X  U A V A t  U 1 U  X  IX-VJX X 1 V / 1 1 V U  U V / ^ X X 1 H L ]  U 1 1 U

the class-interests they are compelled to serve, neither Socialists 
nor Tories are likely to do anything sensible and effective in the 
near future.

I imagine that the official Labour candidate has no chance 
of getting in, and that your real opponent is Sir Douglas
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Newton. All voters with progressive sympathies, who care about 
peace and liberty and new ideas and commonsense, should join 
their forces to put you in against him. M r Baldwin in his 
Election Address, has left so many loop-holes for protectionist 
measures that it will be imprudent for any free trader to vote 
for Sir Douglas.

There are some people in Cambridge who like stick-in- 
the-mud for its own sake. Let them vote for Sir Douglas 
Newton. But let everyone else vote for you.

Yours sincerely,
J .  M . K E Y N E S

After the election returned a Conservative Government with a substantial 
majority, Keynes looked at the results more generally.

From  The Nation and Athenaeum, 8  November 1 Q 2 4

T H E  B A L A N C E  O F  P O L I T I C A L  P O W E R  A T  T H E  E L E C T I O N S

The statistics of the Election in round numbers, compared with 
a year ago, can be put in a nutshell, thus:—~

(a) The number o f those entitled to vote was 800,000 more 
than last year.

(b) The number o f those who did vote was 2,000,000 more 
than last year.

(c) The Conservatives polled 2,000,000 more, Labour
1,000,000 more, and Liberals 1,000,000 less (after allowing for 
the constituencies where, this time, no Liberal was standing).

(d) Thus o f the 3,000,000 new voters and Liberal deserters 
the Conservatives captured two-thirds and Labour one-third.

As usual, on our present electoral system, the turnover in 
power has been altogether out of proportion to the turnover in 
votes ; 2,000,000 voters out of 20,000,000 decide the Government 
of the country. As a broad generalisation, 70 per cent o f the
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electors are steady partymen who can be expected to give the 
same straight party vote every time. The distribution o f this 70 
per cent between the parties changes very slowly; at the present 
time perhaps 28 per cent is Conservative, 14 per cent Liberal, 
and 28 per cent Labour. O f the remaining 30 per cent, nearly 
20 per cent abstain from voting, leaving us with the 10 per cent 
of wobblers who settle matters. Even the best political tacticians 
sometimes forget this. They pay too much attention to the party 
bondsmen and too little to the free men,— the unprejudiced, 
independent wobblers, who hold the head high and govern us 
by slightly inclining it to the left or to the right.

Now, owing to the geographical concentration o f the strength 
of Labour in certain parts o f the country, particularly in 
comparison with the Liberals, who are distributed more evenly, 
Labour’s minimum representation is unlikely to fall at any time 
much below its present figure o f about one-quarter o f the House 
of Commons. But, on the other hand, it is, for the same reason, 
very much more difficult for Labour to obtain an absolute 
majority o f the whole House. For example, if  every single voter 
throughout the country who voted Liberal last week had voted 
Labour, the Conservative Party would still have had a comfort
able working majority of more than fifty seats.

Thus, in order to get an independent majority, the Labour 
Party would need to capture not only the whole o f the Liberal 
Party, but all the wobblers too. Actually, i f  the Liberal Party 
broke up, a considerable portion would join the Conservatives, 
and thus render the latter almost impregnable in many parts of 
the country.

What practical conclusions can we draw from this analysis ? 
First, that whilst the Liberal Party cannot expect in future to 
obtain an independent majority in the House o f Commons, it 
still commands a balancing power which will probably be 
decisive in one election out o f every two.

Second, that it would need exceptional circumstances to give 
the Labour Party an independent majority,— such circumstances
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as the combination of several years o f Tory misgovernment with 
a falling standard o f life for the mass of the workers. Some 
sections o f the Labour Party would like to stay in the wilderness 
waiting for the exceptional circumstances. Some day or other 
distressful economic conditions might yield them a brief oppor
tunity to try extremist experiments. But, on the other hand, 
large elements in the Labour Party are capable o f seeing that 
social improvements can only come as the result of clear 
thinking and cool action, and that the tumultuous exploitation 
of acute distress would give reforms a poor chance to succeed. 
New social experiments will not get a fair opportunity to prove 
their worth, unless they can be introduced in times of normal 
prosperity.

M y third conclusion, therefore, is this. We are not likely to 
see, for many years to come, a progressive Government of the 
Left capable of efficient legislation, unless Radicals and Labour 
men stop cutting one another’s throats and come to an agreement 
for joint action from time to time to carry through practical 
measures about which they agree. Probably not less than io per 
cent of the British electorate are natural Radicals. Their 
mentality and their feelings and sometimes their class sympathies 
are distinct from those of the typical Labour enthusiast. Their 
proper place is outside the Labour Party. They form a nucleus 
around which from time to time a substantial body o f voters will 
collect. No important reforms will ever be carried in this country 
without their intellectual, moral, and numerical support.

On 6 November Keynes delivered the Sidney Ball lecture at Oxford under 
the title ‘ The End o f L a issez-Fa ire ’ . He gave a revised version of the same 
lecture in Berlin in 1926 before publishing it through the Hogarth Press.3

On 11  December, Keynes travelled to Edinburgh to speak to the local 
Chamber of Commerce and Manufacturers. His topic was ‘ The Policy of

3 It appears in J M K ,  vol. ix, pp. 272-94.
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this Country towards Foreign Investments’ . Keynes used most o f the new 
material in the lecture in his second contribution to The N ation  for 19 2 5 .4

From  The Nation and Athenaeum, 1 7  Ja n u a ry  19 2 5

S O M E  T E S T S  F O R  L O A N S  T O  F O R E I G N  

A N D  C O L O N I A L  G O V E R N M E N T S

Recent columns of The Nation have contained several criticisms 
of the prevailing conventions in regard to loans to foreign and 
colonial governments. From the investment standpoint each 
proposition must, o f course, be considered separately on its 
merits. But it may be useful to set out a few o f the quite simple 
general principles which seem to me to govern the matter.

It has been common for writers in the financial press to take 
the line that, other things being equal, there is a positive 
advantage in foreign investments as against home investments, 
because o f the stimulus which they afford to our export 
industries. This is surely mere fallacy. An investment at home 
provides just as great a stimulus to trade and to employment 
as an investment abroad. It is not a peculiarity o f foreign 
investment that it should involve, directly or indirectly, the 
production and sale of goods. On the other hand, so far from 
there being a presumption in favour o f foreign investment as 
such, there may be, in the present situation o f this country, a 
fairly strong presumption against it. As a rule, an additional 
foreign investment does not cause, directly and in itself, a 
corresponding addition to our exports. This is only the case 
where the borrower expends the proceeds o f his loan in 
purchasing British goods which he would not purchase other
wise. I f  this is not the case— and frequently it is not the case— the 
grant o f a loan to an external borrower may produce a situation 
in which, unless me export more, our account does not balance. 
That is to say, market conditions are produced through the state

4 His first on ‘ Inter-Allied D ebts’, which appeared on 10 January, is reprinted in J M K ,  vol. 
xvni, pp. 264-8.
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of the exchanges and the rate o f interest which lead us as a 
country to press our goods more insistently than before on the 
markets of the outside world. In order to provide for our foreign 
investment we have to force on these markets a greater volume 
of exports. And in all probability, in order to do the larger 
business which is thus required o f us, we must be content to 
sell our exports at a lower real price. Now, there is a certain 
volume o f exportation which we can conduct at prices satisfac
tory to ourselves. But the more we have to export in order to 
cover our imports and our foreign loans, the less satisfactory this 
price will be. There is a great difference between foreign 
investments which are caused by a previous surplus o f exports, 
which has put the international balance unduly in our favour, 
and foreign investments which are the result of convention and 
our investment arrangements and exercise a forcing influence 
on our exports in order to balance the account.

For these reasons, therefore, there is much to be said in favour 
of home investments, since they are much less likely to turn the 
ratio of real interchange with foreign countries against us. When 
we do lend abroad, the foreign or colonial loan must make out 
a strong case. In order to justify itself it must be exceptionally 
lucrative or likely to facilitate British enterprise abroad and the 
production o f commodities o f which we stand in need. There 
are many classes o f foreign investment which have manifestly 
satisfied these criteria in the past. Foreign investments in mines 
and plantations, for example, must have justified themselves 
many times over. But it is not foreign investment of this type 
which is absorbing large sums today. We lend to the Govern
ments of India and the colonies every year something like double 
the capital which we have put into all the coffee, tea, and rubber 
shares quoted on the London Stock Exchange. The latter 
investments are individually small; and even the sums which 
they absorb in the aggregate are trifling compared with the sums 
which a colonial government will think nothing o f borrowing 
in a day. It is, therefore, mainly loans to foreign and colonial
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governments which must be examined with a critical eye and 
be called upon to justify themselves on every ground.

I suggest that there are certain broad conditions which such 
loans should satisfy, before they can be reckoned as satisfactory 
investments either for individual investors or in the national 
interest.

(1) It must be clear that the service o f the aggregate foreign
' VW' L/

debt o f the borrowing government is well within its financial
can arifv  pven in fhp pvpnt n f  thp cnnniv n f  npw loans Hrvinp- nn
— j.-------------------j  ~  . —  — -----------------------------------------— -------------------------------1 ' — —  --------------------------------— j  — &

and o f the service o f the existing debt having to be met out of 
current income. Any case in which a government appears to be 
borrowing substantially more than the equivalent o f the service 
of its existing debt, and is therefore piling up indebtedness 
at compound interest, and has been pursuing this course for 
some considerable time, deserves extra-careful consideration, 
especially as to whether the whole o f the sums borrowed are 
being invested productively so as to yield a progressively 
increasing income out of which the ever-increasing service of 
the debt can be safely met.

(2) It ought to be made a condition o f any loan to a foreign 
or colonial government that there is a specific sinking fund 
attached to it which operates by drawings or by purchase in the 
market, so that the capital o f the loan will be reduced year by 
year and be automatically extinguished by the due date. Many 
recent loans to foreign governments satisfy this criterion. I f  it 
had not been for this, the British investor would certainly have 
fared much worse than he has with his loans to the governments 
of South America. For, in the absence o f a specific sinking fund, 
the probability of the loan’s being repaid at the due date is 
extremely remote it will be refunded and the real repayment 
further postponed. When we turn, however, to loans to colonial 
governments we find that they rarely carry a specific sinking 
fund attached to them. In most cases there is a general sinking 
fund by which a certain sum is applied out of the budget towards 
the reduction or avoidance of debt. But this is no substitute.

A C T I V I T I E S  I 9 2 2 - I 9 2 9
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Such general sinking funds may be applied either to internal 
debt or to new expenditure. They are a feeble guarantee for the 
repayment o f the foreign lender. At the present time some 
colonial government loan falls due for repayment every few 
months, and is almost always refunded instead of repaid. I f  
colonial government loans are to retain their present position
i n  t U r  1 i c t  t m e t p p  i n v p o t m p n t c  t l i p  T t p i c i h -u  c K n u  \A i t  i n \ r
111 L11V lltJb \ J M . bl UkJbVV 111 T VJblllVlUt7t 1* A WUlJUl J11UU1U HrV (111 1

rate lay down a regulation prescribing that in every case there 
Siian uC a specinc sinking iunu operating year uy year in tnc 
market, so as to extinguish the loan to which it is attached by 
the date of the latter’ s maturity.

(3) It is relevant to inquire whether the country is borrowing 
abroad at a considerably lower rate o f interest than it is paying 
at home. Thus British investors, for example, who are prepared 
to lend to the Commonwealth of Australia at a lower rate of 
interest than will content the people o f Australia for similar 
loans, are surely in an unsatisfactory situation. There is a strong 
temptation to the Commonwealth Government, so long as the 
disparity of rates persists, to borrow abroad rather than at home. 
As soon as exchange rates have settled down there is an 
inducement to large British investors to transfer into the internal 
loans in exchange for the external loans. Moreover, there is no 
inducement for the gradual repatriation of the external loans into 
the hands o f Australian investors themselves, which in the case 
of a country gradually growing in wealth is one o f the most
c o f i c f o n f A r t r  / l i p p V i n r m n n 1 t U  p  p v f p r n o  1 T T"i c n r * l io a u o i a ^ L U i  V i i i v ^ a n o  v/i u i i a w i i a i ^ A i i g  m v  v a i v i  u a t  u v u i >  i n  o u v x i

circumstances, therefore, the foreign lender necessarily exposes 
himself to the possibility of some loss in the capital value o f his 
investment through the tendency o f the external and internal 
rates of interest to come together as time goes on.

(4) Fourth and most important o f all, investors must never 
forget that in the case o f external government loans there is no 
legal redress whatever in the event of default. This is a fact 
which in the past investors have often enough discovered to their 
disadvantage when it is too late. All kinds o f circumstances can
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arise when it is no longer to the interest o f the external 
government to treat foreign lenders fairly. The temptation 
exists as soon as the service o f the existing debt is a heavier 
burden than the benefit which can be derived from any probable 
future borrowings. This fact must render a loan to an external 
government a less desirable investment, other things being 
eaual. than a morteaee or a hieh-class home debenture. Such 
loans, therefore, can never be regarded as satisfactory to the 
investor, unless they yield a materially higher rate of interest 
than can be obtained on the finest home debentures. There is 
also a further reason for an adequate margin in the rate of 
interest obtained, which applies, indeed, to all fixed interest 
investments. In the case o f all investments in bonds and 
debentures there can never be any unexpected profit to com
pensate for the losses o f capital which are bound to occur from 
time to time, even from the most carefully selected investments. 
The only fund, therefore, from which a margin can be obtained 
to average out such losses is in the surplus yield o f interest 
obtainable on the bonds.

Let each investor test for himself his holdings o f foreign and 
colonial government securities in the light o f these facts. In the 
case o f foreign government loans the investor has suffered so 
severely in the recent past that the market price may have fallen 
in some cases low enough to be tempting;— though it is difficult 
to be satisfied that the ever-present risk o f default has been fully 
allowed for. I much doubt, however, whether the ordinary run 
of colonial government securities yield anything like the margin 
they should, on the above tests, in comparison with our own 
British Government securities.

I f  one looks back to pre-war days it is obvious that the 
conventional attitude towards Austrian and Russian Government 
loans, for example, was highly imprudent. In the case o f Russia, 
in particular, everyone knew well that she had been borrowing 
excessively and satisfied none o f the above tests. I am not sure 
that twenty years hence some of our present conventional

3 3 2



T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

canons of investment may not seem, in the light of subsequent 
experience, as ill-advised in their way (though not, I hope and 
expect, so excessively disastrous) as some of those of the pre-war 
period are now seen to have been.

With the election o f a Conservative Government in October 1924, sterling 
rose strongly against the dollar on the foreign exchanges, largely for 
speculative reasons. This rise took it from $4.49 on 31 October to above $4.72  
at year’s end. In the new year it moved even higher. The rise in the exchange, 
plus the assurance of a stable Government for a full Parliament, gave the

1 1  a n f i  A  f  t n  t t i  A i t i i f o  A v a K  r t  r t  / P A  t a  r \ A l a  a i t  n  n û i i r  n r r r â n A i r  « r t  a A R a m ]
(|UV3Ut/Ji u i m n a m  <9 t u t u iv  vAvuangw - i a i v  p t/ iiw j1 a t i e n  u i g v u v j  m  u m w io i

circles and elsewhere. Keynes turned to the issue first on 21 February in his 
annual review o f the speeches of the Clearing Bank chairmen under the title 
‘ The Return Towards G old ’ .5 This article was extensively discussed in the 
Treasury.

Tw o weeks later he returned to the issue of currency policy after Bank 
rate rose to 5 per cent on 5 March.

From The Nation and Athenaeum, 7  M arch 1 Q 2 5

T H E  B A N K  R A T E

In May, 1924, the rediscount rate of the Federal Reserve Bank 
of New York stood at 4^ per cent. Between then and August, 
1924, this rate was reduced by successive stages to 3 per cent. 
The price level followed suit. In May, 1924, prices had been 
showing for a year past a declining tendency; but by Ju ly, 1924, 
the index number had turned round, and has been rising ever 
since. Between Ju ly, 1924, and the end of January, 1925, dollar 
prices rose by about 10 per cent,— a rise which, i f  it had occurred 
in pre-war days within an equal period o f time, would have been 
regarded as almost unprecedented and in a high degree 
dangerous. The cheapening of money, coupled with an ‘ open 
market policy’ on the part of the Federal Reserve Banks, which 
made money abundant as well as cheap, was, in vulgar language,

5 J M K , vol. ix, pp. 192-200.
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‘ asking for it ’ . During the same six months the aggregate credit 
created by the New York banks increased by the enormous 
figure o f 30 per cent. As well as the above big rise o f prices, an 
investment boom, the largest, measured in volume, ever 
experienced, duly followed.

In recent weeks a change in ‘ open market policy ’, following
on some losses o f erold and a tendencv o f the member banks to--------- ------- - -  ------------------------------------------ -------  —

use more freely their borrowing powers from the central
i n c t i h i t i n n c  in r l i r a t - p r l  f l i o t  f l i p  P p d p r o l  P  p e p r v p  a n  f l l  n r i f i p c
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might be beginning to take notice. On Thursday o f last week,
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per cent,— a small measure in itself (the rate has never fallen 
below 3^ per cent in most of the Reserve districts), but indicating 
which way the wind was blowing.

Throughout the whole o f this period the Bank o f England rate 
had stood at 4 per cent. This figure is not strictly comparable 
with the American rediscount rates, since these usually stand 
below the market rate, whereas Bank rate here usually stands 
above the market rate. Nevertheless, the effective English rate 
has been about 4 per cent above the effective American rate 
(corresponding to the difference o f 1 per cent in the respective 
official rates). At the same time, the quantity, as well as the price, 
of credit has been kept almost stationary,— the deposits o f the
T rtrt/lrttl r  1 fliirm rp  R « i n l / c  «it* t-Uo 0 0 m A  in
x ju i i u v / i i  v j i c a i  1 1 1 ^  u » i i A j  j  l w u  c* - 1  u i v  ja i i iV ' u ^ u i v  1 1 1  j  o i i u a i  j  j

1925, as in July, 1924, as compared with the increase, mentioned
.1___  _ r __1___ .lI___ __ _______  ̂ 1VT__17__I. J ’ J __
a u u v c ,  U1 I1U 1CÜS U IU ll JV P CI u c iil  111 1MCW I  U IK . 1  I l l s  U lU  I lU l

prevent some rise in our prices sympathetically with the rise in 
America. But as against their rise o f 10 per cent, our rise was 
only 4 per cent; whilst the dollar-sterling exchange has moved 
in favour o f sterling by 8 per cent.

It is obvious that conditions have been almost ideal for an 
improvement in the exchange without the necessity for any 
drastic action on the part o f the Bank o f England. But i f  the 
tendencies in America were to turn round the least bit, even if  
the position there was to become stationary, it would make a
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great difference. It is not surprising, therefore, that the Governor 
of the Bank viewed seriously the movement in New York. A

TYiAAtmrr o f  m irt vxr<io ciim m otiprl im m prlm tol\7
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the Bank o f England’s loan rates were raised forthwith by i per
___ * ______ i  i „  4.1______ ______ d  i .  4.~u c m  a »  a  j j i c m u c  lu  u i c  x a i s m g  u i  u a i iK .  i a i c .

This is not likely to be a popular consequence of the policy 
of a return to the gold standard. But those who think that gold 
is not the best criterion for the regulation of a credit system are 
not yet entitled to complain. Though our price level has not 
risen so much as America’s, yet it has definitely risen. The 
interest on long-dated securities in London is so low, in relation 
to what borrowers are prepared to pay, that the London market 
has been unduly attractive to new issues of external loans, with 
the result that their total volume has tended to exceed the 
volume o f the national savings available for this purpose. The 
use by the Bank of England o f its power of putting on private 
pressure, behind the scenes, to prevent new issues is dangerous 
and unsatisfactory, and cannot be permanently effective. Four 
per cent is probably below the true rate of interest, and there 
is a presumption, therefore, against the continuance o f such a 
low rate so long as prices are rising. There are, therefore, some

<in^ c iik e fn n fin l rp o cn n c  fn r  fk p  P < in k  n f  F nrrlnn/l^c n/'f-mn 
^ w u  ctitu ou VkjLaiiLiai i v-aowno iw i laiv l /u h a  u i  u i ig i a n u  o a v u u ii .

The one solid argument on the other side is to be found in 
the state of employment. The figures for unemployment are 
actually worse than they were a year ago,— mainly on account 
of the state o f the coal, steel, and shipbuilding industries. This 
is a reason for being extremely critical of the present governance 
of our affairs. But although it may be necessary, once a slump 
has been allowed to occur, to allow to industry the stimulus of 
a substantial price rise from the bottom of the slump, it is not 
wise at the phase of the credit cycle which we have now reached, 
even i f  it is tempting, to try to cure unemployment by allowing 
actual inflation. I doubt if  a 5 per cent Bank rate, which is not 
oppressive in itself, will do any measurable harm to employment, 
provided that the price level shows no tendency to fall. It will

T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G
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do harm in one contingency only— and in that contingency it 
will do great harm— namely, if  the rise in the Bank rate is 
interpreted by the business world as a prelude to falling prices.

This brings me to the point of real danger. We do not know 
for certain how to interpret the Bank o f England’s policy. I f  the 
policy is merely to keep our prices relatively stable, to wait for 
higher prices in America to carrv sterling; to Dar. and to proceed

1 vf a * a

after that with the utmost caution and deliberation before
committing ourselves to any definite action, then I see but little 
in a 5 per cent Bank rate to disturb the business world. I f  the

i nm ûr r  itm»*! rl orti 1 \ A  k  a  A/ 4  fUrtf f k a  "Drt « lr  rtf* XT «ir«11
uuamvaa wui iu lu u iu  lil p i umiawu u m i u it  uaniv u i i^ iig ia iiu  w in

do all in its power to protect them from a falling price level, even 
by lowering the Bank rate if  necessary, then they can go ahead 
in quiet confidence. I agree, therefore, with Sir Josiah Stamp’s 
contention, in the admirable letter which he contributed to 
Tuesday’s Times, that industrialists should be given an assurance 
that no reversion is intended to the discarded policy o f deflation, 
and that it is not the policy o f the Bank o f England to regard 
conditions in America and the foreign exchanges as more 
important than the needs of industry at home.

But if the policy is to restore the gold standard coûte qu'il coûte 
by the end of 1925, then the outlook is not so comfortable. It 
may well be that 3^ per cent in New York will not do very much 
to check the incipient boom, and that the recent movement isx t

not to be regarded as a first step by the Federal Reserve
authorities to taking the position firmly in hand. But the 
opposite may also be the case. In this event the early removal 
of the embargo on the export o f gold may involve a heavy 
sacrifice in the form of increased or continuing unemployment. 
The maintenance or raising o f the Bank rate under conditions 
o f falling prices would be highly injudicious in the present 
condition of British industry and trade.

Some people think that it is inconsistent to oppose a higher 
Bank rate at a time when prices have been falling and to support 
it, at a much later phase o f the trade cycle, when prices have 
been rising. To be sometimes in favour o f dearer money and
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sometimes in favour o f cheaper money seems to them like being 
sometimes a Protestant and sometimes a Roman Catholic. But 
to think in this way is to overlook the very elements o f the 
argument. What influences enterprise and employment is not 
the money rate o f interest, but the anticipated real rate o f profit 
over the period of the productive process; and this latter is 
compounded o f the Bank rate and the anticipated movement of 
prices.

The essence o f our industrial health, it seems to me, lies in 
confidence,— that is, in the business world being able to lay its 
plans free from anxiety lest their anticipated profit will be 
obliterated by a falling price level. Many writers in the press 
are arguing that the important risk to avoid is the risk of 
fluctuations in the American exchange. I think that they see 
things out of proportion. Only a part o f our total production is 
materially affected by the dollar exchange; and for this part 
there is no difficulty whatever in insuring the risk very cheaply 
by dealing on the forward exchanges. On the other hand, almost 
all producers are affected by the sterling price level, and there 
is no means whatever o f insuring against its movements.

Keynes’s suspicions of 7 March that a change in policy was afoot were 
certainly strengthened by a meeting he attended at the Chancellor of the 
Exchequer’s on the evening of 17 March. A t that meeting, Keynes, 
Bradbury, M cKenna and Niemeyer argued about the merits of alternative 
policies. The next evening, Keynes discussed the issues with the Commercial 
Committee of the House of Commons. His remarks appeared in The Nation  
for 21 March. The previous day, the Chancellor, Foreign Secretary, the 
Governor of the Bank and the Prime Minister met and agreed to announce 
a return to the gold standard at pre-war par in the Budget speech on 28 April.

From  The Nation and Athenaeum, 2/ M arch TQ25

T H E  P R O B L E M  O F  T H E  G O L D  S T A N D A R D

The problem of the gold standard is often discussed as though 
it was a question o f an automatic or self-regulated standard 
versus a managed standard. But this is not the real distinction
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between the orthodox party and the reforming party. The real 
distinction is one, not o f method, but o f object. The essence o f 
a gold standard, in modern conditions, has very little to do with 
gold itself regarded as a commodity o f intrinsic value. Its main 
object is to establish a uniform standard o f currency, which shall 
be the same over a great part o f the world, and which shall be 
independent o f national politics. Unfortunately, these advantages

Æ. X W

cannot be obtained without the penalty o f having to regulate our 
credit system, with all the far-reaching effects which this 
exercises over our industry and trade, with reference, not solely 
or even mainly to our own internal requirements, but to the 
conditions of credit in the world at large and more particularly 
in the United States. The main object o f monetary reformers, 
on the other hand, is to evolve a standard o f currency regulated 
primarily by reference to the requirements o f the credit system 
at home and to the stability of internal prices, even when this 
is only possible at the expense o f fluctuations in terms o f the 
standards of other countries, for example, the mark or the dollar. 
Monetary reformers do not deny the great advantages o f an 
international currency unit. But they think it better to evolve a 
good standard first (with the hope o f universalising it later i f  pos
sible), thus enabling our own credit system to run smoothly—  
which they deem almost a necessity for industrial stability; 
rather than to accept an unsatisfactory international standard, 
in the hope of improving it later on by organised international 
co-operation.

But whilst the objects of the two schools are thus contrasted, 
the methods of currency management, which each would have 
to employ to attain its object, are almost exactly the same. A 
fully automatic and self-regulating metallic standard has not 
existed in this country since the eighteenth century, and perhaps 
it was not fully automatic even then. The best, and indeed 
almost the only, example o f such a thing in the twentieth century 
was the Egyptian currency immediately before the war. Where 
most o f the business o f a country is carried on by means o f a
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credit system o f the modern type, central management of the 
currency becomes a necessity. The best example o f an attempt 
under modern conditions to reduce the element o f central 
management to a minimum was to be found in the United States 
under their pre-war organisation prior to the establishment o f 
the Federal Reserve System. This state o f affairs proved so 
disastrous, particularly in the crisis o f 1907, that it became the 
preoccupation o f all thinking American bankers to evolve a 
managed svstem

C7-------- J  -----------------------

The course of events in England during the nineteenth 
century is instructive. The wars of Napoleon brought an 
inconvertible managed currency for a period o f more than
f l l r ü r t f t r  t  n  « n r i f  r t  n  A  I t  «-* I I P  « - U  A  P ^ l  P M  â
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thing for a period o f more than ten years. Then, as now, the 
management, under the appalling difficulties of war and post
war conditions, was open to criticism. The relation of govern
ment finance to inflation and deflation was not fully understood. 
Then, as now, vicious war finance was allowed to breed inflation 
and virtuous post-war finance to breed deflation. Then, as now, 
the orthodox party proclaimed that the one thing necessary was 
to restore gold convertibility; and a little more than a hundred 
years ago the deed was proudly done. The results were shocking. 
We suffered twenty years o f successive credit maladjustments 
and crises, the most disturbed and troubled we have ever known, 
barely escaping revolution. The growing discontents of the 
business world culminated in the famous reform embodied in 
the Bank Act o f 1844. The peculiar Act is largely responsible 
for the myth about our having an automatic gold standard, 
which persists in the newspapers to this day. The reformers of
fhaf timp IpH K ir  T nrH Hirprcfrinp nprrpiirpH tV ia t nnr IrnilKlpC
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came from our pretending to have an automatic gold standard 
whilst really having an unmanaged credit system. Their solution 
consisted in laying down the principle that, whilst credit-money 
should still be allowed within limits, it should be made to behave 
exactly as it would behave if  it were actually made of gold. This

339



A C T I V I T I E S  1 9 2 2 - I 9 2 9

reform, if  it had worked as its authors intended, would indeed 
have resulted in the virtual abolition o f the credit system and 
the restoration o f something very like an automatic gold 
standard. But in dealing with credit-money, the authors o f the 
reform thought only of banknotes and forgot bank deposits. 
Thus the effect was not to crush the credit system, but only to 
drive it from note-issue banking into deposit banking; and the 
main ostensible object of the Act was quite defeated. The real 
reform thousrht onlv o f bank notes and foreot bank dennsirs.

t j  - -j  --------~ -------------------------

of the Bank of England, and the adoption o f the reformers’ ideas 
about the Bank’s discount policy, which were not emhodicH inrr iixvi v c « x  W V t i V U  i l

the Act at all, gradually led to our at last obtaining a managed 
credit system. On this system, for fifty years, we flourished 
moderately.

I am afraid that this historical digression has been a little long. 
I return to my point that the credit system o f this country will 
be a managed system anyhow. No one supposes that we can fix 
our normal gold reserve at (say) 40 per cent o f our aggregate 
note issue and then leave it to the commissionaires o f the Bank 
of England to announce that the Bank rate has gone up or down 
according as the reserve has fallen below or has risen above the 
percentage adopted as normal. T o  avoid sudden and injurious 
fluctuations, it will be necessary for the Bank o f England to 
exercise the utmost foresight and to take steps long in advance 
of the actual inflow and outflow of gold, and, on the other hand, 
to ignore movements o f gold when, in their judgement, such 
movements are due to exceptional and temporary causes. When 
the Bank Court thinks that it must act, its weapons will be Bank 
rate and, at times, the purchase or sale o f Government securities. 
A managed currency, which aims at stability o f internal prices 
and o f internal credit, will operate in just the same way. The 
same amount of foresight will be necessary, and the instruments 
o f action will be the same. Nothing will differ except the object. 
Under the gold standard the object will be to keep the 
percentage of gold in reserve within a certain number o f points
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above or below a normal figure. Under the stable purchasing 
power standard the object will be to keep (say) the Board of 
Trade index number within a certain number o f points above 
or below a normal figure. Apart from the initial difficulty of 
whatever is unfamiliar, I do not think that any more skill is 
required to work the one system than to work the other,— because 
in either case the technical problems, both of prognostication 
and o f control, are essentially the same.

At any rate, on this occasion it is the monetary reformers who 
are the cautious folk. M y concrete proposal is, after all, not very 
alarming— namely, that we should continue, broadly speaking, 
under the same legislation and employing the same methods and 
machinery of management as during the past two years, but with 
this difference, that we should have as our object the stability 
of internal prices and the adequacy of internal credit to the 
requirements of our own trade and industry, instead of the 
gradual deflation of our prices relatively to those in the United 
States. The new problem before the Bank of England would not 
be any more difficult than their present problem.

On the other hand, to declare at an early date that we bind 
our currency unit irrevocably to gold, is certainly rash. We 
should not be returning to the pre-war system. We should be 
taking the risks o f a new and unknown predicament. For we 
should be trying to run a managed credit system disguised as 
an automatic gold standard, in the totally new conditions created 
by our indebtedness to America, the concentration o f gold in 
America, and the establishment of the Federal Reserve System 
in America. Certainly we should no longer call the tune. A 
movement of gold to or from America, which would drain or 
swamp us, would be almost unnoticed by them. Certainly 
conditions in America would play a bigger part in determining 
our Bank rate and our credit conditions than the needs o f our 
own trade. Certainly we should run the risk of having to curtail 
or raise the price of credit to our own industries, merely because 
an investment boom in Wall Street had gone too far, or because
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of a sudden change o f fashion amongst Americans towards 
foreign bond issues, or because the banks in the M iddle West 
had got tied up with their farmers, or because the American 
President was dead, or because the horrid fact that every 
American had ten motor-cars and a wireless set in every room 
o f every house had become known to the manufacturers o f these 
articles. Alternatively, we might be swamped with cheap 
American money upon which we could not rely.

With our industries in their present struggling condition and 
employment at its present level, I reckon it o f the first 
importance that we should keep the control o f our internal credit 
system in our own hands. We are not in a condition to stand
_!___ i „  ______ t .t- _ .   ^ _ i . _   ̂ '.C
SHUCKS UI SLUII11S. 1 L111I1K U l i i l  WC MJUili II1HKC U U lg  llU SU tK C  i l

we expose ourselves to them, merely for the convenience— for 
reaiiy it is little more—o f  a fixed rate o f exchange with the dollar. 
Any important change in the cost of living and the general level 
o f prices, whether up or down, will endanger industrial peace. 
Every contraction of credit, brought about by the external 
situation and not required to check an incipient boom at home, 
will take away from the employer the possibility o f expanding, 
or even o f maintaining, the amount o f work on hand.

M r McKenna, after defending the gold standard by pointing 
out its disadvantages, ended up with the naughty expectation 
that it will orobablv denreciate in the loner run and so srive usA - - -  J  --------£------------------------------------------------------------------------------------ç p --------------------------------------------------i j

a little inflation without loss o f apparent respectability. I think
that Vue fnrprast ic Vpru nrnhahlp Tint T am rnnrprnPiT nnlv......    . . . .  —  - - ---- J  ^ U U U U l V t  X  U 1 U  W 1 I V V 1 M V V *A V»A VWHUV ALJ V 1

secondarily with the long run o f gold, whether up or down. M y
_             . 4-1% /\ xl« /\ rs «% ^  £1 i « « a n  m n /m  i ei /I ^ 1*1 A
p i v a a m g  UW11V.VXH  l a  L i l t  m e  a u u i  L - p c i  t u u  i i u i L u a L i u i i a  i u u u u  u * v

mean value, and with losing the control over our credit system, 
which we might have used, if  only we paused to think, for the 
mitigation of the curses of unemployment and trade instability.

The worst of this controversy is that nine-tenths o f it is 
carried on by people who do not know the arguments on either 
side. But perhaps that is true o f all controversies. Nevertheless, 
one who is in the minority must make the best he can o f what
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practical politics permit. The leaders of all three political parties 
have strapped on their blinkers and have decided to see nothing 
ahead except gold convertibility as our ultimate objective. Let 
me therefore offer three concrete proposals, not incompatible 
with their declarations, the adoption o f which would reduce the 
risks I have been describing:—

fi l  Whatever haooens. the idea o f restoring: sold convert-\ f 1 1  f u  c/

ibility by allowing the existing embargo on the export o f gold
to lapse on January ist next is needlessly rash. I t wnn1H nnlv

serve to commit us in advance to do something in circumstances
l i r a  p n n n n t  f r _________rtv uaiiiiUL u/i uouv, i i r k i/ iV i  u r o  c K A i  1 \A n A f  n  i r n l l i n t n r i l i r  u n  1u  A i i rU i U U i l  « 3 1 I U U 1 U  H U l  U L f  V t / l U I X L a i  l l j  VVXL.i1 l s u a

eyes open. Those who were in favour o f the discarded policy 
of deflation naturally want to commit us in advance to the 
possibility o f its reimposition. All those, however, who were 
opposed to the deflation policy of two or three years ago, should 
carefully avoid this trap. An announcement in advance of the 
impending removal o f the embargo could have only two 
objects— to commit us to what we should not do with our eyes 
open, and to assist the immediate return of sterling towards 
parity by stimulating speculation on the exchanges. The second 
object is as foolish as the first; for speculation in favour o f 
sterling will be followed by an equal and opposite reaction which 
will increase our difficulties later. It is desirable, therefore, to 
pass a Bill continuing the embargo subject to the discretion o f the 
Treasury to remove it, when they judge it wise to do so. Is it 
not clear that the removal o f the embargo should be the last stage 
of the transition— not to be accomplished until after sterling has 
been maintained at par de facto for some considerable time?

(2) The return to convertibility probably involves the amal
gamation o f the currency note issue with the Bank o f England 
note issue. The terms o f the amalgamation present some 
interesting problems. It would be well to get this question out 
of the way, before touching the embargo. I f  this is done, the 
future convertibility o f the new note should be fixed, not in terms 
of sovereigns, but in terms o f bullion. That is to say, the Bank
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of England should be liable, not to cash individual notes in 
sovereigns, but to provide gold bullion against notes in amounts 
o f not less than £ i,o o o  at a time. This would avoid risk o f the 
return o f sovereigns into circulation.

(3) The right to send gold to the M int should be restricted 
to the Bank o f England, and the Bank’s price for gold bullion 
offered by importers should be left to the Bank’s discretion. This 
would enable the normal buying price for gold to be fixed 
somewhat higher than was the case before the War, above the 
fixed par o f convertibility. It would also leave the Bank 
discretion not to buy additional gold if, in its judgement, we were 
in danger o f being flooded. I attach great importance to this 
provision.

There would be room for an interesting Currency Bill on 
these lines. Being an impenitent economist, I should still be 
dissatisfied at the slowness o f our statesmen to adopt the real 
cures, which lie to their hand, for some o f our present evils. But 
if  I was an industrialist, I should, i f  these suggestions were 
adopted, look forward to the near future with less anxiety.

Keynes’s remarks before the Commercial Committee were the object of 
substantial editorial comment. The Times on 19 M arch devoted several 
paragraphs to the address and drew a correction from Keynes.

To the Editor o f  The Times, 19  M arch 19 2 5  

Sir,
The three paragraphs in which your City Editor comments 

on my recent address to the Commercial Committee o f the 
House o f Commons mistake the drift o f my argument.

M y main concern was with the importance, in present 
industrial conditions, of retaining full control o f our credit 
system, so as to regulate the supply and the price o f credit by 
reference to our own conditions (including, o f course, in these 
our export trade), rather than in sympathy with the course o f
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events in the United States. Passing all this by, he develops the 
criticism that a managed stable-price currency would be liable 
to interfere with our competitive power in the international 
market. I do not follow the argument by which he reaches this 
conclusion. In fact, just the opposite is true. A stable-price 
standard is a much more sensitive instrument than is a fixed 
exchange standard (e.g., the gold standard) for adjusting a 
disequilibrium in our terms o f international trade. For a 
movement o f the exchange immediately shifts in the required 
direction the prices of all our exports in terms o f foreign money; 
whereas under a fixed-exchange standard the same result can 
only be brought about by the long and painful process o f altering
^ U / \  r t l  r t f  «  M  4 - r t * * M  rt. 1 r t r t r >  I r t ^ n o  t l f i i J T A f i  r v f
u i c  w u u i c  l a n g e  u i  n i L U i i m i  p i  î u a i i a ,  a n u  w a g  v a ,  a u i  n v  u i

which are fixed in terms of money for considerable periods by 
custom or by contract. As an example o f the same principle, Sir 
Basil Blackett pointed out the other day what great advantages 
of internal stability India has recently secured by allowing her 
exchanges to move. In our own case, if  the exchange is allowed 
to fall at the same time that Bank rate is raised, our external 
competitive power is strengthened during the period o f readjust
ment. But if, when the Bank rate is raised, the exchange is 
pegged, then our external competitive power is weakened, until 
the causal train set moving by higher Bank rate, including the 
lowering of money wages, has been at last completed. Indeed, 
the real criticism against the stable-price standard is that it is 
too sensitive in this resoect. and I have made suggestions 
elsewhere {Monetary Reform, p. 190 [ J M K y vol. iv, p. 150]) to 
remedy this.

Since you head your report o f my address ‘ A Reply to M r
M r V  * n A t*li o n e  T m o v  rp r\A O  t  u r l i o f  T c o i r !  tf\ <T.o tY lP tY ^ K p re•  • « w A k v i i i i u  ,  p v i u a ^ / o  x  m a j  x  v y v t i t  t t  i m i .  j . j u i u  i v / u i v  i i i v i i i c r v u

of the Commercial Committee—-namely, that I agreed with 
nine-tenths o f what M r McKenna said, and that my purpose was 
to supplement his exposition and not to correct it. I do not think 
that he and I differ in any important respect about the risks and 
inconveniences of a return to a gold standard. But I take less
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comfort than he does from the thought that in the long run gold 
will probably depreciate and so give to business men the tonic 
of a little inflation under highly respectable auspices.

Yours &c.,
J.  M .  K E Y N E S

Keynes’s letter, when published, produced a comment from the C ity Editor 
of The Times suggesting that a currency managed to stabilise British prices 
would undermine Britain’s export competitiveness, as current events were
Mt>/MT«nn> n rûtiirn tr» iyaI  ̂ <1 f nrnt* yitsmiIsI Ko o Kofrfpr r*m 1 rco
piuvmg) anvi mai a i v l u i h  cv» g u i u  at p i  v ~ n p a m j  n u u i u  u v  a  u v u v i  v u u i  o v

even if  it required painful adjustments.

To the Editor o /T h e  Times, 2 0  M arch 1 Ç 2 5

Sir,
I agree with your City Editor that we have had a managed 

currency lately. The management, however, has not been 
directed to establishing a satisfactory state o f our own trade and 
credit ‘ regardless o f the effect on the exchange’ ; but the 
opposite. We have been trying to raise the sterling-dollar 
exchange without sufficient regard to the effect on our own 
conditions. We have, in fact, succeeded, by attracting American 
money, in raising the value o f sterling, as your City Editor justly 
points out, above the value to which our export trade is fully 
adjusted. I agree with him that the disappointing state o f trade
at t h i cLlilki m n m p n t  i t  n a  r t l  u  H u p  f n  f-lvtc n r t l i r v111V1I1V11L ±\ J p MA fclj WUV WV UH4L? •

But whilst I quote the success with which recent management 
o f the currency has attained its purpose, as an example o f the 
efficacy of management, it is ironical to have quoted against me 
the results of a policy, the objects of which are just the opposite 
o f those I advocate.

J .  M.  K E Y N E S

Keynes’s second letter to The Times brought a comment from Wynnard 
Hooper which suggested that Keynes advocated management o f the currency
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by the Treasury. M r Hooper opposed such a course and also stated that he 
believed that price stabilisation was an impossible policy given human nature. 
Keynes naturally replied the day the letter appeared.

T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

To the Editor o /T h e  Times, 25  M arch 19 25  

Sir,
I hesitate to trespass upon your space yet again. This most 

fundamental problem of modern economic society requires a 
wider flight o f thought and speech than I can expect you to 
accommodate. Confined within the birdcage of a column, one 
can but hop helplessly from one small perch to another.

But when M r Wynnard Hooper gives, with your aid, much 
prominence to the statement that it is my policy to hand over 
to the Treasury the future management o f our currency, I am 
compelled to send you a disclaimer. The passage in my Tract 
on Monetary Reform, which M r Hooper detaches from its 
context, concludes an argument in which I maintain that he who 
manages the volume o f credit is master, that the note issue 
merely follows suit, and that, therefore, when credit is managed 
the note issue needs no management at all and may just as well 
be left in the hands o f the Treasury, who are anyhow entitled 
to the profit. M r Hooper is so steeped in the old idea, that the 
management o f the note issue is the essential thing, that he does 
not notice how I have deposed it by substituting the management 
of credit.

So far from wishing to diminish the authority of the Bank 
of England, I regard this great institution as a heaven-sent gift, 
ideally suited to be the instrument of the reforms I advocate. 
We have here a semi-independent corporation within the state, 
with immense prestige and historical traditions, not (in fact) 
working for private profit, with no interests whatever except the 
public good, yet detached from the wayward influences of 
politics. In the last resort, the Cabinet and the Chancellor of 
the Exchequer must have their way— in the future, as now and
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always. But it must be the Bank o f England which manages our 
credit system day by day and takes its orders from no one except 
in the most public way and under public protest. The Bank o f 
England is a type o f that socialism o f the future which is in 
accord with British instincts o f government, and which-—perhaps 
one may hope— our Commonwealth is evolving within its 
womb. The universities are another example o f the semi-JL

independent institutions divested o f private interest which I 
have in mind. The state is generally sterile and creates little. 
New forms and modes spring from fruitful minds o f individuals. 
But when a corporation, devised by private resource, has 
reached a certain age and a certain size it socialises itself, or it 
becomes an abuse, or it falls into decay. As time goes on not 
a few of the institutions which a hundred years ago were 
individualistic experiments are socialising themselves. But none, 
perhaps, except the Bank of England— and (should I add?) The 
Times newspaper— has yet completed the process. I differ from 
the immediate policy o f the Bank of England; but it is on the 
greatness and the prestige of this institution, which no one has 
done more to increase than the Governor who now holds office, 
that I rest my hopes for the future.

We still pretend to manage our currency as though we did 
all our business with lumps of sacred metal. But the pretence 
wears thinner and thinner. Those who advocate the deliberate 
management o f our credit system from the point of view that 
our credit money represents not gold but the actual working 
capital o f our industries must not be in a hurry; for they are 
proposing a big change in a sphere where those who must settle 
the matter are necessarily unfamiliar with the intricate reasons 
for the change. The reformers are impugning an orthodoxy and 
must expect, therefore, at this state to be met with ‘ m oral’ 
objections, with ‘ psychological’ prejudices, and with appeals 
to the immutability o f human nature as exhibited in the fashions 
o f today. At present, to debate monetary reform with a City 
editor (or an ex-City editor) is like debating Darwinism with a
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bishop 60 years ago. But even bishops— so why not City 
editors?— move in the end.

J.  M.  K E Y N E S

I f  A ir n p c  « 1 I r n  t t o i - n r t t û d  t n  i n f l i i p t a p p  n n i n m n  « n  Â  n r i l  iir if-U  n n n ■ r  n f  n r t - in lû F
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entitled ‘ Is Sterling Over-valued?’ .

From  The Nation and Athenaeum, 4 and 1 8  A p ril 1Q25

I S  S T E R L I N G  O V E R - V A L U E D ?

The chief reasons for anxiety in the near future, on the part of 
those who advocate an immediate return to the gold standard, 
depend upon: (1) whether at the present moment sterling is 
overvalued relatively to the dollar, and (2) whether business 
confidence and the present high level of prices in the United 
States are going to continue m a degree which will obliterate 
the overvaluation o f sterling, or, at any rate, prevent the 
situation from getting worse.

The publication of the latest figures compiled by the Federal 
Reserve Board of the United States, as to the relative price levels 
here and in America, goes a little way towards answering the 
first question. The figures from February, 1924, to February, 
1925, are as follows:—

Great Britain United States

In Converted to a
sterling gold basis

1924 Feb. 180 160 163
Sept. 172 158 156
Oct, 175 161 159
Nov. 176 167 160
Dec. 177 171 165

1925 Jan. 178 175 168
Feb. 178 174 167
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Thus, in February, 1924, sterling prices, converted to a gold 
basis, were three points below American prices; but in February, 
1925, they are seven points higher. This means that, between 
the two dates, the exchange has improved 6 per cent more than 
the relative price levels justified. The purchasing power parity 
theory of the exchanges as between two given dates is, for several 
reasons, not accurate; but these figures do definitely suggest that 
some overvaluation o f sterling is ruling now. The indexes of 
prices for March, when we have them, will probably show an 
aggravation o f the situation rather than otherwise.
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result is just what one would have expected as a consequence 
of the flow o f funds from America to London on capital 
account, which we know to have taken place; whilst the 
exceptional difficulty which our export trades are finding in 
competing successfully in the international markets points to the 
same conclusion. I f  our exchanges were 5 per cent lower than 
they are, with our internal price level unchanged, our industries 
could afford to abate their prices 5 per cent in the international 
markets. The rise o f the exchange, whatever may have been its 
cause, is at least a part of the explanation o f the difficulties of 
our exporters. I believe that it would be much better for us, as 
well as much easier, to let our exchange adjust itself to the present
level of our prices and our wages, which have now b( fa irlv***** V
steady for some time, rather than to run the risk o f having to
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cost to industrial peace. The theory, which some journalists put 
forward, that a return to the gold standard will, in itself, enable 
our exporters to offer more competitive prices in the international 
markets, has no reasonable foundation.

The other question, namely, whether the boom in the United 
States is going to continue, is still most difficult to answer. I f  
prices rise there, then the return to gold may not involve us in 
any special difficulties in the very near future. But the reaction 
in Wall Street and the collapse of speculation in the grain
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markets have caused a definite setback. The prospects are much 
more uncertain than they were even a month ago. The Chancellor 
of the Exchequer has therefore done wisely to put off any 
decision until after Easter. The reasons for moving slowly and 
cautiously have grown decidedly stronger since the beginning 
of the year. I f  we go back to gold and if  prices in the United 
States do not rise, we shall be compelled, at all costs, to force 
down money wages in this country;— which is not an attractive 
nrosnect. I do not see whv we should eamble on the futureI-------- 1 ----------  _ " - - - - -  j  u

course o f American prices, instead o f waiting to see what 
hannens--- r  r  ---- -

T H E  R E T U R N  T O G O L D  A N D  F O R E I G N  L E N D I N G

ii

The Return-to-Gold Controversy raises two distinct questions. 
The one relates to permanent arrangements— the ideal currency 
of the future. The other relates to an immediate practical 
problem,— namely, whether it is prudent to tie up our price level 
in a particular way at this particular moment. In The Nation of 
April 4th I gave some reasons for thinking that our present 
price-level was too high to justify gold parity. I propose now 
to compare our level o f money wages with those elsewhere in 
Europe. The following are some representative facts.

(i) The January Bulletin of the New York Federal Reserve 
Bank quotes the following daily wages, converted into gold at 
the current rates of exchange, paid in November 1924, by a large 
American company which has factories in the various countries 
compared :—

England $2.28
Germany $1.55
France $1.35 (Paris)
France $1.24 (outside Paris)
Belgium $1.14
Italy $0.96

(ii) The Economist for April n th  states that the skilled iron 
and steel worker receives weekly £ ï 18s. in Belgium, £ 1  13s. 7d.
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in France, and £ 2  2s.6d. in Germany; whilst in England the 
average weekly wage for shorter hours and for the average o f 
skilled and unskilled workers is £ 3  3s-

(iii) In so far as these figures are a measure o f higher real 
wages in England, there is no reason to complain. In the United 
States, dollar wages are twice what they are in England. But the 
above unfavourable comparisons— unfavourable from the 
competitive standpoint— are partly a monetary phenomenon, 
due to the fact that the current rates o f exchange overstate the 
relative internal value o f sterling in terms o f its purchasing 
power over articles of working-class consumption. In other 
words, if we sell a unit of export for $ 1 ,  turn it into sterling, 
pay out the sterling m wages, and consider how much those 
wages will buy of articles of working-class consumption, as 
compared with pre-war days, we find that it will buy much iess 
in England than in Germany, France, or Italy. The figures are 
as follows (the figures for England assuming that sterling is fixed 
at par):—

Gold-cost of living 
(per cent of pre-war)

England 179
Germany 125
France 103
Italy 12 1

frnl/1 urorrps drp  fin rniinrl nnmK#lrc'l en n p r  ['PTl t ti i itVi Pr in\J v/i\A 11 MAW yill A VUllU lAUill WA ijy J v w i l t  lAl^AlVl aaa

England than in Germany, and 100 per cent higher than in
I «  . . . .  I  4-,. 1  .  - ,n »  A c l  D  n n  1 t u a  n >n n  n  •* n  m i  1 1 , T1  I d l l t ç ,  l U i i  Y ,  a i i u  I V t d l  W d g ç d  «Il C  t i l  S U  S U U S U l l l U t i l l  V

higher in England, just as they were before the War,— but not 
nearly so much higher as gold wages are. Thus our difficulty 
in competing is largely due, not to higher real wages, but to the 
fact that relatively, the gold cost of living has risen much more 
in England than in Europe,— which is another way o f saying 
that sterling, measured in its purchasing power over articles of 
working-class expenditure, is not worth its gold par.
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I do not say that the maladjustment is all on one side. Prices 
in Germany and in Italy, and, above all, in France, are probably 
destined to rise,— though reparation payments will exercise a 
restraining influence in the case of Germany. But some of the 
maladjustment is on our side, so that gold cost of living and 
gold wages in England will have to fall somewhat, say by io per 
cent, relativelv to those elsewhere, to restore eauilibrium. Ix i i

believe, further, that a considerable part o f this overvaluation
n f sterlino- has taken nlaee nnite latelv that is tn  sav dnrinp- the---------------a  ---------r    n ------- —" “j  j ----------- — j  ? ---------------a -----

past year, as a result of the rapid improvement of the sterling
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success of our monetary policy in using sentiment, more than 
deflation, to raise the exchange which is at the root of the 
difficulties o f our export industries. Sentiment is a fading flower, 
and sooner or later we shall be compelled, if we peg our 
exchanges, to suffer the necessary relative deflation. When this 
has been accomplished, our export industries will feel better. 
But during the process we shall all feel very bad indeed. The 
return to gold may involve reducing money wages by (say) two 
shillings in the £  throughout industry. Does any one look 
forward with equanimity to the risk, even a small one, of this 
result?

There are three ways, and only three, in which we can get 
back to equilibrium:—

(1) By letting our exchanges fall until they are adjusted with 
our prices and wages— which would be wisdom;

(2) By gold depreciating abroad and prices not rising at 
home— which would be luck;

(3) By forcing our prices and wages down until they are 
adjusted with our exchanges— which would be misery.

The ascetic aspects of the third course have attractions for 
some. But the average industrialist, banker, or politician is not 
really anxious to submit us to a further course of deflation and 
of strikes and unemployment. Some o f them are very uneasy. 
Others, whilst regretting that we have got ourselves into our
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present dilemma, by cultivating a misguided public opinion at 
home and abroad about the importance o f dollar parity, feel, 
nevertheless, that it is too late to turn back and that we must 
now commit ourselves, with the best face we can, to gambling 
on (2). I admit that it is a gamble which may have a more than 
even chance of partial success. Nevertheless, most people now 
anoreciate the dancers and the comolexities o f the case much41 - t/ *

better than they did a year ago, and sincerely wish that they had
r»r»t f a l t p r l  c n  m n r h  a  l i m i t  t li#1 l i l p c s i n c r c  n f  1 1 1  i r r v i  nor K cm L- t n  n a r
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It is in this chastened mood that the British public will submit
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perhaps, to throwing it off for ever at not a distant date.

Keynes’s final contribution to the discussion of the issues surrounding a 
possible return to gold before the Chancellor’s announcement came at a 
meeting of the Royal Statistical Society on 21 April. Th e paper under 
discussion was Alfred Hoare’s ‘ Th e Bearing o f Labour Unrest on the Path 
to be Taken to Sound Currency’ 6. Keynes’s comments ran as follows:

From  The Journal of the Royal Statistical Society, M a y  1Ç 25

M r j. m . keynes said there was so much in M r Hoare’s shrewd and interesting 
paper with which he agreed that he would like to get out of the way a point 
with which he did not agree. He doubted the existence of any direct and 
necessary connection between sound money, or money of any kind, and a 
budget surplus. It was true that the restriction o f credit could be used as 
an alternative to high Bank rate, and it was true that budget surpluses could 
facilitate the restriction of credit, but there was no other close connection 
between the two. The amount of the budget surpluses required for this 
purpose would be very small, and credit could equally well be restricted by 
other methods, e.g., by selling to the public securities which now formed 
part of the assets of the Bank of England or of the currency reserve. If, 
however, deflation was embarked upon, it would raise the value o f money, 
and he agreed that in this case social justice might justify some taxation of 
the rentier to compensate the benefit which he would have received through 
the increased value of money. In order to do that, however, he would have 
to be isolated from the other income-tax payers, and that would be difficult

6 For Keynes’ s obituary notice for Hoare, see J M K ,  vol. x, pp. 3 10 -14 ,
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without appearing to discriminate against the holders of Government 
securities.

Th e whole question of currency at this stage raised two distinct questions. 
There was the question of the ideal currency of the future. There was, also, 
the question as to whether this was the moment for tying up the price level 
in a particular way. He did not wish to say anything about the first big 
question, but to follow M r Hoare in considering, rather, the immediate future 
of currency in its relation to industrial unrest.

A  year or two ago most people agreed that it would have been unwise to 
have removed the embargo on gold. M r Mason and M r Hirst would, perhaps, 
have been in favour of removing it at any time, but they would have been 
in a small minority in holding that view. How far had the reasons that used 
to make the bankers averse to removing the embargo disappeared? The  
exchange was in fact very near parity, whereas before it was far from parity. 
At the earlier dates they feared lest the removal of the embargo might 
necessitate a policy of deflation at home. Was that fear removed by what 
had happened in the last year or two, or did it still exist? Personally, he 
believed there was a serious risk still, and he thought that, because the 
improvement of the exchange, so far as he could judge, had taken place only 
in part by an alteration of the price level in England. It had taken place to 
an important extent by influences of a temporary character affecting the 
normal flow of capital. I f  the exchange had improved by influences affecting 
the flow of capital and not by influences affecting the internal price level, 
this rendered our exports more expensive to the foreigner.

M r Keynes thought that at the present moment the trouble of the export 
trade was partly due to the fact that manufacturers were suffering from an 
improved exchange without the compensation of lower prices at home. 
What were the snecial influences affectine canital that had brought about the---- - - - -    1r   — ------- ------ -------------- o — i---------------------- —  o  ----------- ---- -

result? F irstly , the changed attitude of Americans towards European 
investments, and particularly the fact that what Great Britain had said about 
her future policy gave the American investor a reasonable expectation that 
he would make a profit on exchange apart from the interest that he would 
get upon his sterling security. Secondly, the embargo exercised by the Bank 
of England on foreign loans.

On several occasions in the past he had spoken against the scale on which 
we had become accustomed to lend abroad; but only with the object that 
its place might be taken by loans at home. An artificial embargo brought 
about by authority of the central institution, and uncompensated by 
increased investment at home, played the devil with the export industries, 
without offering an alternative employment. I f  it were true that the present 
level of the sterling exchange had been partly brought about by these
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influences affecting capital, then it followed that the end o f the period of 
adjustments had not been reached— because these influences affecting capital 
must be temporary. In that case, the deflation of internal prices required to
:____________ 1_________ 1 ___ i:_____u___ ____ „ „+:iiJ u s i l i v  L U C  C A l & L l i l g  1 C V C 1  U 1  S L C X l l U g  C A C J l d J I g C  w a »  a m i  a u c a u . Tr11 L WUC LU

happen that American prices were to rise and the value of the dollar to fall,
t h f *  a H ii ic tm p n f  micrKt hp h rn n crh f  a h n n t  wil*hnnf t h e  n e e d  fn r  H eflarinn  inA + A + ÇA.M.A. M. ̂  ̂  W U .. ‘*** - - - - — "«

this country; but in view of the control exercised by the Federal [Reserve] 
Board, this course of events could not be counted upon.

I f  there was a risk of deflation in order to control the situation, the 
arguments for an embargo that held good a year or two ago still existed. There 
was a serious risk that, if the embargo were removed, prices here would have 
to be forced down, and that was a prospect which no one had any right to 
open up. The country was not in a position where we could afford any such 
thing. In the present condition of the export industries and of employment 
a policy that might involve the forcing down of money wages by two shillings 
in the pound all round showed terrifying prospects, and M r Keynes could 
see no wisdom in bringing about adjustment by that difficult means rather 
than by the easy means of adjustment of exchanges to internal prices.

The economic and social difficulties of forcine down Drices in this countrvi j

were so great that there were no advantages to be obtained from an immediate 
return to the gold standard to justify such a risk. He believed that to be the 
essence of the whole problem. The whole point was whether or not the 
country was running the risk of having to force down sterling prices; and 
if so the date of the removal of that embargo should be undoubtedly 
postponed.
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T H E  E C O N O M IC  C O N S E Q U E N C E S  OF
l\y f  D
ivx iv

f U T  T D  f U T T  Tv ^ ii

With the announcement by the Chancellor of the Exchequer in the House 
of Commons on 28 April of Britain’s return to gold, Keynes’s campaign 
against the gold standard naturally took a new tack. His first comment, which 
appeared in The Nation  of 2 M ay, contained a mistake which he corrected 
in the next issue.1

From  The Nation and Athenaeum, 2 M a y  1Q25

T H E  G O L D  S T A N D A R D

M r Churchill has done what was expected, and the experience 
of a hundred years ago has repeated itself With one 
improvement;— Ricardo’s Ingot Plan, rejected then, has been 
adopted now, and the public are not to have back their 
sovereigns.

But there is also another improvement.— one of no immediate. _ - - - - - - - - - - - -  ----------------- j- - ,

significance, but perhaps of great importance to the ultimate 
evolution of our currency. The free mintage of gold has been 
suspended, and the right to tender gold bullion for conversion 
by the Mint into legal tender will belong, in future, to the Bank 
of England only. The Bank o f England will be compelled by law 
to give gold bullion (in bulk) for its notes at the fixed price of 
£2  I 7S- io^d. per oz. standard; it will not be compelled to give 
notes for gold bullion at a fixed price. Thus our legal tender can 
never be worth less than its gold parity; but it may, conceivably, 
be worth more. This wise provision protects us against two 
contingencies. If, by some unforeseen development in chemistry

1 Keynes’s mistake was pointed out to him by several people, including an audience member 
at an undergraduate lecture in Cambridge, and Hubert Henderson.
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or in the mining o f gold, or in any other way, gold suffers at 
some future time a catastrophic fall in value, we shall be 
unruffled; for our legal-tender money need not follow gold in 
a precipitate downward course. It also protects us from being 
flooded with gold from the United States or elsewhere, as the 
result of prolonged cheap money or of a changed reserve policy 
or in case o f a war in which we are not engaged. I regard this 
protection as a matter o f supreme importance in the new 
conditions, affecting the world distribution o f gold, which now 
exist. I f  it were not for this provision, we should be compelled

f r t l l i M T r  < i « i r  A « r  a I *  l i n / l i i l i r  a U a h  t t  m A n m r  i i t I i i a U  i v ^ 1  r r U  +
l u  u / a u w  a n y  u u i i u i u u i n  u i  u i i u u i j  i i i u u u ^  w m v i i  m i g m

occur in the United States, on the penalty o f being swamped 
otherwise with a temporary flood o f gold which we could not 
use and which would be liable to be withdrawn at any time. As 
it is, we need not accept in unlimited volume short-money 
overflowing from New York to the demoralisation o f our own 
money market and o f credit conditions here.

But, above all, the new law does not prejudice— in the event 
of gold tending to fall in value (which, in the long run, is much 
more likely than the opposite contingency)— the further 
evolution of our currency. It leaves open the possibility of a 
future regime— if thought and argument and experience tend 
that way hereafter— in which, as a compromise between old- 
fashioned principle and new-fashioned theory, we can have a 
currency of which the gold value cannot fall below its stipulated
n a n t v  V in t  wVnr*Vi c n V i ip r ' t  t n  tV iic  n r m n c n  r m  K p  m i t v K r p H  i n

'-J 1 /l V T lUV/t VUX1 X

the interests o f the stability o f home prices and the conditions 
of our own credit. Progress, in this case, can be continued, along 
such lines as the consensus of opinion may come to approve, 
without breach o f continuity or o f contract.

Thus, if  we are to return to gold— and, in the face o f general 
opinion, that was inevitable— the Chancellor and the Treasury 
and the Bank have contrived to do so along the most prudent 
and far-sighted lines which were open to them.

There is another matter which deserves emphasis. There can
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be no doubt whatever o f our ability to maintain the gold 
standard, once our decision is made. The critics of the return 
to gold have opposed this policy, because it is unwise, not 
because it is impracticable. We, in Great Britain, have our 
currency system fully under control; and the recognised instru
ments o f credit management are fully efficacious to maintain 
sterling in terms o f gold at any value within reason which we 
may select.

Nevertheless, we shall do well to remember that there is no 
means, in the long run, of maintaining this parity except by so 
managing our credit as to establish a gold price level here not 
higher than the gold price levels o f other countries. For a time, 
it is true, there is another method, namely, by influencing the 
movement o f capital; as, for example, by placing an embargo 
on the issue o f new foreign loans in London (which we are doing 
now), or by paying preferential rates of interest on foreign 
balances (which we did during the War and for some time 
afterwards), or by borrowing in the United States (for which 
facilities are already arranged). These are all means by which 
the parity of gold exchange might be maintained, in spite o f our 
internal price level being relatively too high. They are attractive, 
because they obviate, for the time being, high Bank rate and 
deflation of credit. They are justifiable to meet a temporary 
emergency— due to a political scare, for instance— or to frighten 
speculators. But they are dangerous and generally inadvisable, 
because they only put off the evil day, and, above all, because 
of their adverse influence on the export trades. For they are 
simply devices by which the internal price level, multiplied by 
the rate o f foreign exchange, may be maintained at a higher level 
than will allow the export trades to quote competitive prices on 
the international market; and they achieve this through enabling 
us to pay our way by borrowing instead of by exporting. Our 
export trades are already in trouble because our exchange has 
been improved rather by the movement o f capital than by the
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adjustment o f internal prices. I f  we must have a gold standard, 
we had better play the gold standard game according to the 
recognised rules.

There remains, however, the objection, to which I have never 
ceased to attach importance, against the return to gold in actual 
present conditions, in view of the possible consequences on the 
state of trade and employment. I believe that our price level is 
too high, if  it is converted into gold at the par o f exchange, in 
relation to erold Drices elsewhere: and i f  we consider the nrices---------------------------------- —  Ç7 - r  ------------------------------- -------------- i  ---------------- -  ------------------------------------ ------------I -----------------------------

of those articles only which are not the subject o f international 
trade, and o f services, i.e., wages, we shall find that these are 
materially too high— not less than 5 per cent and probably 10
per cent. 1 lius, unless ttie situation is saved by a rise ot prices
elsewhere, the Chancellor is committing us to a policy o f forcing 
down money wages by perhaps 2s. in the £ .  I do not believe 
that this can be achieved without the gravest danger to industrial 
profits and industrial peace. I would much rather leave the gold 
value of our currency where it was some months ago than 
embark on a struggle with every trade union in the country to 
reduce money wages. It seems to me wiser and simpler and 
saner to leave the currency to find its own level for some time 
longer than to force a situation where employers are faced with 
the alternative of closing down or o f lowering wages, cost what 
the struggle may.

For this reason I remain o f the opinion that the Chancellor 
o f the Excheauer has done an ill-iudffed thiner— ill-iudeed- _ x / Ç7 -------- / ----------Ç 7  - "

because we are running a risk for no adequate reward i f  all goes 
well. But now the decision is made, let us hope for the best. An 
upward movement of prices in the United States is not
1 m n m  Unklo 'T'U nr/i nairpr urnc n m n m o n t nt iirlimU  ̂cütit*tvxûrtt  ̂
lu ip iu u a u iv .  1  i i v iv  i iv Y w  rrao a liiv/iiivin a i  vvmvii dViUimviiL ^

as distinguished from technical conditions, was more important. 
The public and the business world o f the United States are 
keeping in the form of bank deposits much more purchasing 
power than they have ever kept in this form previously, and
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enormously more than their convenience requires. Nothing is 
necessary to raise prices except that they should spend these 
funds or invest them in some other way; and there is nothing 
but the ‘ sentiment’ o f these depositors to hinder this. Once the 
mysterious spring is released which now holds them back, 
sterling might soon be worth par without any change in the level 
of sterling prices. It may even happen that our return to the 
gold standard may be, itself, the impulse which will release this 
spring o f action.

The gold standard party have had behind them much that 
is not only respectable but is also worthy of respect. The state 
of mind which likes to stick to the straight, old-fashioned course, 
rather regardless of the pleasure or pain and of the ease or 
difficulty o f the passing situation, and quite regardless of 
particular interests and of anything except the public good as 
they understand it, is not to be despised. How much preferable 
is this mentality to that of the financiers of France! But it is a 
state of mind, all the same, whose unsensationalism may 
deteriorate into an easy, ill-founded optimism and whose 
conservatism fails to notice how facts and theories are changing. 
Like other orthodoxies, it stands for what is jejune and 
intellectually sterile; and since it has prejudice on its side, it can 
use claptrap with impunity. This is the party of those who, in 
the words o f Dr Johnson, ‘ without the instigation of personal 
malice, treat every new attempt as wild and chimerical ; and look 
upon every endeavour to depart from the beaten track as the 
rash effort o f a warm imagination, or the glittering speculation 
of an exalted mind, that may please and dazzle for the time, but 
can produce no real or lasting advantage’ . Yet good new ideas 
are the most important thing in the world; and there is no 
economic field in which they can do more practical good than 
in that o f currency and credit.



From  The Nation and Athenaeum, g M a y  1 Ç25

T H E  G O L D  S T A N D A R D — A C O R R E C T I O N

In the article which I contributed to last week’s Nation, I 
expressed too rashly a commendation o f the Chancellor o f the 
Exchequer’s ‘ Bill to facilitate the return to a gold standard The 
repeal of the provision o f the Coinage Act, 1870, entitling
t w n r / l f û  t \ û » * n A « r  ♦■a  / l a m A n / l  4-1^ a  O A i n / i n * n  a ^ *  o t a !  / I  K 1 1 I I 1  A n  l  a / I  a
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to think that the Treasury was wisely providing against our 
being flooded, at some future time, with redundant gold, which 
we did not require, to the demoralisation o f our currency and 
credit. But I forgot Section IV  o f the Bank Charter Act, 1844, 
which obliged the Bank o f England to pay for gold bullion in 
terms of Bank notes at the fixed price o f £ 3  17s. gd. per standard 
ounce. This provision is not repealed. Thus the position remains 
substantially as it was before. We are to be compelled to accept 
gold in unlimited quantities at all times, with whatever effects 
on the value of our legal tender, and even in circumstances where 
the Bank of England believes it to be contrary to our interests 
to accept any more.

This unfortunate decision strips away most of the reasons for 
consolation which I found last week. Unmitigated conservatism
rwcrnc at f-Vi#» TY p-iciirv  M n  wnrH liac PYnrpccpH pvpn i nX * *  V  ( . 1 1 V  J . * V H L 7 M *  J  t A ^  V  T 1 V  'V * W V * »  M. V L T k J V « *  V  » V » *  A * a

favour of the famous Genoa Resolution and o f aspirations
f n i u r t  r  n  a  r v t  n n A / r a / l  * a  a  * i T A t » / 1  n f  r i  a H  a a
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for the theory, which is now as well established as anything can 
be, that the cure for cyclical unemployment is to be found in 
the control of credit; nothing indeed that could not have been 
said fifty years ago. This sterile, hard-boiled mentality may 
prove short-sighted politically, as well as scientifically. I agree 
with the orthodox party that the currency requires, more than 
most institutions, perpetual protection from cranks and from 
enthusiastic ignorance. Just because almost no one understands 
it, it must needs rely on prestige and dogma. But ideas in this



field are now stirring everywhere; and no economic institution 
will be secure from ill-judged innovations unless it is progressive 
and intellectually defensible. The Report of the Committee on 
the Currency and Bank of England Note Issues will prove, in 
this respect, but a feeble bulwark, because it ignores or begs 
most o f the important questions. This might have been an 
historic document. In fact it is somewhat trivial. The object 
seems to have been to say as little as possible, and the result is 
perfunctory.

On one matter, namely, the degree of the over-valuation of 
sterling, I should like to add something to what I have written 
in The Nation previously. The Committee state in their Report 
that last February, when [the] exchange was per cent below 
par, sterling was probably over-valued by a 4significant’ amount 
(let us say x), which they do not attempt to evaluate; and that, 
therefore, a return to par will not require a deflation exceeding 
i j + x  per cent. T o  bring this about, they cheerfully add, will 
not involve any ‘ further danger or inconvenience than that 
which is inevitable in any period o f credit restriction and falling 
prices’ .

Professor Cassel, in an interesting article just published,2 has 
been bolder (and more useful) and has attempted to do the 
arithmetic. He finds that in February the value o f x, that is to 
say, the over-valuation o f sterling, was about 4 per cent. This 
was on the basis o f the Federal Reserve Board’s index numbers. 
The same figures for March yield a somewhat better result. But 
none o f these figures are an adequate indication of the 
disequilibrium;— for the following reason.

The prices o f some commodities, namely, the raw materials 
of international trade, for example, cotton or copper, always 
stand at or near their international price parity; nothing which 
happens to the exchanges or to credit can make their gold prices 
materially different in one centre from what they are in another. 
A further class of commodities, namely manufactured goods

2 In The Times Banking Number for M ay 1925.
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which are imported and exported, cannot move, in any circum
stances, very much above their international price parity; for, 
otherwise, the trade in them is killed. There remains a third 
class, of which houses, personal services, and railway charges 
are examples, which, for a time at least, can depart materially 
from their normal parity with the other two.

Nnw the nurrhasinff-nower-naritv thenrv of the foreiffn ex-“ ’ ~ w  I----------------------------O 1—  ' I --------------J ------------ J ~~    — —

changes maintains that, in the long run, even this third class
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wage level and of the cost of goods and services, produced in 
the ‘ sheltered ’ trades but consumed in the ‘ unsheltered ’ trades, 
will so impair our power of competing internationally, that 
either the exchanges must fall or gold will flow out until the 
internal price level has been forced down all round.

When we are considering how severe a deflation may be 
required to balance the situation (failing a price rise abroad), the 
relevant question is how far the prices of the third class of goods 
are in excess of their normal parity with the first and second 
class. But the ordinary index numbers are largely made up from 
the prices of the first and second class, with the result that the 
disparity of price in the third class is watered down on the 
average of the three classes taken together. If, for example, the 
weight given to the third class is only a quarter of the whole,
thp trnp Hicnarifv m av hp thrpp nr fnnr tim pc ac crrptit oc frhp rpcnlt--- ---- ----- 1'--- '■J -------- --------- ....
shown by the wholesale index numbers.
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goods of the third class play a much larger part, may sometimes 
give a better clue to the real situation than the wholesale index 
numbers, which are made up so largely of the first class. I gave 
some figures bearing on this in T he N a tio n  of April 18th .3 1 give 
below a more complete table of the changes in the gold-cost of 
living in various countries, as compared with 1913 ,  based on 
figures published by the Federal Reserve Board.

This table shows that these countries fall into three groups :
3 Above, p. 3 5 2 .
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January 1925
Gold-cost of living 

(1913 =  100)

Holland 181
Sweden 179
Great Britain 176
Switzerland 170
United States 158
Canada 149
Australia 148
New Zealand 147
Spain 138
Belgium 137
Germany 124
Italy 123
France 103

fUa ^  *•£> t- /%A«v^A4*«cMnrr n. rortf Dvff/ttrt iinrlL i l t  i l l  dL L U U ip i i s m ^  \ j i u a i  u i  i i a u i  a i iu  uiLr vnuv^i i_jU 1  u p v a h

countries whose exchanges have been restored to their gold 
parity; the second the United States and the Dominions; and 
the third the other European countries. It is obvious that the 
exports o f the countries o f the first group must be at a serious 
disadvantage, as compared with 1913,  in competing with 
countries in either of the other groups. It is this table which gives 
the true picture of our difficulties and our prospects. The 
Committee on the Currency and the Chancellor o f the Exchequer 
exhibit no sign o f having considered it.

When the Chancellor of the Exchequer, Winston Churchill, mentioned 
Keynes’s article of 2 M ay and its approval of the Government’s policy in 
the course of the second reading debate on the Gold Standard Bill, Keynes 
also sent a correction to The Times.

To the Editor o f  The Times, 5  M a y  1Q25 

Sir,
The Chancellor o f the Exchequer quoted me yesterday in the 

House o f Commons as having written that the return to gold 
had been contrived along ‘ prudent and far-sighted lines’ . I 
wrote this, unfortunately, under the misapprehension that the
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repeal o f the right to the free mintage o f gold would protect our 
currency from being flooded out in certain contingencies. But 
I forgot Section IV  o f the Bank Charter Act, 1844, which obliges 
the Bank of England to buy gold bullion in unlimited amounts 
at £ 3  17s. od. per standard ounce. We are therefore, unprotected 
in a spot where— I had prematurely hoped— a protection had 
been orovided._ r  - -

I can see no far-sightedness, but, on the other hand, much 
imprudence in the present circumstances o f the world 
distribution of gold, in maintaining a provision to compel the 
Bank of England to buy gold bullion without limit at a time 
when, in the considered judgment o f the Bank itself, it may be 
contrary to our national interests to do so. For this is not a case 
in which political pressure will influence the Bank contrary to 
its better judgement.

The Chancellor defended his proposal by arguing that i f  we 
were flooded with gold we could use it to pay off our American 
debt. M r Churchill has been wrongly advised in this matter. The 
danger to be avoided is a flood of temporary American loans 
arriving in the form of gold. The Chancellor’s proposal to use 
these funds to pay off our debt to the American Government 
would amount to replacing a funded debt to the American 
Government by a debt, repayable at call, to the American money 
market— an act of obvious folly.

The objection to a gold standard is that it sometimes exposes 
us to the disadvantages o f deflation and sometimes to those o f 
inflation. The first are those which we are risking in the near 
future ; and there is nothing now to be done about it— we must 
just hope for the best. The second are, in my opinion, the likelier 
in the long run. Against these we could have guarded ourselves 
by repealing Section IV  of the 1844 Bank Act, and thus giving 
to the Bank of England a discretionary power to protect our 
currency from serious depreciation. It is a very great misfortune 
that the new Bill does not do this. j  am

J .  M . K E Y N E S
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On 7 M ay at the annual meeting of the Royal Economic Society there was 
a discussion o f the national debt. Lord Holden was in the chair for the 
discussion, while the discussants were Keynes, Hugh Dalton, Owen Fleming, 
R. G . Hawtrey, Alfred Hoare, P. D. Leake and D . H. Macgregor. Keynes’s 
comments ran as follows:

From  Th e Economic Journal, September 1Q25

I see only two reasons for expediting the repayment of debt. The 
first is to facilitate the raising o f funds on behalf o f public bodies 
which require new capital for productive purposes. The second
i c  t n  iT i r r P ü K P  t l l P  o m m i n t  n f  f l i p  n a t i n r i o l  e o v i n n r c  T ' h p  f i r c t  r p i e n n............... ......  ....................................................... " ............... ..... ...............M .U  (.VP . JH 1 Æ. ( I V  1 ( 1  O L  (  V U k J U l l

does not hold good always, and I do not think that it is valid 
at the present moment. In 1920, on the other hand, when the 
housing programme was beginning and public bodies were 
requiring large sums for investment, I saw no harm but much 
good in the repayment o f the debt. More recently the demand 
from public bodies has been much diminished. I have argued 
that the maintenance of a heavy sinking fund at such a time, 
in conjunction with the provisions of our Trustees’ Act, unduly 
stimulates the flow o f capital into the hands of public bodies 
abroad. I quite foresee a time arising when there will again be 
an outlet on a large scale for capital at home, and I think it would 
be good policy to hasten it by governmental activities on a much 
greater scale than at present. There would then be a reason for 
converting the dead weight debt into a productive debt. That 
would be my criterion rather than the repayment of debt as such.

The other ground, namely, the stimulation of saving, was 
mentioned by D r Dalton. I quite agree with him that by no 
means all the money which is taken from the taxpayer in taxes 
for use in the sinking fund would be saved if those taxes were 
removed ; whereas, on the other hand, almost all the holders of 
the debt will re-invest their money when they are paid off. If, 
therefore, there is reason for thinking that saving is on an 
inadequate scale, that is an argument for the sinking fund. At 
the present moment, I believe that the heavy rates of taxation
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militate against activity and the running o f risks, and I do not 
think that the need for additional savings is so urgent as to justify 
heavier taxation in order to bring about this indirect stimulation 
of it. There, again, circumstances might change. But these are 
the two criteria which I should apply in determining the amount 
of the sinking fund from year to year.

The arguments on the other side seem to me to be partly 
aesthetic and partly an appeal to the potency o f compound
intPrPcf Itnr pvo m n to tko tirluinrp nn n f flip mi w  icKp /1  fimirAC 
1 1 U . V 1 V J I . I  JL A M , V A a m p i V ^  U 1 V  u u j i u g  U | 7  V I  U i v  p u  V i l j l i v v  l l g u i  v o

of the national balance sheet seems to make a considerable appeal 
to some people. Above all, anyone who toys with the national 
debt can produce a vivid picture o f the accumulations of 
compound interest after a certain number o f years. But although 
compound interest produces the most visible and impressive 
picture in the case of the national debt, it also works elsewhere 
in the community, and I would look, rather, to cumulative 
economic progress by the operation o f compound interest in the 
community at large where it is less directly visible. You do not 
make compound interest more potent because you take money 
away from individuals and use it in this particular way. The 
burden of the Napoleonic wars was taken off our shoulders not 
by a sinking fund, but by the general progress of the community 
in the next hundred years. Now I should be very chary of 
allowing the apparent burden of the national debt to induce me 
to put on taxation so heavy that it might hold back the general
nrnfrrorc n f  t-Vip  n o m m n n i f i r  
piuglVOO Ul LAIV VVAlAllAlUlllLJ >

Another reason which often weighs, I think, is the false 
analogy between the debt of the individual and the debt o f the 
state. There is no real analogy between the two. An individual’s 
motives for clearing himself of debt may apply to the external 
obligations of the state; but they can have no application to its 
internal obligations. I think it would be better, therefore, i f  we 
were to confine our attention to the two criteria with which I 
began.

A C T I V I T I E S  1 9 2 2 - I 9 2 9
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Keynes’s N ation  article of 9 M ay (above p. 363) came under attack in the 
next issue, when a correspondent who signed himself‘ Economist suggested 
that he had presented a distorted version o f one o f the arguments used by 
the Currency Committee by taking sentences out of order and adding his 
own gloss to the text. Keynes replied.

From  Th e Nation and Athenaeum, 16  M a y ig 2 S

I have read the Report again in the light o f the above letter, and 
can discover no misreDresentation. ‘ Economist’s ’ noint seems

J. J.

to be that the Committee’s Report consists of a series of entirely 
disconnected sentences, and that one must not read any one of 
them in the light of any other. The Committee stated (a) that
f l i a  1  f  p n n r l t f i n r t o  »* ir  f A  ^i ; a i i l r l  A A t n o
1 2 i v  v i  v u i i  v w i i u i L i u i i o  l i v w o o a i  j  i v  i i i a i i i L a i i i  p a n t j  v w u i u  w m v

about ‘ automatically and rapidly’ , and that this would mean no
‘ further change or inconvenience than that which is inevitable
in any period o f credit restriction and falling prices ’ ,— this being 
their only remark about the method of maintaining parity and 
its results; (b) that in February sterling was overvalued by a 
‘ significant’ amount; and (r) that, since at that time exchange 
was i j  per cent below par, the extra adjustment o f maintaining 
parity, in addition to the adjustment under (1b), would be 1 }  per 
cent. I brought these three statements into logical connection. 
I f  this is illegitimate, the Committee’s Report is even more 
incoherent that I thought it was, and also more completely 
lacking in any discussion of the most important relevant issues. 
The real questions are: (1) How much is sterling over-valued, 
[and] (2) by what train o f events will adjustment be brought 
about? Is it ‘ Economist’s ’ contention that the Committee 
expressed no opinion whatever on these matters ? M y own view 
remains that thev did nnite clearlv express the rather sunerficial
view which I attributed to them. As for ‘ Economist’s ’ last 
paragraph, there is not a word in the Report to suggest that the 
Committee do view credit restriction with serious apprehension, 
and it was that fact which I wanted to suggest by my word 
‘ cheerfully’ .
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Later in the month The Economist o f 23 M ay, in the course o f a review 

of the materials submitted to the United States Senate’s Gold and Silver 
Inquiry, compared Keynes’s contribution (above pp. 289-93) with his letter 

to The Times o f 5 M ay on M r Churchill’s contribution to the second reading 
debate on the Gold Standard Bill (above, p. 366). It then asked for an 
explanation of the apparent inconsistency between the documents. Keynes 

replied.

To the Editor o f  Th e Economist, 2 j  M a y  1Q 25

Vit* 
Ull j

In your review o f an article, which I contributed last year to 
European Currency and Finance, you ask for an explanation o f 
the discrepancy between my accepting therein the argument that 
we can get rid o f redundant gold by anticipating repayments o f 
American debt and my more recent rebuttal o f this argument. 
There is no explanation— except the following, i f  this can be 
considered an explanation.

In the article under review I was considering the absorption 
o f the annual supply of new gold; in my letter to The Times I 
was considering a flow o f gold from America as the result o f a 
flood o f short loans from New York to take advantage o f higher 
money rates in London. A proposal to check the latter flow by 
what amounts to using the American short loans to increase the 
net total o f our permanent foreign investment, is obviously both
fiifile and im n rndenf- ------ ------- ------------------ ik T n n in ted n u t  T a ss u m e  t h a t  vn u  acrree 

—  -  r w — ----------------- — -------------- --- -----------------------------------j  —  " O *  —

with this. The objection to the same method in the former case
i c  n l i t t l  m n r a  c n« ■ I l i U V  1 1 1 1 / l W  J U U U V i o n r l  T m r » r l  A A  l r * A  i t  T «  t U  1C O ' l C P  t U *

a i i u  x  u  v  v i  i u u x v u  1  l .  x u  l i  1 1 0  v a j v  u i v

method amounts to attempting artificially to increase the flow
Oi our net icreign investment so as to permit tne price îevei nere
to remain, more or less permanently, below its equilibrium level ;
in fact, to produce here much the same condition that the Dawes
Scheme will attempt to produce in Germany. This might be
practically feasible, and would not be open to the same
immediate dangers as in the other case considered. Nevertheless,
you will, I expect, agree— as I now admit— that this also is
objectionable and unsound in the long run. _

Yours, &c.,
J. M. K E Y N E S
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In The Economie Jo u rn a l  for June 1925, Keynes returned to both the 
Report of the Committee on the Currency and the Gold Standard Act in 
two brief notes.

From  The Economic Journal, Ju n e  1Ç 25

T H E  C O M M I T T E E  O N  T H E  C U R R E N C Y

Report o f the Committee on the Currency and Bank o f England 
Note Issues. (Cmd. 2393.) 1925.

This Committee was appointed by M r Snowden on June 10, 
1924. At the outset the Committee’s reference was limited to the 
question, ‘ Whether the time has now come to amalgamate the 
Treasury Note Issue with the Bank of England Note Issue, and, 
if  so, on what terms and conditions the amalgamation should 
be carried out.’ They heard witnesses about this from June to 
September, 1924. But at some later date— probably in January 
1925— the Committee decided to interpret their task so as to 
include the general question of an immediate return to the gold 
standard. They did not, apparently, at this second stage o f their 
proceedings, hear any witness except the Governor of the Bank 
of England.* In the end this broader issue became the main topic 
of their Report, and the ostensible subject of their terms of 
reference is relegated to a few sentences in the last two pages.

The Committee was a strong one, consisting o f Lord Bradbury, 
Mr Gaspard Farrer, Sir Otto Niemeyer and Professor Pigou.f 
But one cannot say the same o f the Report. Their attitude seems 
to have been that, since a return to gold was in any case

* The Committee state that ‘ proposals for substituting the price level of commodities in 
general for gold as the regulating principle of the currency have been fully and carefully 
explained in evidence before us’ . Amongst the small number of witnesses examined I am 
the only one named who is known to be an advocate of this principle. When I appeared 
before the Committee, however, the only question on which I was invited to give evidence 
was that of the amalgamation of the two note issues. My evidence-in-chief was wholly 
directed to this matter, as also was most of my cross-examination, though wider issues came 
in a few times incidentally. There is no indication what the evidence was, which is referred 
to in the above sentence, or from what quarter it came, 

f  Mr Austen Chamberlain, who was the Chairman at the outset, resigned on accepting office 
as Foreign Secretary.
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inevitable, it was useless to examine the objections and indiscreet 
to contemplate the difficulties. Consequently the less said the 
better (the Report could be printed in extenso in eight pages o f 
The Economic Journal), and it was wiser to utter a few conserva
tive banalities than to tackle large questions. But the reader must 
also feel, as he reads, that the Committee lacked intellectual 
interest in their subject, and were convinced from the start that 
there was little to be said on the subject which had not been
c a i r l  o I i n t i f l r p H  tirrw^c o I r f ^ r l v-------- - ■ I1UX1W1 VU LXlltVLI Ull VUU j  ALIU1U u

The result is that the Report amounts to next to nothing, and 
is more remarkable for its omissions than for what it contains. 
Two matters which they thought it worth while to discuss were 
the objection that the restoration o f parity is technically 
impossible, which no serious authority has ever maintained, and 
the idea of fixing the exchange at 4-79 (the rate existing last 
February) rather than at 4 86, which no one has ever proposed. 
Amongst the points, on the other hand, which they thought not 
worth mentioning, I pick out the following in particular.

1. They dismiss without argument both the proposals for a 
devalued sovereign and those for a managed currency. This rules 
out most of the major problems, especially the importance of 
price stability, the future prospects o f gold prices and the 
possible subordination of our credit system to that o f the United 
States. Nevertheless, since a serious consideration o f these 
questions would have led them far afield, the Committee’s 
decision, to limit itself to the practical problems arising out o f 
the proposal for an early restoration o f gold, is intelligible.

-> R  ni- n p i t l, «■v. ait m o n tiA n  d r\m «n r« ilp  frt»* 1 a rtEia m «-ï 1TJU L U V iU lV l  U V  Li I V J  l l i V l l U U i l  LiIV IU I U llL 'l  i i a u u n a i

co-operation in the regulation of credit, so as to avoid cyclical 
price movements, which the Geneva [sir] Conference blessed m 
a famous resolution and of which M r Hawtrey is the foremost 
advocate. One might have expected that they would have 
coupled their advocacy of a return to gold with a warning against 
its possible vagaries and a plea for an organised scheme to 
mitigate them. But not a word ; not a hint even that gold is, or
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could be, or ought to be, itself a managed currency. A  fortiori, 
the Committee do not mention the possible connection between 
the working o f the gold standard and the credit cycle, and 
between the latter and unemployment. They show no awareness 
of the fact that the connection between the management of the 
currency and the trade instability, of which unemployment is 
a leading symptom, is the main argument in favour o f a managed 
currency, whether or not on a gold basis, advanced by its 
advocates.

3. No one was in favour of restoring gold convertibility a year 
ago— for the reason that to tie the sterling price level to the gold 
price level would have involved too violent a disturbance of the 
former. I f  we contemplate making the restoration shortly, the 
question for those who direct practical policy is to know how 
much disturbance it would involve now. It is not an easy 
question to answer, but it is impossible to act prudently without
trying to answer it. The Committee produce no arguments and
no figures and content themselves with the conclusion that ‘ we 
must still be prepared to face a fall in the final price level here 
of a significant, though not very large, amount, unless it should 
happen that a corresponding rise takes place in America’ .

They do not tell the Chancellor of the Exchequer that this 
question of the parity between the internal price level and the 
external price level is really a question of the parity between one 
set of internal prices, namely, those of which the sterling 
price x the sterling exchange is always at or near the world price, 
and those of which the sterling price x the sterling exchange is 
not sensitive to the prices of similar goods and services elsewhere ; 
and that it is partly the same problem as that of the disparity 
between the prices in what have come to be known as the 
‘ unsheltered’ industries and those in the ‘ sheltered’ industries. 
An improvement in the sterling exchange necessarily lowers all 
the ‘ unsheltered ’ prices, and if  this is unaccompanied by forces 
tending to depress the ‘ sheltered’ prices to an equal extent, 
those who produce in the ‘ unsheltered’ industries are in
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obvious difficulties, because they are selling at the unsheltered 
price level and, in part at least, buying and consuming at the 
sheltered price level.

It is not easy to measure the amount o f the discrepancy 
between the two sets o f prices. But it is certainly not measured 
by comparing the index number o f wholesale prices here with 
a corresnondine index number in America or in Germanv. For"  — ■ r y _ _ _ ' ------------- - - -  — - - --- j  — —
such an index number is largely made up o f unsheltered prices,
nrliirh arpnprpcc'irilv urlutp^rpr I v i n n A n c  riporlv f l ip  comp in  Kr»tli
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index numbers ; and the effect is to water down and to obscure 
any disparity between the movements in the sheltered prices 
here and elsewhere.

M y own guess is that, compared with 1913,  sheltered prices 
here are, at the present rates o f sterling exchange, perhaps as 
much as ten per cent too high in comparison with the unsheltered 
prices, and that the injury thus caused to the competitive 
position o f our exports in the international market is aggravated 
by the fact that in Germany, France, Belgium and Italy the 
sheltered prices are fully ten per cent too low. I base this guess 
mainly on the cost-of-living index numbers and the price- 
of-exports index numbers.

At any rate, whatever the answer, this is the essence of the 
practical problem; and a Report which ignores it is not to the
noint.I---------

4. Assuming that there is some disparity between the two sets
n f tK*. n p v f  n i i A C h n t i  m n e f -  Ka rl 1 tr\ f l i A  o *i h m 10 1  I W J ^  U 1 V  U V A t  V j U V i l U O l l  m u o t  L i v  U l l  V V L W U  LVS L 1 1 V  WCIU.OCIX

process by which equilibrium can, or will, be restored. There 
are three alternatives:—

(1) the unsheltered prices may be raised relatively to the 
sheltered prices by a rise in world prices;

(2) the unsheltered prices may be raised relatively to the 
sheltered prices by a fall in sterling exchange;

(3) the sheltered prices may be lowered relatively to the 
unsheltered prices.

The first of these alterations is outside our own control— it
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may, quite likely, come to our rescue, but to depend upon it is 
a gamble. The second is that which I should have preferred as 
being calculated to restore equilibrium with the least possible 
disturbance to the course o f production and to industrial peace. 
I f  we reject this and decide, on the other hand, to aggravate the 
disparity by raising sterling exchange, we are bound to consider 
by what causal process the third alternative can be brought 
about.

The Committee have made no attempt to analyse the facts; 
but, in so far as they discuss the matter at all, they contemplate 
that the necessary readjustments can be achieved by raising 
Bank rate. How this will come about— that is to say, by what 
intermediate steps— they give no indication. Do they mean that, 
by raising Bank rate and by curtailing credit sufficiently, 
unemployment can be intensified without limit until, even in the 
unsheltered industries, wages move downwards? I f  so, one is

<1/1 w i f  f I i û  /»<i 1 r v n n n f  K t l t f t r  T  f *  « r t f  n r t i / i f  r û l i r
uuuiiu lu duiiiii tin* uivui^Li^ai puadiuiiuj. xi nui, wiiaL

is the causal process which they envisage?
I suspect that their conclusions may be based on theories, 

developed fifty years ago, which assumed a mobility of labour 
and a competitive wage level which no longer exist; and that 
they have not thought the problem through over again in the 
light of the deplorably inelastic conditions of our industrial 
organism today.

But I suspect also a further confusion o f ideas. High Bank 
rate has two distinct sets o f consequences— one, its effect on the 
international flow of capital provided it is high relatively to the 
rate elsewhere, and the other its effect on the internal credit 
situation. Now the efficacy of high Bank rate— from the purely 
financial point o f view— for preserving the parity of the gold 
standard largely depends upon the first set of consequences. I f  
Bank rate is made relatively high, the inflow of capital is 
stimulated and the outflow is retarded. I f  this tendency is set 
up strongly enough, the gold parity and the financial equilibrium 
are completely protected— at least for the time being— and there
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may be little restriction, if  any, o f internal credit. But, in this 
case, the industrial disequilibrium may remain— because the 
greater the success o f the Bank rate in producing the first set 
o f consequences, the less is its success in producing the second.

For how would the process work out in practice? The high 
Bank rate is just as oppressive to the unsheltered as it is to the 
sheltered industries; and since the former are already working 
on a narrower margin of profit, it is they which are likely to go 
under first. Thus the high Bank rate may produce equilibrium 
(I do not say that it must)— not permanently, indeed, but for 
a longish time— by the progressive destruction o f our weaker 
export industries and, at the same time, making good the deficit 
thus caused in our trade balance by diminishing, to the necessary 
extent, the net outflow o f capital. Foreign investment provides 
a sluice, the due regulation of which by means o f Bank rate can 
maintain the internal price level, for years together, either above 
or below the level outside— limited, nevertheless, in one 
direction by the volume of available savings, and by the other 
to the extent that we can live on our capital, or on what we should 
otherwise save. Since our available balance for new foreign 
investment has been, even since the War, o f the order of 
£200,000,000 a year, we have this wide margin with which to 
provide for the closing down o f o f our export industries and the 
support of those who were previously employed in them.* 

Now the Committee are half aware o f this possibility and of 
the objections to it. They strongly deprecate the use of foreign 
credits for the support of the exchange. But they do not seem 
to notice that a high Bank rate, in so far as it attracts foreign 
short-loan money to London, does exactly the same thing.

The objections to the drastic restriction of credit at home are 
so pressing and so obvious in the present state of trade and 
employment, that there will always be a strong temptation to
* To avoid misunderstanding, let me add here what I have argued elsewhere, that, in any case,

I should like to see some transference of resources from the export trades to capital 
developments at home, and the use of the above-mentioned margin to finance the latter. 
But to bring this about satisfactorily would require quite a different policy from the above.

A C T I V I T I E S  I 9 2 2 - I 9 2 9
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the Bank o f England to redress any adverse movement o f gold 
to the maximum extent by attracting foreign money and to the 
minimum extent by restricting home credit. The recent 
declarations of the Chancellor o f the Exchequer and the action 
of the Bank of England (at the time of writing) in squeezing up 
the bill rate, which is what counts in attracting foreign money, 
whilst leaving other rates unchanged, which are what matter to 
home credit, already point in this direction. And this is only 
natural, because the return to gold presents us with an unpleasant
dilemma— the attraction of foreign money, which is admittedly
u n c m i n nUUJV/UI nr tVi p rpetrirtm n n f tinmp w hirli ic rlpcprvpHIu- '  ■ . . . . . . .  . . . . . . . . .  . . .  . . . . . . . . .  .  .. 7 1  m v i l  ItJ U V k J V i  T v \ 4 l  JI V  V I  v v t i

hateful.
These few remarks go only a little way towards elucidating 

the problem. But we have a right to expect that the authors of 
a Report which recommends a high Bank rate as the panacea 
should present some sort of an account of how they expect their 
remedy to do the trick.

5. Ricardo recommended an appreciable margin between the 
buying and selling prices for gold, namely £3  175. 6d. for the 
former and £3  175. 10\d. for the latter. Sweden during the war 
took precautions to protect herself from a flood of redundant 
gold. The Genoa scheme for international credit control would 
be much facilitated if  each country was responsible for its own 
stock of gold and was not free to unload its surplus at any time 
and in any quantity upon its neighbours. There are indeed many 
reasons— too manv to discuss here— for reserving to ourselves.

mt \-f t

at this stage, some discretion to protect our currency against 
undue expansion. I attach very great importance to the Bank 
of England being relieved of the obligation to buy gold at a fixed 
price. Certainly the choice is of grave significance. But the oracle 
is dumb— the Committee do not mention it.

In presenting this Report at the same time as his Budget 
speech, the Chancellor o f the Exchequer declared that ‘ it 
contains a reasoned marshalling o f the arguments which have 
convinced His Majesty’s Government ’ . From such a description
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one would expect an historic document which, whether one 
agreed with it or not, would take its place in the line o f famous 
memoranda which have moulded our currency policy in the 
past— at any rate an armoury o f up-to-date arguments in favour 
of old-fashioned expedients. But we find instead a few pages, 
indolent and jejune.

A C T I V I T I E S  I 9 2 2 - 1 9 2 9

T H E  G O L D  S T A N D A R D  A C T ,  1 9 2 5

The following comments may be made:—  
a c*._____ -----------------------------
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Plan (first outlined in 18 1 1 )  is, in effect, adopted by Section 1 (2) 
of the new Act. Ricardo’s ingot was to contain twenty ounces 
troy o f fine gold.* In these larger days the size is raised to 400 
ounces— worth nearly £1700. D r Bonar’s most interesting 
article on Ricardo’s proposals (Economic Journal (1923), Vol. 
xxxiii, p. 281-304) is worth re-reading in the light o f the new Act.

2. The repeal o f the right o f members o f the public to present 
gold for mintage (Section 1 (1 )(*:)) is not so important as it 
appears at first sight, because Section 4 of the Bank Charter Act, 
1844, remains in force. This section runs as follows:—

‘ All Persons shall be entitled to demand from the Issue 
Department o f the Bank of England, Bank o f England notes in 
exchange for ffold bullion, at the rate o f S 'l n s . od. ner ounce
-- — c? ~  D -----------------------------------------------------7   ------------------------- A M  ~ ’  7  "  r  -------------

of standard gold. . .  ’
‘T’tinc; orp tint trk frillnw f-at r \ r r c m f l i p  r\rppprlpnt cpt Ku

A  I l U a  TT V  U A  V  A I V  L  W V  A W A A V V V  ^ U V  V O V U t  J  t | l V  V V V V I V 1 U  J V k  V  J

Sweden of reserving to ourselves a discretion not to accept 
unwanted gold in unlimited amounts. Nor are we to have the 
limited protection recommended by Ricardo o f widening the 
limits between the buying and selling prices (he suggested £ 3  1 7s. 
6d. for the former).

3. The new obligation placed on the Bank under Section 1 (2)
* Under the temporary clauses of the Resumption Act, 1 8 1 9 , the Bank was liable to redeem 

its notes in ingots of 60 ounces. Particulars of actual transactions under these clauses and 
also an illustration of Ricardo’s ingot are given in The Economic Journal (19 23), vol. x x x iii, 
p. 291.
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to provide gold bullion by weight instead o f sovereigns by rate 
avoids the slight uncertainty which used to exist as to the exact 
gold points owing to the possibility of the sovereigns obtained 
being below full weight. The points now depend solely upon 
interest, freight and insurance. The freight rate outwards has 
been recently raised to 5s. per cent. On this basis and at current 
interest rates Messrs Samuel Montagu and Co. put the gold 
export point at $4.843 to the £ . The gold import point is stated 
to be in the neighbourhood o f $4.90.

4. Convertibility from, and into, gold is limited to Bank of 
England notes. Currency notes remain legal tender, but are 
made absolutely inconvertible. Thus there is no way of obtaining 
gold for export except by acquiring Bank o f England notes.

5. The Chancellor of the Exchequer announced that he had 
arranged borrowing powers under Section 2 of the Act with the 
Federal Reserve Board up to $200,000,000, and with Messrs 
j .  P. Morgan up to $100,000,000. No charge wiii be made for 
the former i f  it is not used. For the latter a commission of 
per cent is to be paid for the first year and half that amount for 
the second if  the credit is not used. Thus £375,000 will be paid 
if the credit is not used at all.

Keynes returned to currency matters in The Nation  on 13 June with a 
brief article on sterling.

From  The Nation and Athenaeum, / j  Ju n e  ig 2 $

T H E  A R I T H M E T I C  O F  T H E  S T E R L I N G  E X C H A N G E

The arithmetical effect on the foreign exchanges o f the main
tenance o f a higher rate o f discount in London than in New 
York is often overlooked. The following note is an attempt to 
indicate it.

In New York 90-day bank bills are discounted at 3^ to 3 I per 
cent. In London the discount rates on similar bills expressed

379



A C T I V I T I E S  1 9 2 2 - 1 9 2 9

in sterling are 4f—4t $ per cent; and it is reported that American 
banks can obtain somewhat higher rates, say 4y~4f per cent, on 
sterling bank deposits. So long as funds are available in New 
York in the hands o f lenders who are indifferent where they hold 
them and look only to the yield obtainable after allowance for 
any exchange risk, this difference in interest rates must be 
approximately reflected in the premium on forward dollars, as 
compared with spot dollars, i.e., dollars for delivery against 
sterling at a future date must be worth about 1 per cent per 
annum more than dollars for delivery against sterling now. This
1 n in f r t f l i  a Pfl PA sIsUI /ii*p fni* 1 n m nn tk ria 111, iavi^  u iv  v a a v , u u n a i  a iu i  u v i n v i  j  111 u u v v  u i v m i i a  u v i l lg

1 cent per £  (i.e., f  per cent per annum) dearer than spot dollars.
This difference between spot and forward rates o f exchange 

corresponding to differences in interest rates, is now familiar. 
But it has not been noticed by writers in the financial press that, 
so long as confidence is felt in gold convertibility, the forward  
rate cannot fall below the gold-export point, and, there, that the 
spot rate must exceed the gold-export point by the amount of 
the premium on forward dollars.

In the above illustration, dollars three months forward have 
been taken,— chiefly because this is a date for which comparisons 
are easy and dealings active. This indicates that the spot 
exchange must be at least 1 cent per £ 1  above the gold-export 
noinf. But the same am im ent can he annlied to a six months’r ' ~ — — ----  -------- — C7----------  -----  ■ _ ' r r ------ ~ ~ "  ----  ------------
transaction. Six months’ sterling bank bills in London are
H i c f f i i i n t - d H  a 5— a I I n p r  < im 1 c i v  m A n  t h e ’  / t n l l - i r  K - i n t  K i l l c
U4UWUHIVU ui w i i  l, (viiw jiA  i iiv iitin j v* vu  ml crnio

in New York are discounted at 3^—3 !  per cent. Thus dollars six 
months forward must be worth about 2 cents per £ 1  more than 
spot dollars ; yet, as before, sterling six months forward must be 
worth at least gold-export point. Hence in so far as six months’ 
transactions are practicable, the spot exchange for sterling in 
terms o f dollars must stand at least 2 cents per £ 1  above the 
gold-export point.

In so far as the same disparity o f interest rates applies to 
securities of longer date, and provided that suitable securities
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are available, the same argument continued would prove that 
the spot exchange for sterling must stand at least, as high as the 
gold-import point. The longer the date, however, the greater is 
the obstacle offered by such items as income tax and commissions. 
Moreover, the actual disparity between the rates o f interest in 
the two centres is less in the case of somewhat longer-dated 
securities. Indeed, certain types o f bonds, e.g., foreign govern
ment bonds, are cheaper in New York than in London. Even 
so, however, an effective difference of i per cent per annum in 
the rates of interest for periods up to six months is so great that 
one would expect, in anything like normal circumstances, that 
the exchange would certainly exceed the gold-export point by 
more than \\  cents per £ i ,  which is its approximate level at 
present, and would probably approach the gold-import point. 
I have not examined pre-war records in detail, but I do not recall 
any occasion analogous to present conditions in which sterling 
interest rates could stand so high above dollar rates without 
drawing gold.

What requires explanation is, therefore, not that exchange 
should be so good as 4.86, but that it should be so bad. Owing 
to the operations of the forward exchanges, the rate o f exchange, 
which can be considered favourable, is not absolute, but is 
relative to the effective difference in discount rates. I f  discount 
rates in London and New York stood at approximately the same 
level, then an exchange of 4.86 would probably indicate a 
satisfactory situation. But that it should, in present circumstances, 
be no higher than this shows either that New York distrusts 
sterling bills or that New York is, in fact, investing so heavily 
in this form already that, without distrusting sterling, the New 
York banks do not care to put any more eggs than they are, in 
fact, putting into this particular basket.

This last alternative is the probable explanation o f the facts. 
The current level of the exchange, taken in conjunction with the 
difference of interest rates, suggests that the balance o f ordinary 
payments is running so heavily against sterling that the proceeds
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of the full amount o f bills, which America is prepared to take 
in response to the rate of interest, are absorbed in settling the 
account. The comparative stability round 4.86, which has been 
maintained lately, may be explained by the fact that at any rate 
below 4.86 the attraction to American banks to remit balances 
to London is very strong, whilst each movement of \  cent above 
a.86 materially lessens the inducement.T - - - j

I f  Great Britain’s balance of international payments was level 
apart from borrowing in America, a difference o f 1 per cent in 
the discount rates might be expected to attract gold from New 
York. Dear money in London, relatively to New York, must keep 
the sterling exchange above the gold-export point, until our 
credit is gone or our borrowing power exhausted. But the 
tremendous efficacy o f this policy in supporting the exchange 
operates primarily by causing us to borrow in New York—-just 
as much as though we were drawing on a loan from Messrs 
Morgan.

Soon after this article appeared Keynes began to think of approaching the 
subject on a more substantial scale. His first forum was the Committee on 
Industry and Trade which was set up during the summer of 1924 under the 
chairmanship of Sir Arthur Baifour. Sidney Webb had asked Keynes to be 
a member of the Committee on 24 July 1924, but he had declined.4 Early 
in November 1924 the Committee asked Keynes to give evidence to it, but 
he asked to be excused until the Committee’s investigations had become 
better defined. With the return to gold, however, he offered to give evidence

4 His letter of 24 July 1924  declining Webb’s invitation ran as follows.
Dear Mr Webb, One’s natural inclination, on receiving such an invitation as is conveyed 
to me in your letter of to-day’s date is to accept. But on reflection I feel great doubt whether 
I should do well to serve on the proposed Commee I am alarmed by the vagueness and 
wide scope of the proposed field of enquiry and sceptical as to the capacity of the usual type 
of Committee to deal with it usefully. The general upshot is, I suppose— Are the prospects 
of British Trade good or bad? There are some detailed aspects of this which certainly call 
for enquiry. But they are, in the main, difficult questions of fact which could only be tackled 
by a very small Committee of specially qualified persons with a good number of full-time 
investigators working under them. If—as I assume to be the case— this is to be a fairly large 
Commee of the usual type, mainly composed of representatives of various points of view 
who will take evidence, I doubt if they will obtain within a reasonable period of time results 
proportionate to the labour involved. So very reluctantly and with many apologies, I must 
beg to be excused. Yours sincerely, J. M. Keynes.
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on 15 M ay. He finally appeared before the Committee on 9 July, prepared 
to expand on the memorandum which he had submitted in May.

From the Committee on Industry and Trade, Minutes o f  Evidence

C O M M I T T E E  O N  I N D U S T R Y  A N D  T R A D E

T H I R T Y - F I F T H  D A Y

Thursday 9 Ju ly 1925

Present :

Sir ArlTmr Ralfonr (C '.hairrrm n'S

M r John Baker, M .P.
M r F. A. Hargreaves 
Sir Norman Hill, Bart.
Sir John S. Hindley 
M r David Landale 
Sir Peter Rylands 
Sir Hubert Llewellyn Smith

M r J . M . Keynes, called and examined

Secretary :
M r W . Carter 

Assistant Secretaries : 
M r W . L . Buxton 
M r A. R. Fraser

16.434 (c h a i r m a n ) M r Keynes, you have given us a memorandum? Yes.

Memorandum submitted by M r J. M . Keynes

16.435 ï * The purchasing-power-parity theory as stated by modern 
economists is very much the same thing as the parity between prices etc., 
in what are called the sheltered trades and those in the unsheltered trades. 
That is to say, a maladjustment of the internal price level in relation to the 
external price level mainly shows itself in the relations between those in the 
sheltered and unsheltered industries.

2. The prices of some commodities, namely, the raw materials of 
international trade, for example, cotton or copper, always stand at or near 
their international price parity; nothing which happens to the exchanges or 
to credit can make their gold prices materially different in one centre from 
what they are in another. A  further class of commodities, namely, 
manufactured goods which are imported and exported, cannot move, in any 
circumstances, very much above or below their international price parity; 
for, otherwise the trade in them is killed. There remains a third class, o f which 
houses, personal services, and railway charges are examples, which, for a time 
at least, can depart materially from their normal parity with the other two.
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3. Now  the purchasing-power-parity theory of the foreign exchanges 
maintains that, in the Jong run, even this third class must come into line; 
because, otherwise, the repercussion o f the wage level and o f the cost of goods 
and services, produced in the ‘ sheltered’ trades but consumed in the 
‘ unsheltered’ trades, will so impair our power of competing internationally, 
that either the exchanges must fall or gold will flow out until the internal 
price level has been forced down all round.

4. When we are considering how severe a deflation may be required to 
balance the situation (failing a price rise abroad), the relevant question is how 
far the prices of the third class of goods are in excess o f their normal parity 
with the first and second class. But the ordinary index numbers are largely 
made up from the prices o f the first and second class, with the result that 
the disparity of price in the third class is watered down on the average of 
the three classes taken together. If, for example, the weight given to the third 
class is only a quarter of the whole, the true disparity may be three or four 
times as great as the result shown by the trade index numbers.

5. For this reason the cost-of-living index numbers, in which goods of 
the third class play a much larger part, may sometimes give a better clue 
to the real situation than the wholesale index numbers, which are made up 
so largely o f the first class. I give below a table o f the changes in the gold 
cost-of-living in various countries, as compared with 19 13 , based on figures 
published by the Federal Reserve Board:—

January 1925
Gold cost of living 

(1913— 100)

Holland 181
Sweden 179
Great Britain 176
Switzerland 170
United States 158
Canada 149
Australia 148
New Zealand 147
Spain 138
Belgium 137
Germany 124
Italy 123
France 103

6. This table shows that these countries fall into three groups: the first 
comprising Great Britain and the other European countries whose exchanges 
have been restored to their gold parity; the second the United States and 
the Dominions; and the third the other European countries. It is obvious
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that the exports of the countries of the first class must be at a serious 
disadvantage, as compared with 19 13 , in competing with countries in either 
of the other two classes.

' I nr/i turn fl1tarr»<ïtnr» \1 m1 rc n f  Krinirinn1 nk/wit
! ,  x  i i w i w  a i v  i » r v  a n v i t i a i i Y b  v v a jra  u i  a u u u t vt

equilibrium. What may be termed the sheltered prices may be left as they 
are. whilst the foreien exchange mav be allowed to fall somewhat, with thej  - -----------j . . .

result that the unsheltered prices can rise and yet remain in the same relation 
to world prices as before. Or, alternatively, we may fix the exchange, thus 
tieing the unsheltered prices to world prices, and committing ourselves to a 
policy of somehow or other forcing down the sheltered prices (that is to say, 
unless the remedy comes about through a general rise of world prices). 
During the period when [the] exchange has been fixed and before sheltered 
prices have been forced down, the export trades feel the full blast. For they 
have to pay sheltered prices for much that they consume, yet cannot secure 
more than the unsheltered world prices for their products.

8. Failing a general rise o f world gold prices which will raise the 
unsheltered prices, the great question now before the country is by what 
process of adjustment the sheltered prices can be brought down to the level 
of the unsheltered prices. On this point I have no satisfactory solution to 
offer to the Committee. It is not obvious by what peaceful method a general 
reduction of wages in the sheltered industries is to be brought about. 
Apparently the official policy is to bring to bear Bank rate and credit 
restriction in the event o f disequilibrium reacting, as it must do in the long
viiM /\ii«> krtl<m/>A /\f* rlü Ui « #■ k  a /\ f  1 n tm >kip
i  u u ,  u n  u u i  i / d i a i i c c  u r i  u a u u .  j u u i  u j l  w u i s i  u i  L i u s  u i a u  u u i ^ i u  i i s i  t i i i a

particular purpose is that it falls with equal weight on the unsheltered as on 
the sheltered industries: and since the nrofits in the form er show a narrower------------------ --------------- , ------------- ----- j------------------------------------ -------- -
margin than those in the latter it is more likely to bring about a restriction 
of activity in those innocent industries rather than in those which it is 
necessary to attack. It is not obvious that the high Bank rate and credit 
restriction will bring about the necessary readjustment except by a process 
so long and so painful that the country as a whole would certainly not readily 
accept it.

16.436 /  understand, however, that you wrote it two months ago and would 
like to make a new statement to the Committee. Do you want to read your new 
statement? No. I have notes, but I have not anything written out.

16 .437 (MR b a k e r ) M a y  I  ask how f a r  it w ill differ from  the memorandum 
we already have, i f  at a ll?  It will be in amplification of it. I propose to direct 
myself to the question of unemployment in its present phase and its relation 
to monetary policy. It seems to me that the diagnosis of the present state of 
unemployment is absolutely plain. The remedy is another matter. Unem
ployment is in its serious aspect confined to our export industries. There is
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not much abnormal unemployment in those of our industries which make 
entirely for home purposes. Rather paradoxically this great depression in the 
export industries is not combined with a general world slump. Th e
conditions outside this country arc not on the whole bad. You can find
particular quarters o f the world, such as China, where there are obvious
r l i f l f i r i i l f i A c  ir» t r o / l pUlillVUiUVJ 111 11 UUV|

Ki it rm t h *  wtinlp T cVirm w h  ovp CfJirl that thp trpnpral tra/lp......... .... ------ *................ ■ .................... ...... ...... ..... gV| ivi ui ii avivUUL Vil bliv UIIV1V J11VU1U 11» T V UH1U LilHV 1

situation in the world was fair to good. In the United States it is quite 
abnormally eood. Thev are doing excellent trade on a level keel without anv 
signs of inflation, and I see no recent evidence that trade is particularly bad 
anywhere in the British Empire. What we have to explain therefore is the 
combination of great depression in our main export industries with reasonably 
good trade in the world at large and reasonably good trade in our own home 
industries. I believe the explanation of this to be as plain as a pike-staff. We 
have raised the value of our money internationally during the past year by 
about io per cent, without materially altering either the wage level or the 
cost of living in this country. That means that our export industries receive 
in terms o f sterling io per cent less than they would have received in similar 
circumstances a year ago, whereas what they are having to pay in wages, and 
what thev can justifiably be called on to nav in waees having reeard to the-------------------------J  ---------- t ------------------------J -  - -----------------------------------I--------j  ------ - " O -------------- -----C? ~ C7------------------------------

cost of living, is exactly the same as it was a year ago or at any rate not much 
changed. The result is that this margin of profit is converted into a loss.

I have prepared a table which seems to me to put the matter in a 
straightforward way. I have taken the cost of living in the United States, 
the cost of living in the United Kingdom, and the level o f wages in the United 
Kingdom, and I have converted these into gold value; I have made the 
correction for the sterling exchange during the time it was below par and 
have modified the amount of that correction in accordance with the 
improvement in the exchange recently. I f  members of the Committee would 
not mind taking down a small number of figures I think I can make it clear. 
In March 1924 we were in very close equilibrium with the outside world. 
The cost of living in the United States in 1924 was 156. (I might say that 
all these figures are as compared with the pre-war figure o f 100.) The cost 
of living in the United Kingdom was 157. Th e level of wages in the United 
Kingdom was 155. This is in terms of gold, of course.

16,438 (c h a i r m a n ) What was the level o f  wages in the United States?  
There is no good index number of that. Th e date I have given you is March, 
1924, when as I say there was almost perfect equilibrium. B y June, 1924, 
the position was still much the same; the cost o f living in America had fallen 
to 154, in this country it had fallen to 150, and wages had improved slightly 
to 157. So that an improvement of real wages had taken place, but we were 
still not out of equilibrium to any appreciable extent with the United States.
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16.439 Our trade was desperately bad both in M arch , 19 24 , and Ju n e , 19 2 4 ?  
It was very much better than now, and people were in an optimistic state 
of mind about the prospects.

16.440 Was it better in actual figures?  The unemployment figures were 
much better, and the trade returns were much better.

16.441 A  shade better? I am discussing the reasons for the abnormal 
unemployment and the worsening which has taken place in the past year. 
I think most people a year ago looked to an improvement. M y own view a 
year ago was that things were decidedly taking a turn for the better, and there 
was no sign that our export trade had abnormal difficulties in competing— any 
more than they had for some little time past. By October the exchange had 
begun to improve as a result of the talk about the restoration of the gold 
standard, and we were beginning to get out of equilibrium, but not seriously. 
In October the cost of living in the United States was 157, while in this 
country it had risen to 162, and wages here were 164. By December most 
of the mischief had been done; the anticipation of the restoration of the gold 
standard had caused a big improvement in the exchange and by that date 
the United States cost of living was 158, our cost of living was 174, and our 
wages 172. By March of the present year the American cost of living was 
158, ours 176, and wages 177. In April the American cost of living was still 
158, our cost of living 172, and wages 178. For M ay and June I have not 
yet got the American figures, but I believe that they are practically 
unchanged. Our cost o f living has remained unchanged, and with the 
correction for the exchange the figures for M ay and June are the same as 
for April, that is to say 172. Wages, for a full working week and making no 
allowance for short time, have risen a little to 180 in M ay, and 18 1 in June. 
The total result of this is that if you take the rate of wages and do not allow 
for short time there has been an improvement in real wages. Wages were 
a little below the cost of living in March of last year, and now they are nine 
points above. T o  that extent you may say that wages have been moving in 
the wrong direction apart from the external situation, but the main thing 
is that whereas our cost of living and wages were in equilibrium with the

__  _ ___
u i u l c u  o ia ie s  la st rnarcn, tney a rc  n u w  î ü u r  n  p e r  c c m  u ig iic i.

O f course the result is inevitable when that happens. We have improved
n u r  P Y r h a n i r p  i n  n p r  r p n t  h u t  w p  n n t  a l f p r p H  n n r  m e t  n f  J i v i n w  w p  h a v p

~ K''-* v-».- *• ~ **** « ~ — -- * —e?? • ' ~ ~

not altered our level of wages. I f  there had been a boom in [the] price level in 
America that might have lifted us out of our difficulty, but things on the 
whole there have run pretty level, and the result is therefore what we see. 
The position is aggravated by the fact that while we are on the wrong side 
in excess of the United States, taking the United States as the norm, 
European countries are very much below the United States. In the case of
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Germany she is not so much below as she was, but she is still very much 
below; the stabilisation of the mark has been gradually resulting in an 
increased cost of living. Th e cost-of-living figures for Germany are as 
follows:— In March, 1924, 10 7 ; in June, 1924, 1 1 2 ;  in September, which 
is roughly comparable with October, 1 1 6 ;  in December, 12 3  ; in March, 1925, 
136 ; in April, 137 . April is the last figure available. That means it is not easy 
for Germany to pay quite such low money wages as she could before. Her 
cost of livinff has been raised m  ner cent, and her waees not so much, so that--------—  —  0 ---------  --------- --------------------------  r   -----------------------j  w >

her material conditions have been worsening. That means that German wages 
will have to rise sooner or later. But Germany is still able to give a money 
wage which is 30 per cent below our money wage, and yet leave German 
workmen as well off in relation to pre-war as ours are. Their cost o f living 
is 30 per cent below ours, and therefore their money wage may be 30 per 
cent below ours without the German workmen being badly off.

When you come to France it is more striking still. I do not altogether trust 
the French figures. I have not made a complete table, but it will be quite 
easy to follow without a complete table. Taking for example March, 1925, 
which is the latest date I have, the gold cost o f living in France was 94, that 
is to say, actually less than pre-war.

16.442 (si r  p e t e r  r y l a n d s ) I  took some figures out o f  M ontagu's weekly 
report which gives about n o  fo r  France. They fluctuated between i n  and n 2 y 
I  think? M y figures are taken from the Federal Reserve Bulletin, which is 
always convenient for this purpose, and corrected for the exchange. M y  
figures are for Paris. Possibly his are for other parts of the country.

16.443 I* may  be that in the industrial parts o f  France it was a little different? 
I say I do not trust these figures. I think they are too low to be true. I think 
your figure of n o  is much more plausible than my own figure o f 94, and
T u r n n  \A  u r i l l i n f r l i r  c n k c t i t n  1-n  i r / \ u t* e  I a p  n n r n n c o
X nouiu OUUOUlUtV juuio 1UI Lino

16.444 The figures I  have got, translating them at the average rate o f  
exchange, are 1 1 2  in M a v  and i n  in A ù ril. n d  in M arch . and 1 1 6  in January?«->'  4 '  r 1
I readily accept that. I think that is more plausible than mine. At any rate 
the cost of living in France, whatever the figure you take, is not very much 
above pre-war. The consequence is that there also they can take a money 
wage far below ours without their standard of living being actually depressed.
I think, therefore, that our difficulties are fully explained by the fact that 
the gold equivalent of our money wages has been forced by the return to 
gold out of equilibrium with the rest of the world, and as our cost o f living 
has also been forced out of equilibrium, though not quite to the same extent, 
it is very hard to force a reduction in the money wage until you have first 
forced a reduction in the cost o f living— the two dovetail into one another.

When the return to the gold standard was being discussed two questions
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arose: the question o f the merits of gold as an eventual standard, and the 
wisdom o f doing it at the moment. I argued very hotly that a decision to 
return to gold at that moment involved as its corollary reducing money wages 
throughout the country to per cent, and I did not perceive by what modus 
operandi we were going to achieve that result. Therefore I thought this act 
to be an extremely foolish one until we had thought out by what means we 
were going to alter the internal price level, because nothing can be more 
certain than that a country cannot alter the external value of its money 
without altering the internal value. I thought it particularly dangerous 
because it aggravated the pre-existing situation. In the case of Germany when 
they stabilised the mark they were very much below the world level, so that 
it was not a specially dangerous thing for them to do. They could stand a 
relative rise o f their money values,* in fact it would help them towards 
equilibrium rather than otherwise. The evidence was that even a year ago 
having regard to everything that has happened since the war, the difference 
in our investing power and so forth, our internal money values were too high. 
In order to be in true equilibrium with the rest of the world we already had 
to reduce the money cost o f living and the money standard of wages.

16.445 (c h a i r m a n ) Before the gold question arose at a ll? Before the gold 
question arose at all. So that it was not, as in the German case, something 
which would tend to compensate a deviation in the other direction from 
equilibrium; it was something which was calculated to aggravate the existing 
disequilibrium. It is for this reason that the results have been so rapid and
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accelerated a movement that was already tending to take place.
16.446 Should there be no compensating advantage in purchasing our 

foodstuffs abroad? A  certain amount.
16.447 That mill come? That does come. Our cost of living has fallen 4 

points converted into gold, and I should predict that that will go further, 
for I do not think that we yet have the full benefit of that.

16.448 Then you come to the point o f  sheltered industries? Even in the case 
of imported food, by the time it reaches the consumer very many home 
services have entered in in the way of transport, and retail delivery, and one 
thing and another, and if they are at a high level the benefit of purchasing 
the prime material at the ports at lower sterling prices has been watered down 
to a great extent so that you do not get anything like the full benefit in reduced 
cost o f living.

16.449 A pparently from  mhat you say, in M arch I Q 2 4 , before the question 
o f  the gold standard arose, me mere living in a fooPs paradise that could not be 
maintained in any case? But that was a result of anticipation of a gold 
standard.

T H E  E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

389



A T T I V I T T F S  T A 1 1 - T n
i & I111AXULJ X A ̂

16 .450 Y  ou think so? I think almost entirely. There had been an enormous 
movement o f funds from America to this country to take advantage of the 
return o f the gold standard which we had been announcing was going to take 
place. Anybody over there, who believed our announcements, had a profit 

in his pocket.
16 .4 51 T h a t  m as a  y e a r  ago last M arch ?  N o t a year ago: last March.
16 .4 52  A t  th a t  tim e  me mere liv in g  under conditions where we could not do 

the world's trade on account o f  our cost? I believe at that time we were out 

of equilibrium, but not seriously.
16 .453 We could not do the world's trade on account o f  our cost, an d  therefore  

it is not possible that the return o f  the gold standard has aggravated tins point ; 
it had to be faced  in any case? I think 10 per cent over the whole country 
is a very big amount; 2s. in the £  in any man’s wages is a very big thing.
I think that in March, 1924, we had overcome a very large part of the 
pre-existing disequilibrium which had existed earlier. I believe that if  we had 
kept the exchange adjusted to our position at that date and had not raised 
expectations of a return to the gold standard, and had had easy money, we 
could have gone a long way towards abolishing unemployment by now. 
Things were favourable at that moment. I quite agree with you that we are 
not in equilibrium, that we are still on the wrong side, and it is very hard 
to measure how much that was. In my opinion to per cent is very big; 2s. 
in the £  reduction in a man’s wages is a thing you can only achieve after 
a great row. It is not a thing you can slip into without anybody noticing it 
very much. The decision of the Government to return to gold was ipso facto  
a decision to reduce everybody’s wages 2s. in the £ .  Therefore it was a 
decision to have a row with every industry in turn.

I regard that as the first stage o f the diagnosis. How has the improvement 
of the exchange actually operated? It operates first o f all by our export 
industries being in difficulties, and by unemployment in our export industries. 
That reduces our favourable balance of trade. Th e Bank o f England then 
feels it necessary to counteract that unfavourable balance o f trade. Their 
methods of counteracting it have been two: first of all by an embargo on 
foreign investment, which has recently been extended to colonial investment 
as well, and partly by offering rates of interest in London which attract loans 
from New York. The Bank of England has been creating a monetary situation 
in which the rate of interest for three or six months’ money is 1 per cent 
per annum more than it is in N ew  York— an absolutely unprecedented 
situation. So long therefore as an American banker believes that the gold 
standard is going to be maintained, and that he will be able to take his money 
away again without loss, he can get 1 per cent per annum more by lending 
his money in London than in N ew  York. In fact, the gold standard has made
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our credit so good that we no longer have any need for exports! Credit is 
only useful to the borrower, not the lender; it is not usual to inquire very 
strictly into the credit of the lender; it is only on the assumption that we
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But our credit is so much improved that we have no difficulty in borrowing 
in New York whatever sum we reouire to make crood the deficiency in our
exports caused by unemployment in our industries.

16,454 Thai is only a temporary method? That is only temporary, and is 
obviously unsound in the long run. The Bank of England has no difficulty 
in preserving equilibrium for the time being partly by the embargo on foreign 
investment which reduces the amount we send out of the country, partly by 
attracting American money which increases the amount which comes into 
the country. That is one way or another a method of living on our capital, 
and is therefore unsound in the long run. The Bank of England therefore 
has to consider other measures to bring down the internal price level so that 
in the long run we shall be able to live, not by borrowing, but by exporting 
again.

What methods are open to the Bank of England to bring down the internal 
price level ? There is really no method which does that to any large extent 
except the restriction of credit, and while that has not gone very far as yet, 
there are symptoms that there has been some restriction of credit. I f  the 
position goes on as at present and we are to continue with bad export trade, 
that restriction of credit will probably be intensified, if one correctly follows
the pulley u f the Bank u f England. HuW dues the restriction u f credit bring
down internal prices? It brings down the prices of certain raw materials
nnccihlv h v  m atinir i t  Hiffipiilf fnr hnMpr« fn rurr v  l4 >pm and thprpfnrp
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compelling them to throw them on the market. But that is not the main 
feature, because it is not the price of raw materials that is the trouble. They  
are at the world price already. The trouble is the cost of wages and the cost 
of retail distribution, the cost of freight charges and so forth.

16,455 railw ay transport? I include railway transport in freight 
charges. Restriction of credit does not directly affect this. The way it works 
is by limiting the opportunities o f offering employment. That is to say, the 
method o f the Bank of England is to intensify unemployment until the 
workers are prepared to accept lower wages. So that our policy has been first 
of all to produce a situation in which we were condemned to reduce wages 
10 per cent and then finding that that does not happen of itself, as, of course, 
it could not, the only method open to us (the old-fashioned method of 
producing equilibrium) is deliberately to intensify unemployment until 
wages do in fact fall. That is the old theory of the Bank rate for bringing 
about equilibrium. Unemployment, one should remember, is produced in
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two ways, partly by exports being non-remunerative, and partly by credit 
being in short supply. I should say that up to this present stage it is the first 
of those factors which is the more important. Th e second factor, however,
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restricting the capacity of borrowers to place orders has undoubtedly 
operated, and also the fact that new borrowers find it not easy to raise money, 
and that new issues are difficult to arrange, and so forth. All that tends to 
restrict opportunities for employment, and to intensify unemployment. So 
that as far as I understand the official policy o f the Treasury and the Bank 
of England— though it is only a half-conscious policy— it is to intensify 
unemployment until wages do come down; and I think the Government in 
the recent debates, instead of apologising for what happened, ought to have 
pointed with pride to the comparative success of their methods up to date 
in that they had produced additional unemployment to the extent o f 25,000, 
that that had already produced a greater willingness to accept lower wages, 
and that one would hope it would be sufficient to do the trick, or if  it was 
not we should have to continue intensifying unemployment until willingness 
to accept lower wages was still more apparent than now.

16.456 B u t the necessity for an alteration in our cost o f  production existed 
long before the return to the gold standard? I do not think that it existed to 
any important extent.

16.457 Trade was intensely bad at the end o f  19 2 3  and in 19 2 4 ?  Yes, but 
my belief is that we had, given a continuance of easy money, turned the 
corner in 1924.

16.458 But we had unemployment in 19 2 2  and 19 2 3  which was worse than 
even today? It is only saying that the exchange was already too high at that 
date.

16.459 No doubt you w ill deal directly with the alternative policy and tell 
us what you think might have been done? The alternative policy would have 
been to have kept your internal price level steady because of the immense 
difficulties of altering it, and allowed your exchange to adjust itself to that.

16.460 A n d adjust itse lf by trade? Adjust itself by trade. M y own opinion 
is that it was not so far from adjustment. Th e exchange would always have 
brought about true equilibrium and would have brought our internal prices 
to a competitive level with the outside world.

16.461 We w ill say that from  1 9 2 1  even we have not been in a competitive 
position? I f  you go back as far as that we were in a world wide slump. I think 
that there was a certain period of time during which we, in common with 
the United States, were suffering from a cyclical depression which was a 
reaction from the previous boom.

16.462 I t  was exaggerated by cost o f  production? It was very violent, but
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it was a more or less normal experience. It was not that we were out of relation 
to the rest of the world, but that there had been a general disequilibrium 
between the different factors of production all over the world. America by 

their monetary policy emerged from that in the course of a year or two.
16.463 Theirs was a much simpler problem? Yes it was simpler.
16.464 They did not owe money? That is so; it was a bit easier for them. 

But we by our own policy aggravated the difficulties of our own situation, 
and that culminated in the policy of the last year. When one comes to the 
objection to what I interpret the official policy to be, I think that the great 
difficulty of producing a fall of prices by the intensification of unemployment 
is that when things reach a certain point the Government is inevitably 
pressed to do politically things which defeat its own object. On the one hand 
it wiii be having a tight credit policy at the Bank of England, and as soon 
as that tight credit policy begins to produce its effects those effects are so 
unpleasant politically that the Government begins to take other steps which 
counteract its own policy; so that you get the process of adjustment spun 
out much longer.

The next difficulty seems to me to be that you cannot reduce all wages 
simultaneously by the method of internal pressure as you can by the 
exchange. I f  all wages could be reduced simultaneously the cost of living 
would fall too, and real wages would very likely be very little lower than they 
had been before, and the working classes would not have suffered; so that 
if there was any machinery by which you could reduce ail wages 
simultaneously the objections to the policy that I have been outlining would 
not be very serious. But that is not practicable. The difficulty I see is that 
those workers who are first asked to accept a reduction have a legitimate 
grievance because if you ask workers in a particular trade to accept a 
reduction they have no guarantee that the cost of living will fall and you are 
in the first instance, until it has fallen, throwing on them a reduction of their 
real wage against which they can legitimately protest.

16.465 The reduction should be national really i f  it were possible? I do not 
think you could do that. It is a wide question of course. The other difficulty 
is that the pressure that you exert falls on the weakest industries first, where 
unemployment is already greatest. Those industries are generally speaking 
the industries in which wages are already relatively low, industries where you 
cannot legitimately ask them in relation to other people’s wages to accept 
less. The paradox is that you want to reduce wages first in those industries 
where there is least unemployment.

16.466 (si r  p e t e r  r y l a n d s ) A re those industries which would least affect 
the cost o f  living?  I think if  you could put down railway charges, if you could 
put down retail trade charges, if you could reduce the wage of bakers—
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16.467 B u t those are not the wages you are talking about. A re  you not talking  
about the wages o f  the iron and steel workers, and people like that ?

16.468 (c h a i r m a n ) Those are the wages you are talking o f  as being the 
least able to bear it?  Those are the wages least able to bear it. Th e leading 
instance is the coal industry.

16.469 (si r  p e t e r  r y l a n d s ) They would have the least bearing on the 
cost o f  living?  Th ey would have the least bearing on the cost o f living. Th ey  
have very little effect on the cost o f living and it is rather unjust to expect 
them to accept a reduction.

16.470 (si r  j o h n  h i n d l e y ) D o y  ou say coal is one o f  the things that has 

least bearing on the cost o f  fo o d?  It has very little. I do not remember its exact 
order in the Board of Trade’s index number, but its position is not high.

16.471 Su rely  from  the point o f  view  o f  transport it has some bearing? it  
has some bearing certainly; all these things have some bearing; but it has 
very little bearing compared with the wages o f bakers and other producers 
for retail, for example.

16.472 (c h a i r m a n ) The point w ill develop, I  think, as we go on. Your point 
is the cost o f  food  transport compared with the cost o f  manufactured goods 
transport, and coal fo r  industry. I t  w ill have a big effect on the latter, o f  course? 
The wages index that I am quoting, if it is of interest to the Committee to 
know what industries it is based on, consists of the wages o f bricklayers and 
labourers, engineering fitters and labourers, dock labourers, railwaymen, 
woollen workers, cotton workers, miners and agricultural labourers. It is a 
very wide index.

16.473 H ave we not a totally new situation, which you refer to in your  
memorandum, in the existence o f  the higher wages in what are commonly called  
the sheltered industries? That is my point precisely. It is the wages in the 
sheltered industries which are the problem, whereas the wages on which you 
are bringing pressure to bear are in unsheltered industries which are very 
likely quite reasonable already until the wages of the other industries may be 
brought down. I f  you could reduce the wages in sheltered trades that would 
reduce the cost of living and then you could then legitimately ask the colliers 
to take a lower wage.

16.474 The trouble about the sheltered wage is that it is very largely tied up 
with special considerations, local considerations, and so on? Th ey are very 
difficult to get at, because if an industry has not any more than a normal 
unemployment it is very hard to see what pressure you can bring upon them 
to make them reduce their wages. Your instrument of unemployment tends 
to attack industries at the wrong end of the scale which are comparatively 
innocent ones. W hy did the Bank of England and the Treasury make what 
I consider this mistake— because I think that throws light on the matter.
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I think they made it for two reasons. In the first place they miscalculated 
the degree of disparity by attending to the inappropriate index number. They  
attended, I believe—-I gather this from the not very clear remarks in the 
Report of the Committee on Currency [and Bank of England Note Issues]— to 
the wholesale index numbers. That is a point I deal with in my memorandum. 
I f  you want to know the disparity of English home prices it is perfectly useless 
to take prices of raw cotton in Liverpool, because the price of raw cotton 
in Liverpool is always the same, when corrected for the exchange, as the price 
of raw cotton in New York. It must be. Th e wholesale index numbers are 
largely made up of the international raw materials which are always at 
equilibrium, so that if  you take that type of index number the disequilibrium 
you are searching for is very much watered down, and it will appear to be 
of the order o f 2 or 3 per cent when it is perhaps really o f the order of 
10 per cent. What you ought to look at is the wages index number, the cost 
of living index number, and the Board of Trade index number of prices of 
our manufactured exports. Those three things give you the best clue. They  
would all have led to a conclusion of the order of 10 per cent as being the 
disequilibrium on the basis of gold parity. But I think the Treasury and 
the Bank of England have been influenced entirely by the Board of Trade 
wholesale commodities index number, and that showed a trifling disparity 
of the order of 2 or 3 per cent. I think that was the first part of their mistake.

I think the second part was that they believed there was some automatic 
or magical way in which high Bank rate would reduce wages, averting their 
attention from the fact that the only way in which it could do that would 
be by intensifying unemployment. I think they did this because they had
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depending upon the orthodox theory of economic text-books, and that 
orthodox theorv assumed mobility of labour and competitive wages. The wavJ  v » -

the argument ran was this. I f  the export trades get into trouble and there 
is unemployment, there will be a movement of labour from the export trades 
into the other trades which will bring down wages in the other trades by 
the competition of these other men offering themselves. The orthodox theory 
of the text-books assumed that when there is unemployment in the coal 
industry some of the colliers offer themselves as bakers, and this brings down 
wages in the baking industry, and so the conditions are very quickly averaged 
out between all industries, and you cannot have for any length of time this 
disparity between unsheltered industries and sheltered industries. That is 
to say they assumed that labour is free to move from industry to industry 
and from place to place, and that an unemployed man can get himself 
occupation by offering to work for a lower wage than the standard wage in 
one of the relatively prosperous industries.
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16 .475 (m r  Ha r g r e a v e s ) B y  displacing another workm an? B y under

cutting, and therefore with the result of bringing down the wages in the other 

more prosperous industries.
16.476 (m r  b a k e r ) It  does not alter unemployment, but the wage rate?  It 

alters the wage rate. That theory has no relation to the facts at all, however. 
It is impossible of course for a collier to offer himself as a baker below the 
standard wages of bakers, that cannot in fact happen, partly because o f the 
power of the trade unions in preventing the cutting o f rates by the 
competition of unemployed labour from other industries, partly because the 
dole has reduced the extreme pressure to find employment elsewhere, and 
partly because labour for two reasons is very much less mobile both between 
places and industries. The reason it is less mobile between places is due partly 
to the condition of housing. A  man has a house in the place where he has 
been employed, and it is a rash and dangerous thing for him to give up that 
house to go and seek employment m another part of the country where very 
likely he will not be able to get a house. The fact that he has a house in one
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so limits his capacity to rove about and find employment elsewhere. The  
other thing— and I think it is an unavoidable and permanent factor— is that 
during a considerable part of the nineteenth century we were increasing at 
a rapid rate; everything was on a general crescendo, just as in the United 
States now; everything was increasing at the rate of 3 per cent per annum 
or something of that kind. That meant that when a given industry was too 
large and another industry too small you did not force a man out of the 
industry that had too much labour into the other, but you just stopped taking 
new men in for a certain period of time, and with the rapid general progress 
going on, the slack would be taken up not so much by driving men out of
f h p  i n H n ç f r v  H v  c i r r m l v  e t n n n i n o ’  t h é »  i n t a k e  f n r  a  h i t .  T h ^ n  i f  w a s  v f * r v
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much easier to bring your industry into equilibrium by just not taking on 
new hands— which you can do when the whole economic machine is stepping 
forward at a great pace— than by actually discharging men. One sees that 
illustrated in the case o f railways. During the period when the railways were 
being rapidly extended, supposing the railway companies found themselves 
with redundant staffs they could right the situation by not taking on new 
men and using their redundant staff on new sections o f iine. I f  they are not 
opening new sections of line, if  they find themselves with redundant staffs, 
there is no way of dealing with the situation except by sacking men. That 
is much more difficult both practically and humanly than stopping new men 
from coming into the industry. So that the old assumption about the mobility 
o f labour and about the way in which a fall of wages in one trade would be 
reflected in others, in my opinion no longer holds good except in the very
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long run. I think it may be true that in the very long run it does operate. 
In the course of years low wages in unsheltered industries will react on the 
wages of sheltered industries, but it will not react quickly. Therefore the 
hypothesis on which the old theory was based as to the way in which you 
could bring about equilibrium between the internal value of your money and 
the external value of your money no longer holds good. I do not think that 
the authorities realised that we are now in a situation in which a forcible 
change in the internal value of money is extraordinarily difficult. W e are in 
something much more like medieval conditions in which it was so difficult 
to change the internal value of money that when you were in disequilibrium 
with the external value you had what was called a debasement of currency, 
leaving internal prices the same and allowing the external value of your 
money to fall. The orthodox nineteenth-century theory of keeping the 
external value of your money to a certain gold parity, and making the internal
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age; but of course they never tried in that age a forcible disturbance of io 
per cent. The change in the value of our money relatively to the value of 
other people’s in any given period of time never approached that. So that 
they never set themselves so difficult a problem. Apart from that the 
conditions in which such a solution would work were much more nearly 
fulfilled than they are now. I therefore regard our present situation as the 
dilemma necessarily brought about by the monetary policy of the past year. 
We have committed ourselves to a policy of reducing wages 2s. in the £ , 
unless something turns up in the external conditions of the world, without 
having any idea whatever as to the modus operandi by which that reduction 
of wages can take place.

1 6,477 b la d  we n°t  a lrea d y  locked ourselves up long before? Not as long as 
our exchange could fluctuate, because we could always make the external 
value of our money what we liked. I do not know that there is any easy 
solution out of the difficulty. There seem to me to be three alternatives when 
I come to possible policies. One would be to allow the exchange to fall, which 
is the only wise course, but one which I suppose it is certain will not be taken. 
One must rule that out because it is impossible for the existing authorities 
to reverse the policy which they have adopted so recently. That is the first
nnliPir T'Ko C'f>/'nnr \ nrtlir*ir ic tr» 1 nt-o«cifir im/imnlrttriYiAnl’ tin tK nnt limit* lint'll 
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wages fall— which is the theory, as I understand, of the Currency Committee’s 
Report— and the Bank of England has taken tentative steps in that direction. 
The objection to that seems to me to the probability, indeed almost the 
certainty, that political influences will interfere to prevent the completion 
of this long before it has reached its logical conclusion. The third policy is 
to pursue what, strictly speaking, is the unsound policy of gambling as it were
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on the chance of something turning up o f an unexpected kind— which might 
quite well happen— which would pull us out of our difficulties as, for 
example, an inflation in America which was not accompanied by an inflation 
here— something which would diminish the value o f American money and 
therefore revive our export industries and so bring back the necessary 
equilibrium. Th e third course is essentially unsound. It is the course which 
we are half pursuing now, viz., that of not following the sound policy to its 
logical extreme, but borrowing a good deal from abroad and hoping something 
will turn up. This gambling policy might take various forms. W e might do 
our utmost to try to engineer something like an internal boom, flinging sound 
finance to the winds by programmes of capital expenditure and so forth, 
which would allow costive industries to discharge some o f their labour into 
the booming internal industries. W e could abandon all restriction on credit, 
we could remove the embargo on foreign loans, and when these various 
unsound policies produced their inevitable effect on our exchanges, when 
they began to cause a drain on the Bank of England, we could meet that by
ncinrr mir A mpriron frprlifc onrl Krirrmurinir in
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could use our American credits to engineer a boom at home, and easy credit, 
and all the rest of it.

16.478 {sir  n o r m a n  h i l l ) A n d  lend abroad? And lend abroad. Do 
something utterly unsound in the hope, as so often happens, that something 
would turn up; that the impulse we were setting going at home towards 
prosperity would in fact, in some way which we could not predict, take up 
the slack.

16.479 B u t not m a permanent may? Not in a permanent way, simply in 
the hope that we could carry on this policy for sufficient time to give us some 
chance of assistance from one of the innumerable things happening that one 
cannot foresee.

16.480 (c h a i r m a n ) Which o f  the sound principles do you suggest? I think 
that the only sound policy is the first one, but I cannot conceive that the 
Government would so quickly reverse the policy it has undertaken. It is not 
practical politics.

16.481 W ill the Government be able to resist the first policy at a ll, i f  in effect 
we cannot do our export trade? It is very hard to say. What I think is very 
likely to happen is that the Government will try a mixture of the second and 
third. The Bank of England will try to have a ‘ sound’ policy and will greatly 
intensify unemployment, and the Government will neutralise all the things 
the Bank of England is doing by other things in the opposite direction, so 
that we shall not get the benefit of either thing. And we shall probably keep 
that state of things going for some considerable time, when either the 
unemployment will become so unpleasant that it will lead to a political
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upheaval which might result in a complete change o f policies, or the present 
situation will drift on sufficiently long and in the end an adjustment will 
be brought about and then our troubles would be relatively over. Because 
these troubles are not eternal ; they are troubles that exist during the period 
of maladjustment. I f  you could get the cost o f living down, then people are 
not worse off than previously. It is simply the difficulty of seeing how that 
is to be achieved in any reasonable space of time.

16.482 B u t our difficulty in exports is not competition with Am erica, it is 
competition with the depreciated currencies like France? Not entirely; it is 
aggravated by them. Until the improvement in exchange we could compete 
with united States coai in Canada and South America. The effect of the 
improvement in exchange has just made the difference that American coal
KrtP Uâân tA n I Itrat-lt A11 **«-> a ><m «  rr ta nn«< n t m A*<n
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for our coal than previously; the sterling price is 10 per cent heavier to a 
Canadian purchaser than it was before the improvement of the exchange. 
That just has the effect of letting in the American coal. It is very difficult 
to follow out all its consequences. It operates sometimes less than 10 per cent 
and sometimes more. Unquestionably the thing has been aggravated by the 
fact that apart from Germany the other continental exchanges have been 
working in an opposite direction, so that even if we had stopped where we 
were we would have been suffering some difficulties.

16.483 We are bound to suffer, so much depending on our exports? I think 
it is useless to pretend you can raise your exchange 10 per cent leaving your
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export industries which we are experiencing. The thing is a logical 
predictable consequence. While it is perfectly true we have many other 
troubles— and because we have other troubles this was a particularly 
dangerous thing to do in that it aggravated the existing bad situation— yet 
it is useless to avert one’s eyes from the effect of the new policy of last year 
which has so much aggravated the whole situation. That is what I wanted 
to say.

16.484 (m r  b a k e r ) On the question o f  trade you say the United States o f  
America trade is good? Yes.

16.485 It  might be probably on the whole, but you would not call the iron 
and steel trade good when they are only working to 70 per cent o f  capacity? In 
America ?

16.486 Yes? Their 100 per cent is a very fictitious figure. T h ey had some 
easiness in their iron and steel industry in the spring, but I should have said 
relatively speaking iron and steel in America was in very good order if  you 
take as a rough test the prices of iron and steel shares on the New York 
stock exchange.
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16.487 H ave they not gone down recently ? On the whole they stand high.
16.488 I  thought they h a d fa llen ? Th ey had a slight setback, but only slight, 

and part of that has now been recovered.
16.489 With regard to y o u r typewritten p ro o f you  seem to have m odified that 

very considerably by what you have said in yo u r oral evidence. /  thought you
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trades; la m  not in fa vo u r o f  a reduction in wages. A lso on another page you say 
you have no remedy to offer I  think. You have given  up y o u r suggestion o f  
dealing with the currency? No, that is my first remedy, but I regard that as 
not practical politics at the moment. I still offer that for what it is worth, 
but I feel at the moment there is not much chance o f its being acted on.

16.490 I  thought I  had quite a number o f  questions to ask, but it seems to me 
from  what you have said this morning your views are so much in consonance with 
my own feeling  about the situation that I  have not any questions to put to you.

16.491 (si r  p e t e r  r y l a n d s ) /  shouldjust like to emphasise the point made 
with regard to the manner in which our internal value o f  the £  is below the 
external value. From what I  understand you  to say that arises from  the lag in 
the effect o f  the f a l l  in the price o f  imports on which the cost o f  living depends 
so fa r  as affected by internal costs o f  manipulation? It is partly that lag, but 
I think it is much more that those imported foodstuffs and so forth form 
only a certain proportion of the items that make up the cost of living.

16.492 But supposing the wages a ll f e l l  im mediately, the internal value would 
remain the same as the external value?  Yes.

16.493 B ut there is a la g ; they do not f a l l  until the cost o f  living fa lls ?  And 
the difficulty is that the cost of living cannot fall until they fall.

16.494 That is what l  mean by the word ‘ la g '. There is a lag in the effect 
on the cost o f  living , and so upon wages, and wages not going down until the 
cost o f  living fa lls  you get that disparity which you pointed out to the Committee 
was about 10  per cent. I  take it that a somewhat similar phenomenon was going 
on in this country during the y e a r  or two preceding when the value o f  our £  was 
even then rising. I  think I  am right in saying that the exchange on N ew  York  
was about3.40  in about 1Q20? You have to take in conjunction the movement 
of the exchange and the movement of American prices. You have to 
compound the two, and I have not in m y mind the result o f that composition.

16.495 Very likely there was some tendency o f  the same sort going on even 
before M arch , 1Q 20? M y memory of the figures is that we have gone through 
a series of waves in which we were in adjustment and out o f adjustment, 
and the moments when we were out of adjustment were when America was
ù v n r t f H T U V  O  1 t n  1 i r o r i r  f r d  û l  1 tC’A p u t  u i i ^  c a p i t a l  r v i  j  n v v i j , '"pu.a ____ ___:_ i  u.,
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suffering in a less degree the same difficulties as now. There were intermediate 
periods in which we were not suffering in that way.

16.496 I f  anything there might have been the same tendency, broadly 
speaking, as now? A t certain dates, but I would not commit myself to the 
dates without looking up the matter.

16.497 Turning to the Continent where there has been a steady depression 
o f  the currency at the rate o f  about 10  per cent per annum, the lag operating 
in the other direction has brought about the persistence o f  a higher value o f  the 

fran c internally than externally. Yes.
16.498 With the result that today the internal value o f  the fran c is, i f  

anything, little more below the w orld 's parity  than the £  is above it?  Yes, but 
I should say a good deal more below in the case of France, and about the 
same in the case o f Germany.

16.499 (SIR Hu b e r t  l l e w e l l y n  s m i t h ) Do y  ou mean now in Germ any? 
Yes. Germany was, of course, very much below. I mean now in Germany.

16.500 (s i r  p e t e r  r y l a n d s ) The Chairman says he thinks, and I  must 
say I  think, we are suffering most from  Belgian and French competition in the 
iron and steel trade today. I  take it that the cost o f  living in Belgium is not 
remotely different to the cost o f  living in France?  It is rather higher.

16.501 You have given the figure o f  13 7 , which looks rather higher than 
anything I  have seen.

(s i r  Hu b e r t  l l e w e l l y n  s m i t h ) That only shows that the Belgian cost 
o f  living has gone up compared with itself in 1Q 13. The French cost o f  living  
must also be compared with itself. It  has not any kina o f  comparison with the 
cost o f  living in Belgium.

(si r p e t e r  r y l a n d s ) Y ou mean the index number m ay be based on 
something different.

16.502 (s i r  Hu b e r t  l l e w e l l y n  s m i t h ) It  simply shows the percentage 
changes on the basic value o f  the French cost o f  living in 1 9 1 3  and the Belgian  
cost o f  living in 1 9 1 3 ?  Relatively to itself the gold cost of living in Belgium 
in M ay of this year was 13 1 . That is very near to the figure you mention. 
That is to say, it is very near the German. It is not so serious as the French. 
It is more on the German level than the French level.

16.503 (s i r  p e t e r  r y l a n d s ) There is no doubt that the wages in Germany 
and France are reflected more than the cost o f  living in this figu re?  Yes.

16.504 A n d  measured in gold they are indubitably very much lower than those 
in this country? Yes, without the real wages being particularly low.

16.505 /  take it you w ill agree that that is very largely responsible fo r  [our] 
inability to carry on our export trade in the iron and steel industry at a ll events 
in competition with Belgium ? I do not know sufficiently about those trades 
to know how far Belgium in particular was responsible. I should have been

T H E  E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

40 1



A C T I V I T I E S  1 9 2 2 - 1 9 2 9

inclined to think that France, Belgium, and Germany all played their part 
in that. I f  you say Europe, I agree. I dare say you are right about Belgium, 
But I cannot answer that on my own knowledge.

16.506 I t  comes home to us every day o f  the week, o f  course. You have no 
policy to suggest at a ll that this Committee, fo r  instance, could recommend, except 
a gamble? Well, it is for the Committee to say what they could recommend.

16.507 B u t you are here to help us, I  take it, to come to some decision. You 
are not really in a position to suggest anything practicable?  Well, I say these 
are the three alternatives : to let the exchange go, to follow the policy o f dear 
money and the intensification of unemployment, and, thirdly to hope that 
something will turn up and live rather a free life in the meantime. What I 
think will happen will be a compromise between the last two.

16.508 I  suppose it is an economic fa c t  that this disbursement o f  about 
£ 1,0 0 0 ,0 0 0  a week in unemployment benefit and pensions and high Government 
expenditure, does create considerable activity in the home trade and help the 

sheltered industries? Certainly.
16.509 That in itself tends to strengthen the position o f  the sheltered industries 

and helps them to maintain their present rates and profits and remunerations? 
Undoubtedly. That is one of the reasons why the old-fashioned repercussion 
of wages in one industry on wages in another does not have its full effect. 
Supposing the unemployed were not receiving the dole, retail trade would 
become so bad that there would be a tendency for wages to fall in the 
industries connected with retail trade.

16 .510  Can you hold out the slightest hope that the Continental position w ill 
improve from  our point o f  view  within anything like a reasonable time? I think 
it will slowly tend in a direction favourable to us. I believe particularly in 
Germany there is a considerable chance o f a rise in prices and wages.

16 ,51 ï Belgian prices have fa llen  very m aterially during the last month, and  
manufacturers are not interested, and the country is not much interested in what 
is going to happen in f iv e  years'1 time, but we want to know whether there is any 
hope, do you think, that the internal value o f  the fra n c  w ill rise during the next 
eighteen months? I f  I was to predict at all I would predict that the movement 
would be in the right direction from our point o f view.

16 .5 12  B u t you are not prepared to predict anything very violent or rapid?
I believe our own cost of living and wage level will tend to fall in the next 
six months. I think the pressure already put on will have some consequences, 
and I think that money wages in Continental countries will tend to rise, so 
that I should anticipate that there will be a smaller gap six or nine months 
hence than now. But I do not feel optimistic about the verj? big difference 
that exists being covered.

16 .5 13  I  notice according to the B oard  o f  Trade returns the adverse balance
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o f  trade rose from  £ 76,000,000 in IQ23 fo r  the first f iv e  months to £166,000,000  
in 1Q 25?  That is the visible balance of trade.

16 .514  That is the visible adverse balance. Do you think that is really covered
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or other methods which might be described as living on our capital? It is difficult 
to say. I wish I felt more confident about the Board of Trade invisible items. 
I do not know how they are compiled, but I think they are, to a considerable 
extent, corrections made on the best information available of previous 
estimates; so that if  you start from a wrong basis the whole thing may be 
wrong. I think that the original estimates of invisible items on which the 
Board o f Trade started may have been rather too low. On the other hand, 
whether they make enough allowance for the extraordinary fall in shipping 
income, for example, I do not know again. I think it would be very useful 
if the Board of Trade could compile an estimate which is as detailed as the 
American estimate. I think the American estimate is immensely better 
because it has a much firmer statistical basis than the Board of Trade 
estimate. The Board of Trade estimate is a good enough guess, I think— as 
good a guess as anybody could make who is having mainly to guess. Thus 
I do not put enormous faith in those figures, though I cannot provide any 
better ones myself. The other thing I would say is, that looking at it from 
quite another point of view, namely, on the basis of what amount of American 
money has come into this country, I should guess, without being able to stand 
cross-examination on the subject, that American money may have been 
coming in at the rate of*, say, J^^g ĝgg ĝgg a year.

16 .5 15  In deposit or sterling? In the purchase of sterling bills, of one shape 
or another. I f  that is true, since this is the main item which makes un anv
deficit, it follows arithmetically that our invisible plus items fall short of 
our visible minus items by ^50,000,000 a year. But I would not ask the 
Committee to attach any importance to that guess.

16 .516  But the figure o f  £ 166,000,000 in f iv e  months strikes the ordinary 
person as rather alarming. Do you not think it is at a ll alarming? I think it 
is alarming, but I am very cautious about these figures. There are so many 
things to take account of. For example, take the rise in the price of rubber. 
A great part of it is directly or indirectly owned by Englishmen. That is a 
huge item. I only give that as an example of the things which one has to look 
out for. One must be very careful before one can be certain. But I agree with 
your suggestion that the position is alarming.

16 .517  So  fa r  as we are not in a position to make up a favourable balance 
o f  trade there is a reaction, I  understand from  what you say, upon the amount 
o f  business likely to be placed in this country by the borrower? Yes.

16 .518  So  that that is another adverse factor?  Yes.
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16 .519  (c h a i r m a n ) I  would like to have a little fu rth er discussion with you  
on the question o f  what I  call the locked-up position which you depicted to us. 
You say we have totally different conditions today. We have trade unionism very  
strong, the lines o f  demarcation between industries very clearly defined, the 
difficulty o f  transferring labour from  one industry to another, accentuated by the 
housing question, and also by the ‘ dole ', the unemployment benefit, and so on. 
H ow long are we going to be able to carry on in such a locked-up position? It 
is very hard to say. There is one extraordinary instance I should like to 
mention to the Committee.

16.520 I  include the sheltered trades in what I  call the locked-up position? 
Yes. I think one most extraordinary tact— no doubt it is familiar to you— is 
that the number of men employed in the coal industry is as great as two years 
ago and the increased unemployment is due to new men having entered the 
industry in the last two years. That is partly due to the fact that there is
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is employing more men than ever before; South Wales and Northumberland 
are declining. It does not haüoen that the South Wales and NorthumberlandU XX

miners move to the South Yorkshire coalfield; they remain in their former 
localities on the dole; and new labour from the agricultural population of 
South Yorkshire is drawn into the South Yorkshire mines. So that you have 
a case there which is very extraordinary, because it is not a difficulty of 
moving from one industry to another, but it is a difficulty even of moving 
from one coalfield to another.

16 ,521 O f  course, what might ease up our locked-up position would be i f  other 
countries were locked-up in the same w ay?  I do not know. Would that help 
it?

16.522 That is a dreadful solution, but it is one that is contemplated? I think 
it might aggravate our situation.

16 .523 But it is one that is contemplated a great deal by certain sections o f  
the community? Supposing the European steel industry were in a great state 
o f depression and supposing their men were unable to obtain work in their 
country, it would intensify the situation rather than help it.

16 .524  I  think it would myself, but it is advocated by many people that i f  
other countries were in exactly the same position that would be o f  benefit to us? 
No, I think it would intensify our situation.

16.525 I f  we adopted your policy and let the exchange f a l l , how would that 
remedy the disparity between sheltered and unsheltered wages? Because the 
export price level would rise to the internal price level. It would take the 
form of an increased demand for our exports; the export trades would have 
no difficulty in paying a level of wages as good as the internal wages.

16.526 Would not there be a danger o f  the sheltered trades rising with them? 

There might be a tendency in that direction.
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1 6.527 That would not help to reduce our cost o f  production ? I f  our exchange 
falls 10 per cent our gold level of wages falls 10 per cent on that same day.

16.528 With regard to the Trade Facilities A ct , do you think that has been 
a good method o f  trying to increase employment? It all depends what one’s 
policy is. I f  one’s policy is to increase unemployment by dear money and 
then to prevent that by using the Trade Facilities Act to counteract its 
consequences, the thing is an absurd contradiction. I do not think there is 
any place for the Trade Facilities Act simultaneously with restriction of credit 
by the Bank of England.

16.529 A n d the same with the Export Credits scheme? The Export Credits 
scheme in the same way. Personally I rather like those schemes.

16.530 You like them as temporary schemes? I like them as temporary 
schemes. I would like to stimulate in all sorts of unsound ways a general state 
of prosperity in the hope that I could get a cumulative wave of prosperity 
going which would lap up the slack. I do not believe you can ever get straight 
by depressing things. I think there is always a lot of unused capacity in the 
country, and that prosperity is cumulative, and I would like to create 
unsound artificial prosperity in the hope that it would prove cumulative. But 
I do not like suggesting that because I admit fully it is only a temporary 
expedient and is essentially unsound.

16.531 With regard to the Dawes Report, we have had a good many 
representations made to us by various industries some saying that it is beneficial 
and some that it is very detrimental. What is your view o f  its effect generally
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because Germany has not had an export surplus and she has met all her 
obligations under the Dawes Report out of money borrowed from the rest 
of the world. The Dawes Report begins to come into effect from next year 
onwards, and I think the way in which it will operate, if it is successful which 
I much doubt, will be by keeping the money level of wages in Germany down 
either at their present level or below it. We have been assuming so far that 
in Germany, as in Belgium, there is and there will be a tendency for wages 
to rise towards the international level. The Dawes Report will try to prevent 
that from happening and in so far as it is successful it means that the low 
level of money wages in Germany will be perpetuated.

16 .532 O f  course it must bring great pressure on Germ any to export and 
produce? That is its whole object.

16.533 connection what about the hours question, which must have 
a big effect on the question o f  production? What matters is the money wage 
per effective hour.

16.534 That means the production per hour really?  Yes.
1 6.535 That w ill press the Germans into working longer hours, w ill it not? 

I think very likely so, but of course how far you can press a country by

405



A C T I V I T I E S  I 9 2 2 - I 9 2 9

external influence I do not know. Before long you make political difficulties, 
and every political party puts the blame on the foreigner, and the breaking 
point comes before long.

16.536  The evidence me have had is that at the present time people in 
Germ any y Belgium  and France are showing great willingness to work longer hours 
individually y quite apart from  any control from  the top. That is bound to have 
a very  big effect on our situation i f  it is continued, is it not? Yes, I think it is. 
I have always thought that the stimulation o f German exports was bound 
to be adverse to us owing to the fact that their staple exports overlap so very 

considerably with ours.
16 .537 On the other handy there is the point that Germ any in prosperity was 

practically always importing up to £80,000,000 more than her exports pre-w ar?  
Yes, but under the Dawes Scheme the notion is to stimulate the exports 
without stimulating the imports. I f  you stimulate the imports you again 
defeat yourself. I f  Germany was an agricultural country it would all be 
different. Supposing the pressure on Germany was to cause her to export 
foodstuffs at low prices the effect on us would be quite different from what 

it is.
16.538 On the question o f  subsidies to industry, do you  think the provision  

o f  subsidies is any remedy fo r  the present situation? I must ask what is the 
concurrent policy. I think to restrict credit on one side and give subsidies 
on the other side is to get the worst of both worlds.

16.539 What about the fisca l system? Is you r reply to that the same? It seems 
to me that protective measures must worsen the situation because the export 
industries must be injured by them. Th e effect o f protection is to make the 
disparity between internal and external prices move further in the direction 
which is already on the wrong side. I can imagine protection being a remedy 
for some things, but as a remedy for this it seems unthinkable.

16.540 (s i r  HUBERT LLEWELLYN s m i t h ) I  was unfortunately detained 
at another Committee, so that l  have not heard everything you  have said. In  
your memorandum, and I  think in you r argument, you rely a good deal, do you  
not, on these figures o f  the cost o f  living, fo r  those reasons g iven?  I do, yes.

16 .541 Those figures are given in the Federal Reserve Bulletin , and in the 
A p ril, 19 2 5 , number o f  the F ederal Reserve Bulletin  there is a very  complete 
account o f  the sources from  which they are drawn. You are probably fa m ilia r  
with it?  Not very. I am not an expert on the value o f these statistics.

16.542 I  wanted to ask whether you had any occasion to test their 
comparability? I said earlier, I think before you came in, that the French 
figures in particular I distrusted. Th ey seem to me to be lower than they 
really should be.

16.543 There are in fa ct, as we have had in evidence, omissions, and very
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notable omissions, o f  important articles, and there is the insertion o f  others which 
do not materially affect the cost o f  living?  Then in the case of Germany the 
basis of compilation has been changed I think twice, which is always 
dangerous. I f  you are comparing for a period over 18 months, which was 
what I was doing, I think they are much more reliable than if  you are 
comparing with pre-war. Also the differences are so large that there is room 
for considerable error without affecting the argument.

16.544 d am not dealing with your argument, but I  may say I  have recently 
been trying to use these same figures and they f i l l  me with a great deal o f  distrust. 
I  wondered whether you were acquainted with an inquiry which the M inistry o f  
Labour made periodically, based rather on a different system? Before the Warp

16.545 N o, since the war. I t  has now been handed over to the International 
Labour Office. They bring the local prices to bear upon the standard consumption 
o f articles which are included in our own cost-of-living index. It  has the
/It fsy t si rr n # l* sr #■ Cl a (* #•*<**» /t ft tlt/t /’ /u1 f /i/* Zl'fH Vi fT 444 /) & 41 **/i 44 /"/Hi 41M'fJWU- VUfll U-g Ç M W  l- J/VI4  Wt S, t ü t */f*l*J-I//I-C l>tSOt VJ (*-

on the fa lse assumption that the workman consumes the same articles in the same 
proportion as the British workman ; but having once got over that obviously 
incorrect assumption it has the advantage that you are absolutely standardised? 
I do not like that method. I should distrust that method. You will remember 
there were some inquiries made by the Board of Trade before the war which 
did more than any other inquiries I have seen to confirm the theoretical point 
as to the objection to doing that. I remember the results, which came out 
about 1907, of those inquiries were that if  you took the English diet, the cost 
of living was cheaper in England than in Germany; and if you took the 
German diet the cost of living was cheaper in Germany than in England.

t c  z a ( \  I * i  t h p  u t p  I  m a A p  n f  t h p  r p t v / t c  T  f n u n A .  I  h a d  t n  t l l l n m  m i i t p  a  n u t n h p r

o f points fo r  that error. We can in some cases measure it, because now the 
International Labour Office is continuing that inquiry and has taken a number 
o f different standards. They have taken the British standard, and they have taken 
the Central European standard; France and Belgium is another group, and 
Southern Europe is another— though how well they have done it I  do not know. 
They have worked out fo r  those standards the figures that our M inistry o f  Labour 
used to work out here, so that you can make a comparison. I  only wanted to 
ask whether you thought that those figures were comparable? One of my 
difficulties is that I am not interested in the cost o f living except as an 
indication of the sheltered prices level. Even if I knew the index of the cost 
of living quite accurately, still that would only be an approximate index to 
what I am after.

16,547 ^ did fo r  a kindred purpose try to estimate what was the difference 
between the real wages estimated by internal prices o f  articles o f  ordinary 
consumption and the gold value o f  wages. It was very much the same as your
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problem. I  do not know whether I  was right, but I  got hold o f  France, G erm any  
and Belgium , and I  got an indication o f  about 1 3  points difference, London being 
to o ? That is 15  per cent then.

16.548 It is 1 5  per cent on the London scale, but supposing Paris was only 
60, it would be a good deal greater percentage. So  I  called it 1 5  points. I  think 
these figures w ill g ive a good deal more discrepancy— more like 20 or 25 . I t  is 
only a matter o f  statistical interest, B u t I  made it a little less. I  suppose you  
would compare it with the United States figu re, would you , o f  1 5 8  fo r  gold? 
It does not look to me so very different.

16.549 I t  ts interesting because they are based on a different set o f  figures? 
Germany seems to me to be about 12  per cent (I am doing it very roughly), 
which is not very far from your figure.

16.550 Without committing y o u rse lf to anything, y o u  w ould not be 

surprised to fin d  a figure o f  about 75 points? N ot at all. M y  French figures 
give more than that, but as I say I distrust the French figures.

16 .551 I  distrust the figures too. They include paraffin, which no French 
workman uses nowadays, and they have left out coffee, which is an article o f  
universal consumption.

16 .552  (s i r  n o r m a n  h i l l ) A s I  understand the general picture that has 
been put to this committee is that the W ar has affected radically our export 

markets, more especially in regard to the development o f  domestic production in 
the other countries. I  understand that this is the picture that is put to us? That 

is not the picture that I particularly have been putting today.
ïo ,553 /  may not have fu lly  appreciated the evidence, but the picture that 

I  have got in my my mind from  what we have heard is that many o f  our old
Mnm I111 ri /11 Vs /V 1J/*I 44 fT fT) /l/7 / fit à?\l 41 C O // f/s iTs> /*• a «m «*<-» /i m // 4-lt st&a 4 f
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every likelihood o f  their going on producing ; and that therefore our manufacturing 
industries are having to study new methods with the object o f  Producing different
articles, perhaps specialised articles, and finding new markets. That is the kind  
o f  picture? I think there is something in that, but I should be more inclined 
to believe that the test is price. I believe that at the right price we could still 
find very big markets for our goods.

16.554 T m . It  has been emphasised by a great many industries that there is 
still a demand but they are beaten in price. I f  that is the kind o f  problem that 
we have before us am I  right in understanding from  what you have told us that 
o f  your three plans Nos. 1 and 3  are temporary expedients? No, I do not think 
No. 1 is particularly temporary. No. 1 is really maintaining our price level 
steady, and letting the exchange adapt itself to other people’s price levels. 
That I should be prepared to continue permanently.

1 6.555 But you are maintaining it steady in equilibrium with the States?  No. 
I would keep the price level in England at whatever it is, and maintain it 
at that level.
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16 .556  N o matter what happened, in any country? Yes.
16 .557 That would be a permanent policy? Yes.
16.558 Abandoning the gold standard altogether! Yes.
t  A  f  c' a  V / 1 Ï 1 m n n î / i  v t n t  b i + i / r  **1 n+ f 0  / a  A  a  t v n  *  Lt
1  w O  J Y  1  n ' i / K i i t  f i ,  r n j u t t / r i g  r r t v r  ç. t u  i t u  t p 't t f t  t t  r  T T  V U ^  ^ u w a i a u u a u j  i l

is abandoning it. I would have various provisions for preventing rapid 
movements of the exchange that had no real significance. I would not alloww-* - C7 -

us to be blown about by every breath of wind. T o  that extent I would still 
be interested.

16.560 I f  we had to abandon the gold standard policy do you think we should 
be a ll more comfortable in this country? I ought to explain I have not been 
directing myself today to the ultimate merits of the gold standard. Everything 
I have said today would be consistent with the gold standard being the best 
standard. What I have been arguing against is linking ourselves to gold at 
a moment when it means a 10 per cent change in our price level.

16.561 That is why I  thought you were rather putting it fo rw a rd  as a 
temporary expedient? Suppose the value of gold was to alter 10 per cent, the 
particular objections I have been raising today would cease to operate.

16.562 You mean i f  it altered today. I also take the view that from a 
permanent point of view there are objections to gold, but those are quite 
distinct from the particular point I have been urging today, all of which might 
have been urged by somebody who believed the gold standard was the ideal 
one.

16.563 The third policy you mentioned was entirely an expedient? Yes. I
.1 u  1:1,  ̂     *1,^4. ^*^«4. r   4.l ;„    ________________________________________________________
Miuuiu iiKC tu  say  m a t  q u i t e  d ^ d it  u u m  tins» m u jic v  i fu c a i iu i i  m y  u w i i  v ie w

is that owing to changes in the external world such as you have been 
indicating, probably our export trades will be permanently on a lower scale 
in relation to population than they were in pre-war days. And I think we 
should do well to have a transference of labour to some extent from the export 
trades to non-export trades, and balance our reduction of exports by 
investing less capital abroad and more capital at home. As we happen to be 
a country which exported capital we have room to reduce our exports very 
materially and yet have plenty to pay for our necessary imports, merely by 
reducing our exports of capital and using more at home. So that my 
long-period policy would be the gradual transference of labour from export 
industries and a large programme of capital expenditure at home, which 
would absorb the savings which had previously found an outlet abroad.

16.564 I f  you went in fo r  that policy, or i f  you stuck to our policy o f  pushing 
our exports anywhere and everywhere as f a r  as we could in the altered conditions, 
there w ill have to be a very big transference o f  labour? Our exports are at present 
20 per cent below pre-war, so I think a good part of it has been effected, 
but still I agree it is a fairly large transference.

16.565 We are 20 per cent down in our exports, and you have explained that
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our unemployment is not flu id  and is not adjusting itself. There are a great m any 
gaps in a great many directions? Provided we could have capital programmes 
at home and easy money conditions at home, I believe that it would be easy 
to make a beginning at absorbing that labour in home industries.

16.566 Absorbing it in some home industries, but not the industries in which 
they had been working under the other policy o f  exports? T o  a certain extent 
you would be stimulating the same industries, but making them slightly alter 
the class of article they produce. I f  we had any of the great schemes that 
have been proposed for capital development at home that would certainly 
stimulate the employment of labour in the coal industry and in the iron and 
steel industry because they would require the products o f those industries.

16.567 A n d possibly in directions quite different from  the centres from  which 
you were working the export trade in coal or iron?  T o  a certain extent, but 
it would not be like turning colliers into bakers.

16.568 B u t you would have to solve what you say is now impossible, namely 
to get the superfluous miners o f  South Wales shifted to Yorkshire?  Yes, but if 
there is an intake for labour the business o f transfer is not an insuperable 
difficulty. What I think is so extraordinarily difficult is to absorb labour out 
of industries when the other industries are not wanting any labour. You must 
first of all create a condition o f demand for labour in the other industries.

16.569 Because o f  the unemployment benefit and such things as that, you put 
fo rw a rd  the point that now labour is not f lu id  even in its own industry?  Yes.

16.570 A n d because o f  the housing problem ? Yes, but I think that would 
be greatly mitigated if there was a big demand for labour. T o  give an example 
of the kind of way in which it would work; if there was a big demand for 
labour the growing up population would be attracted only to industries that 
were in a sound condition, so that the coalfields in South Yorkshire would 
have to take active steps to transfer labour from other districts in order to 
get the labour they want. As it is, they pursue the line of least resistance and 
take in young men out o f the growing up population.

16 .571 I f  we were working under your third policy it would be with the hope 
o f  bringing about the results you have indicated in you r second policy?  Partly 
that, and partly, as I say, that various things might turn up which I cannot 
specify.

16 .572 A n d  make it not so necessary? Something might happen to the price 
level in America, or all sorts of things, that would make the situation less 
acute all round.

16.573 I f  the unexpected does not turn up we shall have sooner or later to 
work under your second policy, shall we not? Or under my first.

16 .574 We have had some very interesting evidence o f  what is happening in 
France, and we are told that there everybody is very eager to work and trying
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to make money, not much caring how long they w ork; there is no unemployment 
and everybody is very very busy indeed. N ow  i f  we take your first policy and 
we do what France has been doing since the W ar, is that a permanent policy?
V U n l l  rrtfi ff /i /)« f fY ' i  c f t t t r r  f i k / r  f h / j f ?  T «am n n f /mi t f *  cur#» Knu/ uni 1 m fppnfPf m v
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first policy. As I say, the first policy I outlined in my original remarks was 
a policy of letting the exchange adjust itself to the existing price level. 
Suppose that something happened to the value of gold so that it was also 
adjusted to gold, then comes the further question whether we are to adhere 
to gold as a permanent standard or not. I am against gold, but for different 
reasons from those. So that my first policy has two branches, one of which 
would be permanent and the other not permanent.

16.575 Does it differ from  the French policy?  Certainly. The French policy 
has not been to keep their internal prices steady. Their index number has 
risen 100 points in a year and a half.

16.576 They have not kept it steady because o f  what? Because they have 
been inflating.

16.577 Y ° u say  keep it in equilibrium but do not inflate? Do not inflate 
seriously.

16.578 K eep it in equilibrium with the rest o f  the world? N o ; keep it in 
equilibrium with itself. Keep it at the same level that you find it. I mean 
if our cost of living is 172, to have a state of affairs where it can remain 
permanently] at 172  or thereabouts.

16,57Q (c h a i r m a n ) When you say do not inflate seriously, what do you
T _______ «-L ~ ____IJ
a say u iat uccauac utc w unu __i ___ _lu iiau uii id uscu su vciV iiiiiuiguuusiv.

It is used sometimes for something which produces a rise in prices, and it 
is used sometimes for easy monetary conditions which may or may not 
produce an effect on prices. I feel it desirable to ease out credit conditions 
at this juncture perhaps a little rashly, and as soon as it began to have an 
important effect on prices I should draw in again. I should not allow it to 
go to any distance, but in view of the special conditions at the moment I 
should be prepared to be a little rash in the way in which I opened out credit 
facilities in the first instance.

16,580 (sir  n o r m a n  h i l l ) I  am afraid  I  do not quite fo llow  a ll that you  
are putting to us. Is it right that sooner or later you are going to do what you  
say is so hard fo r  political reasons— which you dealt with under your second 
policy? That is where we shall have to come to, is it not? I think that we must. 
It is not the same problem. The one problem is not to divert labour out of 
the export industries, but to reduce wages in the other industries, so that 
the cost of living will fall, so that you can reduce wages in the export 
industries to a level at which you can support the existing condition of those 
industries. That is quite a different policy from the policy of the transfer
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of labour from export industries into other industries. That second policy 
of the transference of labour from export industries into sheltered industries 
you would have to bring about by some stimulation in internal conditions 
that might be rather unsound at the outset. Th at would be the way o f doing 
it. The method of facilitating transference would be to make home industries 
boom. But if your object was to depress the internal trade in order that 
exports could survive, then the policy would be to depress internal industries. 
So that these two things really lead to the opposite conclusions.

16.581 7 ivas speaking as to the second policy and not as to the third policy. 
Let things alone and then pressure fro m  the unemployed m il  bring down wages? 
I think I have become confused as to which you mean by my second and 
which by my third.

16.582 Was not you r possible policy to leave things alone until wages come 
down? But that is quite a different policy to the policy which I have been

menilunlng more recently, in my truss-examination by you. I ' l i  n  1
1  lia i 10 aim ing

at transference. I f  I had my way completely I should not regard the stability 

of the exchange as important, but, all the same, I should be aiming at a 
transfer from the export industries to the home industries by stimulating the 
latter.

16.583 What was worrying me in my own mind was, can we avoid bringing 
down wages? Taking the world as it is, must we not either work longer or take 
less fo r  the same hours? Is that the position? It depends whether you are taking 
about gold wages or sterling wages. We have to bring down gold wages, but 
whether we have to bring down sterling wages depends on the exchange.

16.584 It  is what we get fo r  the wages? What we have actually done is to 
raise gold wages 10 per cent in the last year. I say that is the source o f all 
our troubles. But there is often a confusion as to whether one is talking about
crnlrl watrpç nr ct#*r1incr wacrf̂ c I cucrtrivet cx nntirv hv whinh crnM r«in
C>------”  —o*'"'  ̂ »-* J T» ‘ “ Vli &'•'*%« ”  WWAA

fall compatibly with sterling wages remaining the same.
16.585  (SIR HE R B E R T  L L E W E L L Y N  S M I T H )  That is N o. I policy?  YeS.
16.586 That is the one which you say was hopeless? Yes. That is the best 

policy.

1 6.587 (sir  n o r m a n  h i l l ) Do y  ou think that we can carry on [m] the 
world without reducing the standard o f  living here? Yes.

16.588 A n d  without working harder? I think the discussion is getting 
confused. Part of our difficulty may be that we have to consider the standard 

of living. I have not been addressing myself to that particular problem 
because I do not think the aggravation of the situation in the last year is due 
to that. That is part of our pre-existing difficulty. What I have been directing 

myself to this morning is not to our real wages being unduly high, but to 
the disparity between the value of money in this country and its value
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outside. Suppose the cost o f living came down to the external cost of living, 
then wages could come down without any fall in the standard of life. In my 
original table it is not the discrepancy between 172  and 18 1 which I am 
dwelling on; it is the discrepancy between the 172  and the 158. The other 
is a separate argument.

16.589 (c h a i r m a n ) The 15 8  is the American figu re?  Yes. In so far as it 
is purely a monetary phenomenon it may be cured without any bad effects 
whatever on real wages.

16.590 (s i r  n o r m a n  h i l l ) What you suggest by your first plan whichyou  
favou r would enable the people in this country to go on living as we have been 
living since the war without working harder? I think it is very hard to say. I 
cannot see any reason why we should not live just as well as we have been 
doing, if we went about it the right way.

16.591 Without working any harder? Without working any harder, pro-
_ j  „ n ____ _ i ____ a a / ___ _______  t  1 ,
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enormously if you get things going, if you get full time worked everywhere 
and full employment everywhere. I think that would probably improve our 
conditions sufficiently to enable us to maintain our existing standard of life.
I think that our existing standard of life is too high with unemployment and 
the rest of it as it is, but I am not clear, if our policy was wise in other 
directions, that there is any need for reducing real wages in this country.

16.592 (m r  l a n g d a l e ) According to the cost-of-living and wages figures 
which you have given us, in M arch , 19 24 , the cost wages were 15 5 , and in Ju n e , 
19 25 , they were 1 8 1 .  That is a différence o f  26 points? Yes.

16.593 The difference in the cost o f  living is only 15  points? Yes.
16.594 that there is about 1 1  points margin. Wages might be reduced by

I I  points without the figures being in any worse position than they were before? 
Yes.

16.595 That is about 6 per cent. That is a good load o ff  the 10  per cent, is 
it not? I was not thinking of that. There is more than 10 per cent between 
158 and 181. I agree if these figures are reliable it would appear that at a 
time when money wages ought to have been coming down they positively 
have been going up.

16.596 That has had nothing to do with the return to the gold standard has 
it?  No, I should not think it has.

16.597 With regard to another point you refer to, you said that business in
+ _____________________— l  „ ..............................................j  ...tnc uumuc u/uriu u/tti ju tn y  suiiijiittury, i wnu urç cngugeu m int expuri

in this country to India and China fin d  that the cost o f  production in Lancashire 
is too high? As I said, I thought it was a question of price, but I should 
also regard China as being subject to particular conditions.

16.598 China at the moment is in an unsatisfactory condition? I have not
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heard any evidence to make me think that India is otherwise than normally 
prosperous at this moment.

16.599 There is no doubt that the price o f  Lancashire goods is too high fo r  
eastern people. I f  Lancashire wishes to increase her export, or merely to do as 
much an export trade as before the W ar, her prices w ill have to come dow n? M y  
argument was that it was a question o f price— the price we have to ask for 
exports in order to equal the internal cost— rather than any deep-seated 
serious lack of prosperity in other countries.

16.600 Do you think we would be able to maintain this trade, or increase it, 
with the present 1 8 1  per cent o f  cost wages in this country? A s long as the level 
of gold prices outside this country remains what it is I think it is impossible. 
That is my argument.

16.601 The wages w ill have to come down? Th e question is by what modus 
operandi, by what course or process, will they come down? I say it is 
dangerous to put ourselves into a situation when they have to come down, 
because the only way o f bringing them down is by intensifying unemploy
ment until they do come down. I f  the business world takes the view that we 
are committed to this, and they must come down, then it ought to welcome 
unemployment, because that is the only way o f doing it. It ought to do all 
it can to increase unemployment until wages do come down.

16.602 Unemployment w ill be increased i f  you r manufactures are too dear 
fo r  you to sell? Yes, but I think it is no good regarding that as an A ct of G od; 
it is the consequence of your own policy. I say, if  that happens, you will have
uunc u un purpuse, uccausc you must oe assumed 10 win me consequences 
of your acts.

T(\ 'T h / J .t  ic d a ?  t n  i t / i u r  f is iw M fT  //)/) U t a h  m n a t Rut- vnn tm nM  nnt Kp
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paying too high wages if  you had not improved the exchange by 10 per cent. 
When you willed that you would improve the exchange by 10 per cent, you 
ought to have willed at the same to reduce wages 10 per cent. There is no 
method of doing as you propose except by intensifying unemployment.

16.604 Tou increased money wages 10  per cent? You increased gold wages 
10 per cent. You have not altered money wages very much. Th e effect of 
the improvement of the exchange is to increase gold wages 10 per cent.

16.605 A n d  to make you r fo o d  cost low? Yes.
16.606 Generally speaking, you think you can maintain this 1 8 1  per cent 

above pre-w ar?  No, I do not, not if external gold prices are at their present 
level and the exchange remains at its present level. I do not think we can 
maintain gold wages at 181 if the external value o f gold is somewhere in the 

i 5o’s.
16.607 (sir  Jo h n  h i n d l e y ) Do you suggest that we are really in a position 

to set the standard o f  living?  Who do you mean by ‘ w e ’ ?
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16.608 The country ? But we do not.
16.609 A s an industrial country depending very largely on exports, must we 

not fo llow  rather than try to set the standard? But the standard of living is 
not the same in the United States and in China. It is not the same everywhere. 
Our standard of living, I quite agree, must depend upon our own productivity, 
and we cannot set our standard of living independently of our productivity. 
But I do not think there is any law by which our standard of living must

fnll m., né-A M/IrtxJ UlÎmai nfUno
i i c u c ï » ï > a . i n y  l u i i u w  L i t e  a i a n u a i u  u i  l i v i n g  i n  u m c i  l u u n u i c s .

16.610 Do you think it is reasonable to compare the United States with Great 
Britain?  No, I do not think we can expect to have as high a standard of living 
as they can.

16.611 A s f a r  as the United States is concerned her exports are more or less 
a luxury?  I would rather say that her essential exports are not nearly such 
a large portion of her total trade.

16.612 H er prosperity is really dependent on her internal trade? T o  a much 
greater extent.

16.613 To a very much greater extent? But our prosperity depends on our 
internal trade much more than people think.

16.614 (sir  p e t e r  r y l a n d s ) In  discussions about the gold standard, I  
have heard people say that the argument in fa vo u r o f  returning to the gold 
standard was that it would lighten the burden o f  our debt to Am erica, and cheapen 
the cost o f  things that come in. What would you say about that? That is pure 
rubbish.

16.615 Perhaps you would explain, because I  think I  am right in saying it 
is a very popular idea that by improving the exchange with America it lightens 
the burden o f  our debt and reduces the cost o f  things? It lightens the burden 
of our debt in terms of sterling but not in terms of goods and services. The  
debt is fixed in gold and the burden of it depends upon what quantity of 
goods [and] services is equivalent to that amount of gold.

i f i  f i i f i  T h p  f a r t  h p i n a  t h a t  i n t p r n a t i n n a l  t r a d ?  i t  t h e  p v r . h a n a p  n f  u n i t e  n f p f f n r t

and not o f  currency? Yes, otherwise we could go on raising our exchange for 
ever until our external debt was nothing at all.

16.617 (c h a i r m a n ) The question o f  the importation o ffo o d  is important 
in relation to the cost o f  living?  I f  everything comes down in proportion you 
are exactly as you were.

16.618 Where are you to begin? The restoration of the gold standard by 
lowering the sterling price o f food does not do us a pennyworth of good 
if the value of sterling has been altered correspondingly.

16.619 (MR b a k e r ) When we have this reduction in wages how much better 
o ff  w ill the country be relatively— never mind the workers fo r  the moment— than 
we were before we started reducing? Not a penny the better off.

4 1 5



16.620 A ll  the fuss is to leave us where we w ere?  Yes, that is the best that 
can happen.

16.621 I f  you looked at the matter so f a r  as cotton is concerned, could you  
tell us the margin o f  difference between the reduced price o f  raw cotton and the 
increased price o f  cotton goods abroad i f  we raised the price abroad 10  per cent? 
I have not worked it out. I think that the figures are worked out in certain 
publications o f the cotton trade.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

T k ______ j______
1  l i e  w i u i c a a  w m i u r c w .

Before he appeared before the Committee on Industry and Trade, Keynes 
offered The Times a series of articles on the consequences of the return to
trnM On ft Tnl v  flip prlifnr n f TUo T » « tpp nr'/'pnfprl flip epripe cnKiprt fn VitegfViv*« v u  K f j  Uij i i i v  v u i i k / i  v/x .x a r/rrx. j ( i v v v | / t v u  u x v  uvixvj ju i / j v v i  uv/ iuj

seeing the final version. On seeing them he wrote to Keynes.

From  GEOFFREY DAWSON, 1 6 J u ly  19 2 5  

M y dear Keynes,
I am rather embarrassed by these articles. T h ey are extraordinarily clever 

and very amusing; but I really feel that, published in The Times at this 
particular moment, they would do harm and not good. Whether you like it 
or not, the gold standard has now been restored beyond all hope of recall. 
This being so, it seems to me that the only thing to be done is to make the 
best of it. I do not in the least mind publishing criticism o f the Government 
in this or any other respect; but three solid articles seem to me to be rather 
over-doing it. Mill, to whom I showed the articles last night, suggested that 
you should be asked to cut them down into one. Personally I am against this, 
as I am sure would you be, for perhaps I appreciate their merits as a literary 
performance better than he does. But I really am reluctantly driven to the 
conclusion that I cannot take them as they stand, and that you had better 
let them loose elsewhere.

Yours sincerely,
GEOFFREY DAWSON

Keynes then offered the articles to Lord Beaverbrook, the proprietor of, 
amongst other newspapers, The Evening Standard.

To LORD BEAVERBOOK, 1 7 J u ly  19 2 5

Dear Beaverbrook,
I have written three articles, under the general title of 

‘ Unemployment and Monetary Policy’ and the sub-titles o f I.



The Diagnosis. II. The Policy o f the Bank of England, and III. 
The Alternative Courses for the Government. The first two of 
these articles are, I think a little under 1,500 words, the third 
could, if  absolutely necessary, be reduced to the same length. 
But it would be difficult, and it stands at present at about 1,800 
words.

I offer you these for publication in The Evening Standard. It 
would, I think, be essential in view o f the continuity of the 
arp-iimenf that thev should he nuhlished fairlv nuicklv one aftero ------------------------------- -----------J  ------------------------—  I --------------------------- ------------- J  “1 ----------- ' J  ’  '

another— all three, that is to say, within about a week.
I f  you are interested in the proposal in principle I can send 

you copies of the articles to-morrow morning. In my opinion
^U/iir itKâ rp/ ŷ\ j4 A«<£k m  rt t t û f n  r t f  rtrtfM lïot* 1 n t o r O f t
Lii d i ç  g u u u  j u u i l i c u i a i n  a i i u  an, i i ia n w a  ui jjupu.iai u u w v o i .

I think they would provide you with good texts worth developing
in The Express ana The Standard for some little time to come.
The thesis of the first article is that Winston’s policy has
committed us to reducing everyone’s wages 2/- in the £ . The
thesis of the second article is that the Bank o f England’s policy
of credit restriction is a policy o f bringing about the above result
by deliberately intensifying unemployment. The third article
makes two suggestions for treating the situation in a different
way, compatibly with remaining on the gold standard.

Could you let me know about it as soon as possible. I shall
be available on the telephone— Museum 3875. I suggest a fee
of X50 for each article. . ,

Yours sincerely,
[copy initialled] j .m .k .

Beaverbrook accepted the offer and The Evening Standard  published them 
on 22, 23 and 24 July. Keynes expanded the articles into a pamphlet which 
the Hogarth Press published less than a week later under the title The 
Economic Consequences o f  M r Churchill ( J M K ,  vol. ix, pp. 207-30). Chapters 
1, in and v of the pamphlet correspond to the original newspaper articles.

Once publication of the articles began, Keynes continued his correspon
dence with Dawson.



A C T I V I T I E S  1 9 2 2 - I 9 2 9  

To G E O F F R E Y  D A W S O N ,  2 J  J u ly  I Ç 2 $

Dear Dawson,
As you may have seen, I have been printing a slightly 

abbreviated version of the articles which I sent you in The 
Evening Standard. I am also publishing an enlarged version as 
a pamphlet next week, under the title o f The Economic Conse-
________  %Æ.. f ' l  L . n  t  :n  „ c ______________1 ____  ________q u c n te s  v j / v ir  y ^ n u rcn iu . 1 win ui course scnu you a copy ui uns
for review in the ordinary way.

I don’t quite agree with the implication o f your second ietter,
namely that the only purpose o f my articles is to write against
the gold standard. M y final conclusions were directed towards
a remedy which was compatible with the gold standard. And
I am sure we shall never find a remedy in the present state of
affairs until, to some slight extent, we face the facts and admit
what the real causes are. M y object in the first two articles was
to bring this out clearly.

I appreciate of course that what I was saying was not really 
compatible with the line which The Times is taking, yet I cannot 
but think that it may prove difficult as time goes on to keep up
t U û  K i n  A T  t K o  1  r n  f r n  c t / i n / ^ l n r r l  K n c  n n t K i n r p  t n  r\  n  n r i
L11L U1U11 LliaL LilW I LLU111 l \J gC/lU OLAllUAlU liaO liUUUllg LU UU YV1LI1

our troubles with any sort of plausibility. However, I daresay 
that the best way is that I should write you a letter on the matter 
from time to time if, as heretofore, you will be able to find room

t0r lf‘ Yours sincerely,
I c n n v  i n i t i a l l e d !  T M  K
l— r-r ---------------------------j j '*t---------

From G E O F F R E Y  D A W S O N ,  2 6  J u ly  I Ç 2 5  

M y dear Keynes,
M any thanks for your letter. Yes, I saw the articles in The Evening  

Standard  and shall look forward to the pamphlet.
Perhaps I did not make my meaning quite clear in rather a hurriedly 

dictated letter. Glad as I always am to see your extremely brilliant and 
amusing contributions in The Times, I felt that the publication o f three long
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T H F  r m i w n y i r C O N S E Q U E N C E S f l F  M R  f H l I B  f H I T  I

articles, even if accompanied by a leader in a different sense, would identify 
us rather too much with an attitude that we have always hitherto resisted. 
On the whole I think that an occasional letter is a better alternative.

Yours sincerely, 
GEOFFREY DAWSON

Keynes’s articles led to comments in the press and several flurries of 
correspondence. The earliest came when the City Editor of The M orning Post 
published a lengthy discussion of his articles on 27 July. Keynes picked him 
up on one matter.

To the Editor o f  The Morning Post, 2g  Ju ly  1Q25

Sir,
M y attention has been called to a lengthy criticism o f some 

articles o f mine in your City Page on Monday. On the main issue 
I must refer your readers to my pamphlet, The Economic
n ----------- - „jr r'L__ l: ii 1— — ui:„i__1\jutisc quern, c* uj i f  i f  y^nui entity which  iuta juai u cu i ^ u u h m ic u .

But your City Editor makes one small slip which, perhaps, I 
ought to point out. He wrote : ‘ Because we are not out for debate 
with M r Keynes, but only for the clarification o f the situation, 
we shall not assert that price ievels may not, at times, be affected 
by monetary policy, in which connection, however, it would 
have been better i f  M r Keynes had made fuller acknowledgment 
of our cost o f living having latterly tended to fall below the 
American level.’

But in the very article criticised I pointed out that a year ago 
the gold cost o f living was 157 here and 154 in America; whereas 
the latest available figures are 180 here and 158 in America. 
Since I am not out for debate, I will not do more than assert 
that ‘ at times’ 180 is greater than 158— indeed, just about as 
often as price levels are affected by monetary policy.

I must also state what your City Editor must surely know well, 
that to assert that the management of the currency in this 
country prior to the readoption of gold had my approval, is a 
gross travesty of my opinions. I criticised it repeatedly and 
vehemently.
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It is typical o f the silliness and utter lack o f intellectual 
standards with which this controversy is carried on by City 
Editors, that, because I am in favour o f managing the currency 
with a view to stability o f prices, I am, therefore, supposed to 
be in favour of managing it with a view to instability of 
prices— sometimes I am said to have favoured deflation, as in 
your City columns, and sometimes inflation, as in the City 
columns o f some o f your contemporaries. Yours &c

J.  M.  K E Y N E S

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The publication o f The Economic Consequences o f  M r  Churchill coincided
turn

W 1 t i l  IVYU U L1 1U V V U 1 1 3 .  W I I Ç WaS the announcement of his engagement to

Lydia Lopokova. Another was the publication o f the Report o f the 
Commission of Inquiry into an industrial dispute in the coal industry which 
had become more pronounced with the return to gold. Th e Report contained 
an addendum by Sir Josiah Stamp which argued that the recent difficulties 
in the industry were related to the exchange appreciation involved in the 
return to gold. The links between the pamphlet, the Report and Keynes’s 
engagement are clear in the following letters.

From  SIR j o s i a h  s t a m p , 28  J u ly  19 2 5  

M y dear Keynes,
M y very heartiest congratulations. Matrimony was all you needed to make 

you as near perfect as it’s possible to be without being a nuisance.
I shall be delighted to lunch on Saturday.
M any thanks for the pamphlet, which is excellent in every way. 
i was most loth to write my Coal addendum— it went against my grain 

to be embarrassing in any way to the Powers, but I didn’t see how I could
l i f i m i  & f t A f ftCO'inP it
none jh y  1 1 . _ ,

Yours
J. C. STAMP

From  LORD BEAVERBROOK, 3 1  J u ly  19 2 3  

M y dear Keynes,
Many thanks for sending me your pamphlet— which naturally possesses 

great interest for me— and for the additional figures in your letter. You have 
had a very good press— even from the newspapers which do not agree with
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us— and deservedly so. But the ranks of the unorthodox are being recruited 
rapidly— Sir Josiah Stamp being the latest to stampede. I think your 
‘ unemployment’ argument against the Bank of England policy, to which you 
gave prominence in your Evening Standard  articles, has gone home.

I was delighted to see the news of your engagement in the press. 
Matrimony will bring you with a bound from youth into early middle age, 
and since, being older than you are, I already consider myself middle-aged, 
I am selfish enough to be glad at anything which reduces the disparity 
between us and brings you into my own class! I wish you every happiness.

Vmi**r rmoafali:
1 WUl O

B E A V E R B R O O K

The link between unemployment and the gold standard certainly went 
‘ home’ as Beaverbrook put it, for the next month brought three powerful 
attacks on Keynes’s position, as well as controversy elsewhere in the press 
and in the House of Commons. One came in the form o f a long letter to 
The Times from Sir Henry Strakosch, the South African banker, which took 
issue with Keynes’s views, while the other two came slightly later in the form 
of a long article in The Financial News by Lord Bradbury, Chairman of the 
Committee on the Currency and Bank of England Note Issues and an article 
in the Westminster B ank R eview  by Walter Leaf, chairman of the Westminster 
Bank. Keynes replied first to Strakosch.

To the Editor o f  The Times, j /  J u ly  iç 2 g

Sir,
Sir H. Strakosch’s comments on my pamphlet The Economic 

Consequences o f M r Churchill, to which you give prominence 
today, are a nice example o f the capacity to find ‘ good in 
everything’ .

Sir H. Strakosch points out that on a previous occasion 
sterling rose to within sight of parity at a time when our internal 
price level did not justify it. This movement culminated at the 
date at which he begins his table— namely, December, 1922, to 
March, 1923. Our situation then, as he justly remarks, was very 
similar to what it was this spring. We were suffering accordingly 
and our unemployment figures were much as at present. If, at 
that date, we had restored the gold standard, the results would

THE E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L
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probably have been just what they are now. Since, fortunately, 
we did not make that mistake, we were able to recover 
equilibrium by a fall in the exchange without any marked 
disturbance, as Sir H. Strakosch also points out, to our own 
prices and wages. As a result o f this our costs became adjusted 
to the international level, our unemployment figures fell by 
nearlv half, and bv the middle o f 1024 it really seemed to most 
of us that we had turned the corner and were on the way to good
timpfi airain T h p n  h^iran fhp last and m n st fatal ram naicrn i-n

~  — -  —  ----------------------- --------------- ----  ----------------

restore sterling parity. By the end o f 1924, as Sir H. Strakosch’s
InntifTO lanrî nfroin IaitaI tAA KirrU

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

>k1< tUO OVAV«VJ1V DUViYYO. U 1V VAV1UU1g v  n a u  a g a i n  1 VUVUVVI U IV V v i  LW 1 1 1 5 1 1  1 1 1

relation to the internal value o f money, and between December, 
1924, and March, 1925, we worked ourselves into the same 
dangerous disequilibrium as a year [sic] before. This time, 
however, we have cut ourselves off from the exchange remedy 
and have left ourselves with no alternative but to beat down the 
level of wages. Hence our present tears. But why Sir H. Stra
kosch imagines that this little piece o f history demonstrates ‘ the 
outstanding virtues of the gold standard’ I have no idea.

His letter raises another hare more worth hunting. He points 
out that for two and a half years sterling wages and cost of living 
here and the dollar cost of living in America have been 
moderately steady, while the exchange has fluctuated sharply. 
I f  only we had had the gold standard all this time, he goes on 
to argue, the exchange would have been stable too and we should

tU  Kpct- r\Ç Ptrûmr ArmAPiirn u \  p  nrnrlrl ! r 1 KlC 1C C lirp lv  
lift V V V lljw j VU (.11V* t/v n i Ul V» V VI y  VWUWI > a  UIV VV Ul 1U • a AU j u i  v i j

an extreme example of the fallacy that you can alter the exchange 
without altering prices. Professor Cassel has given reasons for 
the view that the fluctuations of the exchange during this period 
corresponded to the fluctuations in the volume o f foreign 
investment by the United States. I f  the exchange had been fixed 
we should have been compelled in self-protection, even after the 
initial adjustment had been made, to have had alternately very 
cheap money and very dear money in London. Does Sir 
H. Strakosch think that this would have had no consequences ?
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The argument serves to bring out clearly the essence o f our
difference of opinion. I hold that in modern conditions wages
in this country are, for various reasons, so rigid over short
periods, that it is impracticable to adjust them to the ebb and
flow of international gold-credit, and I would deliberately utilise
fluctuations in the exchange as the shock-absorber. Sir H.
Strakosch, believing that any other course is ‘ more appropriately
called repudiation’, would make exchange stability at 4.86^ the
central object o f policy and would leave prices and wages to be
the shock-absorbers. In this case he must put up from time to
time with unemployment and trade disputes and worse; but,
looking as usual at the bright side of things, he will doubtless
contrive to see even in these the final demonstration of ‘ the
outstanding virtues o f the gold standard’ . , ,  _

Yours &c.,
J.  M.  K E Y N E S

THE E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

Strakosch replied to Keynes’s letter, suggesting that the experience of the 
previous five years did not support Keynes’s position and that unstable 
exchange rates were likely to be a greater source of internal instability than 
the gold standard. The City Editor of The Times went further when in 
commending Sir Henry’s letter to his readers he suggested that the logical 
conclusion of Keynes’s policy was either hyper-inflation on the German scale 
or inflation as in France and Italy. Naturally Keynes replied.

To the Editor o /T h e  Times, 5  August IQ25 

Sir,
I am an advocate of managing the currency in the interests 

of the stability of prices and wages. Those who are opposed to 
this policy think it good tactics to represent me as being in favour 
of managing it at random. Some of them say that I am in favour 
of managing it as in this country before the restoration of gold 
parity, that is, in the interests o f deflation; in your City page 
today I am represented as an inflationist, and the management 
of the German mark after the war as the ‘ logical conclusion’
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of my proposals; and Sir Henry Strakosch seems to think that 
every inconvertible currency which has ever existed is an 
example o f what I recommend. It is obvious that rational 
controversy is impossible with those who, whether from intel
lectual deficiency or emotional excess, are unable to distinguish 
between the policy o f keeping the value o f money steady and 
the policy o f depreciating it to nothing.

T o  bring the issue back to the practical problems o f the 
moment, and with the object, not of settling the gold controversy, 
but of elucidating it, let me ask the supporters o f the official 
policy how they answer the following questions:—

1. Are we supporting the exchange by artificial interference 
with the export o f capital and by borrowing in New York?

2. I f  so, how does this differ from the policy which we used 
to contemn the French?

3. Is it necessary (failing the depreciation of gold abroad) for 
the restoration of our financial equilibrium in these circumstances 
that money wages generally should be reduced?

4. I f  so, what steps are proposed with the object o f reducing 
money wages?

5. I f  the limitation o f credit facilities and the maintenance 
of dear money are the methods proposed, how do they achieve 
the object by deliberately intensifying unemployment?

6. In general, how are the working classes to be induced to 
accept lower money wages except by the pressure o f lock-outs 
and unemployment?

7. I f  it is politically impossible (as in the case o f the coal 
industry) to force money wages down by these methods, where 
are we going to end?

8. Would it be equally necessary to reduce money wages if  
the dollar exchange stood at 4.40 (as it did a year ago) instead 
of at 4.86 (as it does now)?

I f  the official party will face these questions fairly, and answer 
them frankly, we may begin to escape from the Monkeyville

A C T I V I T I E S  I 9 2 2 - I 9 2 9
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T H E  E C O N O M I C  C O N S E Q U E N C E S  O F  M R  C H U R C H I L L  

atmosphere in which our gold fundamentalists have enveloped
MC

Yours faithfully,
J.  M.  K E Y N E S

Early August 1925 also saw Keynes giving a lecture ‘ Am I a Liberal?’
fÿAAff  vn l I Y  n n  fn  f l i p  T .litera l S u m m e r  ^ rK n n l in  f ’.amHr'irlcrp

(on 1 August) and marrying Lydia Lopokova in London on 4 August.

Keynes’s reply to Lord Bradbury’s criticism of The Economic Con
sequences o f  M r  Churchill came on 18 August.

From The Financial News, 1 8  August 19 2 5

O U R  M O N E T A R Y  P O L I C Y

It is a comfort to the author o f The Economic Consequences o f 
M r Churchill, after reading a good many criticisms o f his 
pamphlet, to see Lord Bradbury’s contribution to The Financial 
News, which lifts the subject once again on to the level where 
rational controversy is possible. But the worst o f Lord Brad
bury’s article is that it stops just when it is becoming most 
interesting.

I f  it is true that sterling prices are too high, then, he says, 
‘ there are only three conceivable remedies— the reduction of 
sterling prices, the increase o f our competitors’ gold prices, or 
making the £  worth less than $4 .8 6 ... I f  he (Mr Keynes) will 
not have the first and cannot have the second, he is inevitably

t  •/

thrown back on the third.’ Quite true. Lord Bradbury argues, 
further, that the second alternative may not come off, owing to 
the United States successfully managing its currency in the 
interests o f price stability and thus preventing a price rise. I 
agree. I think it an unreliable expedient, and I, therefore, 
coupled it with a second proposal, which Lord Bradbury 
ignores, for reducing wages, &c., 5 per cent all round.

But what is Lord Bradbury’s solution? He, apparently,

425
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accepts the first alternative, namely, ‘ a credit policy which will 
reduce sterling prices’ . This, indeed, is the correct course for 
all members o f the orthodox party. In this case I ask for a reply 
to the central issue raised by my pamphlet— How is he going 
to do it? I argued in my pamphlet that there was no way except 
through credit restriction; that this method was socially 
disastrous in [the] process and socially unjust in the result ; and 
that it was probably politically impossible. The coal subsidy and 
the reduction of the Bank rate to 4 !  per cent have gone some 
considerable way, since I wrote my pamphlet, to confirm the 
truth of the last o f these contentions.

I admit that the old prescription for curing an internal price 
level, which is too high, by dear money and credit restriction 
would certainly do the trick, i f  it could be carried to its logical 
conclusion. But I maintain that in modern conditions the 
medicine is so nasty that the patient cannot be induced to 
swallow it. Therefore, to embark on a policy which assumes that 
medicine on the old prescription can be administered is not 
sound statesmanship.

To embargo foreign loans and to reduce the Bank rate to 4^ 
per cent is not, whatever else it may be— as, I think, Lord 
Bradbury will admit— the old prescription.

Our high money costs of production have turned the balance 
of international payments against us. Failing the application o f 
the old prescription, we can only maintain the exchange by 
borrowing and by interfering with the normal export o f capital. 
The Bank of England effects this by embargoing foreign issues 
even to the extent o f requiring old loans maturing here to be 
paid off out o f funds raised elsewhere, and by making special 
arrangements with the central banks o f Holland and o f the 
Union o f South Africa to assist her with gold and with the New 
York Federal Reserve Bank to buy sterling bills.

Since we still have reserve resources and our credit is good, 
the Bank is able, in these and other ways, to raise very large sums 
for the support of the exchange, at a rate, I should guess, o f not
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less than £100,000,000 per annum, which is enough to make 
good the wastage of nearly 500,000 men in unemployment. The 
Bank of England and the Treasury are not allowed, for political 
reasons, to execute the correct gold standard policy. Therefore, 
to keep up gold appearances they have to submit to expedients 
which in old days would have shocked Lord Bradbury out of 
his skin.

Does Lord Bradbury applaud this state o f affairs? I f  not, 
should he not denounce the subterfuges of the Bank of England ? 
And where does he think it will all end?

THE E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

A t the end of the month he wrote a long letter to The Times concerning 
Walter L e a f’s article in the Westminster B an k Review.

To the Editor o f  The Times, 28  August 19 2 5  

Sir,
Dr L ea f’s recent article on Price Levels in Relation to 

Monetary Policy indicates that it is desirable to restate the 
problem from the beginning.

Goods and services fall into groups according to the sensi
tiveness o f their gold prices to those o f similar things elsewhere.

First come the staple raw materials o f international commerce, 
of which wheat, cotton, copper, and export grades o f coal are 
good examples. These must necessarily adjust themselves rapidly 
to changes in the international price level. Where there is a 
highly organised market, as in the case o f cotton, the adjustment 
takes place within a few minutes. Let us call this Class A.

Next come (Class B) the articles on which the working classes 
spend their incomes, the price o f which is measured by the index 
numbers o f the ‘ cost of living’ . Food makes up 60 per cent of 
these, and wholesale food is largely composed of Class A articles. 
Thus an improvement in the exchange soon tends to lower the 
sterling cost o f living somewhat below what it would have been
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otherwise; but not, at first, to the full extent— perhaps, at a 
guess, to half the extent— of the improvement in the exchange.

Next come money wages (Class C). Where there is a 
cost-of-living sliding scale, these will respond to a fall in the cost 
of living. But there is no automatic force to make them fall on 
the average as much as the cost o f living. As a rule, there is no 
means of bringing down money wages except by the pressure of 
unemployment and trade disputes.

Next come various other tvnes of home exnenses which do■ 1 --- ' '
not respond at all, in any direct way, to the improvement in the 
exchange and to the fail in the price o f Class A articles. Railway 
freights, postage, insurance, local and Imperial taxes, debenture 
interest are examples o f these, which we will call Class D.

Lastly come manufactured articles (Class E), the cost o f which 
is mainly made up o f the costs o f the A, C, and D  expenses which 
the manufacturer incurs. I f  Class A expenses are a large 
proportion o f the whole, the manufacturer can cut his prices 
materially. But in so far as Class C and D expenses enter in he 
can only cut his prices, in advance o f a price fall in these classes, 
by reducing his margin of profit. Those manufacturers whose 
goods are neither imported nor exported on a large scale (which 
we will call E i)  are under no compulsion to reduce their prices 
in advance of a fall in their costs o f production. Those, on the 
other hand, who are subject to international competition fall into

r * i

two classes— those whose products are o f a kind o f which a 
largely increased supply o f sufficiently identical quality cannot 
be quickly obtained from elsewhere (which we will call E2) and 
those whose products can be quickly obtained from elsewhere 
(which we will call E3). Thus the E i  manufacturers are best 
placed, whilst those E2 manufacturers whose A costs are in a 
large proportion of the whole are next best placed, and the E3 
manufacturers whose C and D costs are a large proportion of 
the whole are the worst-placed. Our textile manufacturers are 
an example of those in a middle position. Our coal, iron and
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Steel, and shipping industries are examples o f  the worst-placed  

class.

Now our problem today consists in the failure o f the prices 
in Classes C and D to respond to the increased exchange value 
of sterling, and in the fact that until the prices in Classes C and 
D have fallen to the price level o f Class A, the prices in Classes 
B and E are also maintained, in varying degrees, too high. It 
is these facts which constitute the ‘ overvaluation o f sterling’ . 
It is self-evident that a rise in the exchange value o f sterling 
reduces the sterling cost o f what we buy abroad below what it 
would have been otherwise. The question is whether it has 
affected adversely the gold price at which we can produce what 
we sell abroad. The ‘ overvaluation o f sterling’ consists in a rise 
in the money cost o f what we produce for export above its 
equilibrium value. How then, does D r Leaf seek to disprove the 
‘ overvaluation of sterling’ ? He takes the index numbers of

i i i  • T - ' i i i ' i  i i i rwnoiesaie prices in England, wmcn are largely made up ot i^iass 
A articles, compares with them similar index numbers in the 
United States, and finds that the two are fully adjusted— as they 
nearly always must be. At the same time he ignores the prices 
in Classes B, C, D, and E— which are the sole cause o f trouble. 
I have contended that our difficulties have arisen because the 
price of coal, for example, has fallen with the improvement in 
the exchange, whereas wages and other home costs have not 
fallen. Dr Leaf thinks that he can disprove this by producing 
figures which confirm my contention that the prices of coal and 
other articles in Class A have indeed fallen with the improvement 
in the exchange, and by ignoring the level o f wages and other 
home costs. It would seem that Dr Leaf does not know what 
the controversy is about. This suspicion is confirmed by another 
passage in which he states that the importation of gold into 
London, as the result o f dearer money here than in New York, 
proves that sterling is undervalued.

We do not possess index numbers specially compiled with the



object o f indicating the price changes in each o f my groups. But 
we have index numbers which are fairly satisfactory for the 
purpose. For Class A the usual wholesale commodity index 
numbers, whilst not ideal, since they include some articles which 
are not Class A, are reasonably reliable— the Board o f Trade 
index here and the Bureau o f Labour index in the United States 
being the most carefully compiled. (Dr L e a f’s comparisons of 
various wholesale indexes vary according as they contain more 
or less Class A Articles.) For Class B we have the M inistry of 
Labour cost-of-living index, and for Class C  Professor Bowley’s
________ _ 1 7 —  r ' l , . . . , .  n
w a g e s  1 1 1 U C A .  i  u i  w c  i i a v t  i i u L i m i g .  n a

E, we have nothing for E i ,  but for E2 the Board o f Trade’s index 
of prices of manufactured exports is tolerable, and for E3 there 
is the Board o f Trade’s index o f raw material exports (chiefly 
coal) and the Chamber o f Shipping’s index for shipping freights. 
What do these several indexes show?

In June, 1924, when the sterling exchange was 12  per cent 
below par, the indexes, converted into gold, were as follows 
( 1913 =  100):—

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

{Converted from sterling into the equivalent gold value)

United
States

Whole
sale

Great Britain

Whole
sale

Cost
of

Manu
factured

Materials
for Shipping

index index living Wages exports exports freights

145 143 150 157 164 154 1 1 0
A A B C E 2 E 3 E 3

These figures indicate that Class A was, as usual, nearly 
adjusted to the outside world; that world shipping freights were 
already seriously depressed ; and that prices in Classes B, C, and 
E2 were already on the high side. Thus, as I said in my 
pamphlet, we had a serious problem, even when sterling 
exchange was 12 per cent depreciated, in the relatively high 
level o f prices in Classes B and C, and E2— which already
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showed itself in unemployment and depressed exports. (The 
allegation that I attribute all our troubles to the gold standard 
is a myth in my case, as Sir J .  Stamp has shown it to be his. 
I expressly limited this influence to the worsening of our 
position during the past year. Indeed, a prominent part o f my 
argument was directed to showing that the return to gold was 
particularly rash just because we already had other troubles 
which we could not afford to aggravate.)

What had the nosition become in Tune. t û 2 C. with the--------- ------------ r ----------------------------- -------------------------------- -------- --------------7 J  ------------ ------------

exchange at par?

THE E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

United Great Britain
States

Whole- Cost Manu- MaterialsWhole-
sale sale of factured for Shipping

index index living Wages exports export freights

157 158 173 180 191 156 101
A A B C E 2 E 3 E 3

Thus the wholesale index was still adjusted; Class E3 had 
been compelled to abate its prices by almost the full extent of 
the improvement in the exchange, and in the case of freights 
by considerably more, the shipping industry having to support 
not only the exchange burden, but also an aggravation o f the 
depression in the international freight level. On the other hand, 
the divergence of the prices in Classes B, C, and E2 from those 
in Class A was seriously aggravated.

In June, 1924, the ratios o f the price levels in the British A, 
B, C, and E2 classes respectively to the American wholesale 
index were 99, 103, 109 and 1 1 3  per cent. I f  we consider the 
abnormally low costs in certain European countries, and the 
impairment o f our position through the war, this was sufficiently 
serious. It was, therefore, rash to adopt an exchange policy, the 
first effect o f which would certainly be to increase the discrepancy 
and to widen the gap to be bridged by painful social adjustments. 
The result o f such a policy is that in June, 1925, the same ratios
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had become 101 ,  n o , 1 1 5  and 122 per cent. I believe that the 
last two of these ratios are about 10 per cent higher than they 
need have been if, during the past year, we had concentrated 
on stability o f internal prices and had left the exchange to look 
after itself. However that may be, it is these high figures which 
are at the root o f our troubles. In the United States there is
pviHpnrp t h a t  thp rnrrpcnnnHincr ratine lvavn fallpn rathpr than  ~  ---------- --------- — ---- -------------D ~ —-, v**-“
risen, during the past year. As regards Europe, the B and C  ratios
iiAira frt 11 an m Ï7 t*rt n r»û T En I y 7 tv* Utiirû ftron  mlutvt laiivu 111 1  iau\~v? ita iV ? a im  uv>igiumT aiiu 1 tavc n ocii 111

Germany; but in all these countries they are still much below 
100.

When I wrote my pamphlet on The Economic Consequences 
o f M r Churchill, I did not foresee that such plain and evident 
matters— namely, that our relative money costs are too high and 
that the return to gold parity has aggravated this— would be 
denied. The exact percentages are open to dispute; but I 
believed, and still believe, that the main facts are incontrovertible. 
Perhaps I should have learnt from my experiences after the 
Treaty of Versailles what passionate moral indignation a state
ment of economic truth can provoke. Nevertheless D r L e a f’s 
assertion, that sterling is actually undervalued, still takes my 
breath away.

Lord Bradbury has truly pointed out in an article in The 
Financial News that there are three remedies onen to us:— (1)

X \ r

a reduction in sterling costs; (2) a rise in our competitors’ gold
rnsfs- ('A a fall in the sterlincr PYrhano-p- tliniicrh nnp mitrht aHH----- , w / ------ — ---- ---------a -------— f ----------- -------D-- -----
(4) a permanent reduction in the volume o f our foreign 
investment such as would render a complete return to our 
former favourable international balance o f trade permanently 
unnecessary. I f  (1) proves politically impracticable, i f  (2) does 
not occur, and i f  (4) is by itself inadequate, I have no doubt that 
sooner or later (3) will become inevitable. But since it is very 
unlikely that this third alternative will be accepted except as the 
result of bitter experiences, it seemed worth while to make 
suggestions for a remedy on the lines of (1) and (2). The
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orthodox remedy is, o f course, to bring about (i) by means of 
credit restriction. I argued in my pamphlet that this method 
would be socially disastrous whilst it was going on and socially 
unjust in its results, and also that it was probably impracticable 
politically. I suggested, therefore, that we should aim at an 
all-round 5 per cent reduction o f money wages by agreement 
pending a fall in the cost o f living, and that we should, at the 
same time, release gold in the hope o f raising prices elsewhere. 
The first o f these suggestions has been ignored by my critics.
I daresay that it is not practical politics. Nevertheless since it 
is very probable that we shall remain on the gold standard for 
the present, I suggest that it is our business to seek a remedy 
along the lines either of (1), (2), or (4).

What in fact are we doing? The coal subsidy and the 
reduction o f Bank rate indicate that the authorities have 
abandoned, for the present, the attempt to reduce sterling prices.

THE E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

% if /^iivir cmurcniii, in me nouse 01 commons, even nas tne audacity 
to represent himself as a defender of the present level of money 
wages against my nefarious plans to reduce them. Meanwhile 
the Governor of the Bank of England, converted at last to the 
methods of his confrère at the Bank of France, exercises his 
ingenuity to cover our adverse trade balance by preventing the 
export o f capital and by borrowing abroad. The last named 
policy may be a first half-unconscious step in the direction o f (4), 
that is to say, a permanent curtailment in the scale o f our foreign 
investment. But the right way to achieve this result cannot be, 
in the long run, by means o f an embargo, but by the deliberate 
organisation of investment at home, resulting in an increase in 
the rate of interest, at which foreign borrowers can sell their 
bonds here, above the corresponding rate in New York, and, 
above all, by the organised transfer o f labour out of the export 
industries.

What we need, expressed in one sentence, is to reduce our 
C and D gold costs relatively to similar costs elsewhere. The 
mistake which we have made in raising the exchange, also
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expressed in one sentence, is that we have increased the amount 
of the necessary reduction by at least io  per cent, without any 
plan as to how to effect the reduction.

I f  I was in authority but was committed to the gold standard, 
I should try to get some help from each o f the remedies (i), (2), 
and (4). I should do what I could, short o f restricting credit 
(which might be very little) to reduce prices in Classes B, C, 
D, and E. I should export as much gold as possible with a view 
to raising prices elsewhere. I should take steps, other than the 
embargo, such as an alteration o f the Trustee Act and the 
encouragement of expensive new capital projects at home, to 
reduce the existing pressure towards overseas investment. I 
should try with might and main to shift labour out of the export 
industries (especially coal). And, in the face o f a hard task, 
rendered much harder by muddleheadedness, I should trust, for 
the rest, to luck, and hope for the best.

But it will be difficult for the authorities to apply any remedies
at all if, like Dr Leaf and M r Churchill, they deny the existence
or the nature o f the disease. T

1 am yours, &c.,
T * æ  r r  r  rj  * ivi. rw r, 1  in r, a

On 3 September, two days before his letter on L e a f appeared in The Times, 
Keynes went off to Russia to meet Lydia’s family and to act as the official 
representative of the University of Cambridge at the Bicentennial Celebra
tions of the Academy o f Sciences held in Leningrad and Moscow between 5 
and 14 September. While in Moscow Keynes gave two lectures, ‘ The Eco
nomic Position in England’ and ‘ The Economic Transition in England’ . 
These appear below.4

T H E  E C O N O M I C  P O S I T I O N  I N  E N G L A N D

i. Money wages in England are 80 per cent higher than 
before the War. The cost o f living o f the working classes is 73 
per cent higher. Thus real wages have improved about 4 per

4 The  second has strong parallels to ‘ Am I a Lib eral?’ { J M K ,  vol. ix, esp. pp, 303-6).
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cent. Since working hours have been somewhat reduced, and 
since the intensity o f work is also— according to most ob
servers— less rather than more, the position o f the working class 
is improved.

2. At least this is the case for those who are in work. The 
black spot is the large proportion of unemployment. From io 
to 1 2 per cent of the workers are without employment, including 
near i million adult male workers. Even the position of these, 
however, is much better than it would have been in similar 
circumstances before the War; for a married unemployed 
worker receives from the state about 4.0 roubles a month.

3. The unemployment is not equally distributed throughout 
industry, but is concentrated in those trades which compete for 
their markets with foreign goods— in particular shipping, ship
building, coal, iron and steel, engineering and textiles. In those 
industries which depend on the home market and supply goods 
to satisfy the very considerable purchasing power of the working 
classes, the position is entirely satisfactory. For example, in the 
building industry the whole o f the productive capacity is 
employed; and the tobacco industry, the beer industry, the 
artificial silk industry (which makes the stockings which every 
English factory-girl and shop-girl now wears) are making 
greater profits than ever before.

4. The explanation of this situation is the obvious one— with 
sterling at gold parity, British prices and wages are too high 
relatively to world prices. I reckon that British wages would have 
to fall nearly 20 per cent to be in equilibrium with those in 
France, Germany, Italy and Belgium, and nearly 10 per cent 
to be in equilibrium with the world situation as a whole. The 
problem how to bring about this reduction is as much a political 
as an economic problem. Not much progress has been made as 
yet towards its solution.

5. The result is that the industries o f the country fall into two 
groups— what are called the ‘ sheltered’ industries which are 
exceedingly prosperous and comfortable and the ‘ unsheltered ’

T H E  E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L
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industries which are in great distress. The high prices o f the 
goods produced by the prosperous ‘ sheltered ’ industries make 
wages and other costs in the ‘ unsheltered ’ industries so high that 
the latter are handicapped in competition with their foreign 
rivals.

6. This disequilibrium between the two groups is the funda
mental problem for Great Britain; and this problem has been 
gravely aggravated by the restoration o f the gold standard. A
vpar atm cterlinp- w as T2 n cr ren t depreciated com pared  w ith  --------a   — r — ----- " ' r  *—— ------ 1---- - -----
gold, and this depreciation provided a sort o f bounty to the 
export industries. Now, when sterling is at par, the ‘ sheltered’ 
industries maintain the same prices and wages, whilst the
i ____t_ ____ i »unsneitercu industries, which sell fur cxpurt, realise i2  pCr
cent less in sterling for what they sell than they realised when 
sterling was depreciated. The result has been to reduce some 
of them almost to bankruptcy.

7. The correct remedy would be a fall of wages in the 
‘ sheltered’ industries. But since employment is good in these 
industries and the trade unions strong and determined to accept 
no reductions, it is very difficult to put pressure on them. On 
the other hand, in the ‘ unsheltered’ industries, where the 
pressure o f unemployment and bad trade exists in a high 
degree, the wages are already relatively low, so that these 
industries have a good case before public opinion and in justice

A A /

for not suffering a further reduction.
8. The first examnle of an aftemnt to reduce wao-es— oamelvx r  -   ------------------ - —c   

in the coal industry— has had a surprising result. This industry
is the irmct eYPnsed of all the ‘ unsheltered ’ indnctri# 'irsl—
ingly the mine-owners were able to prove that if  they continued
trk n fltr o  n r p c p n f  o p p c  p i ;  lirn n  \ A  K o c 'n m p  Kri n  1r**i 1 r\t fU n
lu  p a  j  Liiv- p i v j v i i i  tt n gvo  ixxwjr tv u u i u  u v v ^ u iiiv  u an iv i  u p i .  v_/n m v

other hand, the mine-workers were able to prove that, if the 
wages were lowered, their standard o f life would be unjustly 
reduced below the standard in other industries. The other trade 
unions supported the mine-workers and declared that they 
would order an almost general strike i f  the Government insisted
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on the reduction. The Government, at a loss to know what to 
do, made the surprising decision to appoint a Commission to 
examine the case, and meanwhile for the Government themselves 
to pay the difference between what the mine-owners offer and 
what the mine-workers demand ! This costs the Government at 
present about 20 million roubles a month.

9. The disequilibrium naturally results in brisk imports and 
reduced exports, thus impairing the balance o f payments. This 
is being temporarily remedied by the Bank o f England in two 
ways— partly by bank credits from America, and partly by 
prohibiting the financiers o f the City from making new foreign 
loans. This prohibition now extends even to loans to other parts
/ \ f  f  q IT r t f  a  ««an /«In rtU1 L i l t  U l i u a i l  J - i I l ip i l t .  1111» atcLLt SJl <111(1115 Ü15U Held l id  I t a t L IU l l

on Russia and makes impossible what would in any case be 
difficult, namely new loans to Russia.

10. There is one other aspect o f the case which has its 
application to Russia, namely the growth o f population. The 
high level o f unemployment and the difficulty in transferring 
labour out of the unprosperous industries into the prosperous 
industries is not a little due to the excessive growth o f population 
and to the fact that the number of younger workers entering 
industry every year is much greater than the number of old 
workers going out. I believe that the poverty of Russia before 
the War was due to the great increase in population more than 
to any other cause. The War and the Revolution reduced the 
DODulation. But I am told that now again there is a large excessA M

of births over deaths. There is no greater danger than this to
the economic future of Russia. There is no more important
object o f deliberate state policy than to secure a balanced budget
nf tvnmilotmn

1 1 .  In conclusion I emphasise that the economic problem o f 
England is essentially a problem of solid and economic dis
equilibrium and not primarily a problem of poverty or o f a lack 
of technical capacity to produce wealth.

14 September 1925
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T H E  E C O N O M I C  T R A N S I T I O N  I N  E N G L A N D

Great Britain, not less than Russia, is suffering an economic 
transition in the early stages o f which we are now living. An 
American economist, Professor Commons, one o f the first to 
recognise the nature of this transition, distinguishes three 
enochs. three economic orders, upon the third o f which we are

A. t  *  A

entering.
T'hp fircf ic fhp pnnrh n f Qrarritv whptTipr Hu p  fn inpffin’p n rv* .w  —  ----------------------- -----------------------------------------------------" J !  ■ • ........... ‘ v  ------------------------  J

or to violence, war, custom or superstition. In such a period
1  n f l t a  m i n i m u m  n f  I t U a n f t r  n t i  A 4-U a  t v i  rt m  t v i  1 1  t*Mtiltiv 1 9 tut minimum wi mvii v iuuai 111/ti t y auu tilt maximum

of communistic, feudalistic or governmental control through 
physical coercion. This was, with brief intervals in exceptional 
cases, the normal economic state o f the world up to (say) the 
sixteenth or seventeenth century.

Next comes the era o f abundance. In a period of extreme 
abundance there is the maximum of individual liberty and the 
minimum of coercive control through government; and 
individual bargaining takes the place o f rationing. During the 
eighteenth and early nineteenth centuries Europe won its way 
out of the bondage of scarcity into the free air o f abundance, 
and in the latter nineteenth century this epoch culminated 
gloriously in England in the victories o f laissez-faire and historic 
liberalism. It is not surprising or discreditable that the veterans 
of the Liberal Party cast backward glances on that easier age.

But England is now entering on a third era, which Professor 
Commons has called the period o f stabilisation and has truly 
characterised as the actual alternative to M arx’s communism. 
In this period, he says, there is a diminution of individual 
liberty, enforced in part by governmental sanctions, but mainly 
by economic sanctions through concerted action, whether secret, 
semi-open, open or arbitrational, o f associations, corporations, 
unions and other collective movements of manufacturers, mer
chants, labourers, farmers and bankers.

The extremes o f this epoch in the realm o f government are

4 3 8



t u f  r r n v n m  r r  r n M « F n i ! F \ i r r < ;  o f  v i  w r m i p r u n  i1 1 1 U U V J- 1 V i** i VJ VJ V J 1 K/ Vf ̂  V U4 » V> *-* M V * *•* i* V* •» ■* V *V V« * * * *-»

Fascism on the one side and Leninism on the other. For my 
part, I accept neither. Yet state socialism offers no middle 
course, because it also is sprung from the presuppositions o f the 
era o f abundance, just as much as laissez-faire individualism and 
the free play o f economic forces. Therefore I direct all my mind 
and attention to the development o f new methods and new ideas 
for effecting the transition from the economic anarchy o f the 
individualistic capitalism which rules today in Western Europe 
towards a régime which will deliberately aim at controlling and 
directing economic forces in the interests o f social justice and 
social stability. I still have enough optimism to believe that to 
effect this transition may be the true destiny o f a New
T  « K f lI j i u t l  «1113111.

It happens that England has today in the position o f her coal 
industry an object lesson o f the results of the confusion o f ideas 
which now prevails. On the one side the Conservative 
Government is pursuing an orthodox nineteenth-century policy 
based on the assumption that economic adjustments can and 
ought to be brought about by the free play o f the forces of supply 
and demand. They still assume that the things, which would 
follow on the assumption o f free competition and the mobility 
of capital and labour, actually occur in the economic life of 
today.

On the other side not only the facts, but public opinion also, 
have moved a long distance away towards the epoch of
stabilisation. The trade unions are strong enough to interfere..... -- -
with the free play of the forces of supply and demand; whilst 
public opinion, albeit with a grumble and with more than a 
suspicion that the trade unions are growing dangerous, supports

a  /I a  n m n n c  i n  tlnoit*  m < n n  P A n t o n H A i i  f L  a i* A A n l m m a i r  m i r r l i t 1Lilt, u  a u t  iim t/iia  in  u iv i i  m a m  w iu t i iL iw i i  Litai t u a in m iL i  a u u g iiL

not to be the victims o f cruel economic forces which they never 
set in motion.

The idea of the Conservatives, that you can, for example, alter 
the value o f money and then leave the consequential adjustments 
to be brought about by the forces of supply and demand,
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belongs to the days o f fifty or a hundred years ago when trade 
unions were powerless, and when the economic juggernaut was 
allowed to crash along the highway o f progress without 
obstruction and even with applause.

The orthodox economics, which we have inherited from the 
nineteenth century, assumes a high degree o f fluidity o f the 
economic organism. It depends on what I would term the
principle o f  diffusion— the principle that, when any disturbance
ie intrnrlnppfl at a n v  n m n t  in the P m n A m ir  m -n m icm  1 ! A 1 ft'11............................V .................. - ......-...................L vyu UVVVi Ml .......................................................................................................... _____________C A C
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itself fairly rapidly through the whole organism until a new
m AM rtf K n n V» rt rt M Mrtrt rtl« n/I T >tl«v>A«*n Ik apUMUUII UI tV jU lilU llU IIl iu*a UttXI ICclHICU. XL 1135 üiwitys» UCCI1

admitted that the economic organism is partly rigid and that 
friction may delay the process of diffusion. But it has been 
supposed that the organism has sufficient fluidity and mobility 
to allow the principle o f diffusion to be a good working 
hypothesis.

That a great measure o f diffusion still takes place, I do not 
deny. But the ease and rapidity o f diffusion is— in England at 
least— much less than it used to be. I put this down to three 
main influences:

1. A rapidly progressive community possesses much more 
mobility than a stationary or slowly progressive community. In 
the case o f the former equilibrium can be restored by (for 
examnlel a particular industry arowincr more or less fast. It is
much easier to retard the rate o f growth than actually to drive
panitcil a n r \  laHnnr whirVi arp alrp^irlv in a n  inHnctrv mit n f  it T-------- -- -------  —“  — ~  J  ™  --------- *

attach immense importance to this. I do not think that English
men sufficiently realise to what an extent their nineteenth- 
century methods depended on the fact that the country was 
living in a continuing economic crescendo. The orthodox 
economic assumptions work much better in the United States 
than in England precisely because in the United States the 
crescendo o f progress still continues.

2. The growth in the power and authority of the trade unions 
both to maintain wages and to exclude the entry o f new 
labourers into a trade.
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3. The growth o f a sort o f humanitarianism, exemplified in 
the 4 dole ’ to the unemployed, which interferes with the natural 
pressure of economic forces on individuals.

These influences have, between them, introduced a con
siderable degree of rigidity into the British economic system. Yet 
the authorities still frame their policies on the assumption that 
a high degree of mobility and diffusion still exists. Hence our 
tears and troubles.

It is not an accident that our first difficulties, which will last 
long and take many different forms, should centre about 
monetary policy. For no feature of our pre-war system depended 
more fundamentally on the principle of diffusion than did our 
pre-war gold standard regulated by means of Bank rate. The 
first and most important step, in my judgement, is to establish a 
new monetary system based on a stable level of internal prices, 
which will not ask from the principle of diffusion more than it 
can perform.

But this is not the only item in my new economic programme. 
I believe that there are many other matters, left hitherto to 
individuals or to chance, which must become in future the 
subject o f deliberate state policy and centralised state control. 
Let me mention two— (1) the size and quality of the population 
and (2) the magnitude and direction of employment of the new 
national savings year by year.

Some o f you in Russia will not agree with me in seeking help 
in these matters from a reformed and remodelled Liberalism, 
which above all, shall not, i f  my ideal is realised, be a class party. 
Leninism— so it seems to me— is at the same [time] a persecuting 
religion and an experimental technique. Capitalism too is at the 
same time a religion, which is much more tolerant, however, 
than Leninism is, and a technique which, from having been 
experimental, is now perhaps in danger of becoming obsolescent. 
On the religous side it is not for me, who am a free-thinking 
heretic, to speak. But the experimental technique is necessarily 
a matter of most high interest. We in the West will watch what 
you do with sympathy and lively attention, in the hope that we

T H E  E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L
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may find something which we can learn from you. For we too 
have new problems to solve.

ic  Spnt-pmhpr rm c■ J ----, ------------- - y - j

On his return from the Soviet Union Keynes wrote three essays under 

the title ‘ Soviet Russia’ . These appeared in The N ation  for 10, 27 and 24  
October before the Hogarth Press published them in December under the 
title A  Short View o f  Russia (j f M K , vol. IX, pp. 2 5 3 -7 1) .

Keynes’s return also brought a renewal o f his agitation over official 
financial policy. On 12  October he journeyed to Manchester to speak to the 
Manchester Branch of the Federation of British Industries the next day. T w o  
days later his speech appeared in The Manchester Guardian Commercial.

From  The Manchester Guardian Commercial, 75 October 1Q25

M r Keynes said that if  the Treasury and the Bank of England had listened 
to the advice which the Federation of British Industries had pressed on them 
at frequent intervals during the past three years employment today would 
have been exceedingly good. The F .B .I. had been all through not only 
moderate and reasonable in its officially expressed policy, but right.

We may also differ about the cure [continued M r Keynes], 
but we cannot differ about the character o f our difficulties. It 
is no longer true that there is a world depression. The United 
States has never in its history experienced such unmitigated 
prosperity as at the present day. It is not true that our principal 
customers are abnormally impoverished, unless it be in China. 
Home trade is good on the whole. Wheat, sugar, cotton, copper, 
steel, oil, and coal— to take some of the commodities which to 
us are the most important in the world— are in abundant supply. 
It is not true that we are technically inefficient. We are not 
backward in the new industries— artificial silk, motor-cars, 
oil-driven ships, electrical engineering. In all those things we 
hold our own with the whole world. The foundations for 
prosperity exist.

The reason why unemployment does not diminish and
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certain industries are half-bankrupt lies in the fact that our 
manufacturing costs of production, measured in gold, are higher 
than those o f our chief industrial competitors. That is the result 
of our having used financial devices to fix the gold value of 
sterling at a value above that which, in fact, it has measured by 
its command over home services.

These excess costs of production may be divided into two 
parts. One part is due to the fact that the real wages of our 
workers are higher than those in the rest of Europe. The other 
part is because our cost o f living, when converted into gold at 
the current rate o f exchange, is higher than the corresponding 
cost abroad, so that we have to pay our workers higher money
W dcrpe K p f r t r p  t l i p u  or#» Af>ctA 1fA7-p*l w i t f i  w d tr p c  p l c p w l i p r p  T 't i n c  f l i pIf VU V V IW1 V L11V j  W1 V VAWM-VA IV TWA 11 I t l l  11 UgjVkJ Vll.’ * ....J V  1 1 1  ft. W A  V  ■ A  A 1 U U  U 1 W

second factor has nothing to do with the efficiency or inefficiency
A  f* A r t T \ l ^ r t 1  rtf* 1 n  U a i  t 11F  i n  « u n # -  n  n t T i r u r f / M n  a E  m  A t Tui capuai ui ui lauuui, uut is )uai a â^uipLuiu ui liiuu^uij

maladjustment.
So far we all agree. But when we come to the cure, one can 

distinguish three schools of opinion. The first school I will call 
the pious school. The pious school thinks that the monetary 
factor is not very important one way or the other. It stresses the 
high level of taxation and the high real wages o f our workers, 
their relatively short hours, and their tendency to ca’canny. In 
its hysterical moments it is occupied with something said to be 
prevalent in this country which it calls Communism. According 
to this school, there is very little that the Government can do 
except to economise drastically in its own expenditure. Apart 
from Government economy there is nothing to be done except 
to exhort evervbodv in terms o f copvbook maxims. We mustJ m> A V

forget party differences, we must all pull together, we must work 
much harder, employers and employed must be at peace, those 
whose wages are relatively high must be willing to reduce them 
for the benefit o f others, and the old country will pull through 
vet.

The ablest representative o f this school in the daily press is, 
perhaps, the City Editor o f The Morning Post, Gentlemen who
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write to the newspapers belong to this school more often than 
not. So does M r Baldwin, except in the matter o f governmental 
economics— about which as a sensible man he has no illusions. 
The first leader in today’s Times is a perfect example o f this 
philosophy. All the same, this school, I am afraid, though vocal 
and more than respectable doesn’t cut much ice. In practice 
its precepts boil down to demands for reduced Government 
expenditure and reduced real wages. Now, though it is not good 
manners to cast doubt on such admirable sentiments, I do doubt 
whether these measures are practicable and even— in g e n e ra l-  
desirable. I do not believe that important economies in 
Government expenditure are possible except in the fighting 
services— while the latter, though desirable, are not compatible 
with our present foreign policy o f guaranteeing distant frontiers 
against the Turk, and o f undertaking to defend Germany 
disarmed against France in the plentitude o f her military 
power— two steps in the highest degree imprudent.

As for our real wages, while they are higher, I am glad to say, 
than in the rest o f Europe, they are not so high as in the United 
States. I am not convinced that they are higher on the average 
than we can afford. Ca’canning is a degrading and antisocial 
practice. Wages are too high in particular grades and particular 
industries relatively to others. But I sympathise with the 
working classes in resisting a general reduction o f real wages.
I am sure that no material reduction is possible in the near future 
without engaging on a social struggle of which no one could 
foretell the outcome.

The second school is the strait-laced school. This school 
recognises the existence of monetary disequilibrium and would 
like to cure it by carrying out, pretty ruthlessly the orthodox 
rules o f the pre-war gold standard. I f  British prices are 
relatively too high, this means that credit is relatively too 
abundant. I f  the markets for capital and goods are left perfectly 
free and unrestricted, as they ought to be— so runs the teaching 
of this school— gold will flow out and credit will be restricted
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until equilibrium has been restored. This may involve temporary 
sacrifices, but they are necessary and worth while.

The ablest exponent of this philosophy in the daily press has 
been the distinguished and well-informed City Editor o f The 
Manchester Guardian. Now the fault of this school is that it 
depends too much on applying to new conditions rules which 
were drawn up with a view to old conditions, without considering 
in sufficient detail how they will work out in these new 
conditions. The only method by which the high Bank rate and 
credit restriction can lower prices is, so to speak, by deliberately
nminicinn- *a ipnrpcciAn XL pop mpocnrpo dim it  At nnrr
VI gÿHJlJULIlllgi U VIVJ/J. J. 1AVLÏV HlVHklMl Vü Ullll HI. UV|/1 J. T 111̂  L11V

business men of sufficient cash for carrying on at the existing 
level o f prices ; and rely on this to effect the necessary reduction 
of prices.

Now in conditions o f boom or incipient boom it is necessary 
and desirable to use this method to damp down business 
enthusiasm. But at a time o f depression deliberately to organise 
more depression simply breaks the heart of the employer of 
labour. Moreover, when it is wages which which the policy aims 
at reducing, it may, in modern conditions o f organised labour 
and impaired mobility o f labour, merely produce the depression 
without bringing about an adequate reduction o f prices. The 
reason why we are still full o f unemployment when the rest of 
the world is recovering from the depression of 1921 is because 
for three years past whenever business was raising its head the 
Bank of England has seized the onnortunitv to restrict credit and- ' ' ■ r  r  '  mf -

so organise a depression with a view to lowering prices in the 
interests o f the dollar exchange. When the adjustment has at last 
been affected, this school will have done its worst and its best 
for the time being. But, meanwhile, the consequences o f this 
policy are disastrous. Indeed another five years of this policy 
might bring us to the edge of revolution, i f  revolution is ever 
possible in this country.

The third school I will venture to call the sensible school. 
It has included the Federation o f British Industries, M r
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McKenna, Sir Alfred Mond ; and the leading weekly newspapers, 
The Nation, The New Statesman, and The Spectator. I even 
notice a slightly greater wisdom in the weekly Manchester 
Guardian than in the daily. This school believes that prosperity 
is more important than the dollar exchange, that prosperity is 
cumulative, that prosperity by allowing production up to 
capacity and full-time employment may enable us at the same 
time to pay present real wages and, nevertheless, reduce our 
costs. This school, therefore, would set itself in every possible 
way to organise prosperity instead o f depression, would stimulate 
new capital developments o f every kind, would encourage the 
business world to launch out, and would give it the confidence 
and the credit to do so.

Up to the date of the réintroduction o f gold convertibility this 
spring, it was easy to combine these aims with an absolutely 
sound financial policy. It is not so easy now. The prosperity 
policy will probably lead in its early stages to a loss o f gold, 
perhaps on a large scale, and we must be prepared to take no 
notice of this, which would, in normal times, be incompatible 
in the long run with a sound gold-standard policy. It involves 
a risk. Nevertheless, the risk should, I think be taken. Having 
made the mistake of returning to the gold standard before we 
were ready for it— the only remedy is to be found in not taking 
the gold standard too seriously for the time being.

In classifying the schools o f opinion I have not yet placed the 
authorities o f the Bank o f England— for that reason that I simply 
do not know where they stand. At one time I thought that they 
belonged to the strait-laced school. But their latest actions no 
longer bear this out. Lenin and Mussolini have at least explained 
what they were at. But our despots are dumb. The veiled 
prophetess o f Threadneedle Street speaks in the riddles o f Bank 
rate, the City reverently accepts her word, but no one, it seems, 
has any idea what the old lady really means.

The recent policy o f the Bank o f England is capable o f two 
opposite interpretations. The Bank o f England may wish quite
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deliberately to lose a certain amount o f gold in order to have 
a good excuse for curtailing credit once again, and for raising 
the Bank rate to 5 per cent after an interval. The object o f the 
recent recoil of Bank rate may be pour mieux sauter.

On the other hand, it may mean that at last the Bank has come 
over to the sensible school, that the object of the present cheap 
money is to revive trade, that we can rely on a continuance of 
cheap money until trade does revive, that gold will be allowed 
to flow out on a laree scale if necessarv without anv restriction— - - - - - -  — - v - — ---------j  ------------------- -----------------

of credit ensuing, and that the Bank’s resources in America will
hp iicpH i f  tTiPV arp nppdpri I f  this is thp nnlipv nnr nrnsnppf--- ---— ' — ---- y
may be fairly bright.

Take Manchester for example. I f  Lancashire was producing 
up to capacity, would it not be possible to reduce costs 
materially, without any reduction of wages? Is this not a better 
programme than to curtail credit in the hope that the resulting 
unemployment will lead to a fall in real wages? Cheap money 
is a dangerous thing. Cheap money in the right conditions can 
work wonders. I would run the risk of cheap money at the 
present juncture. With abundant cotton plus abundant credit 
is not a remarkable revival in the textile industries perfectly 
possible?

It may be that the Bank of England has no steady or 
thought-out policy at all, but lives empirically day by day— by 
cunning rather than science. It is absurd that we do not know. 
For the immediate future of this country depends on the answer. 
The premature return to gold renders what I call the prosperity 
policy more difficult and more risky than it would have been 
otherwise. I urge, all the same, that the Federation of British 
Industries should use its influence to make sure that it is the 
prosperity policy and not the suicide policy which wins the day.

The Guardian Com m ercial's report of Keynes’s speech led to two further 
letters from Keynes.
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To the Editor  o /T h e  Manchester Guardian Commercial, 1 7  October 1Q 25

Sir,
T n  i r A i i f  c?** a v a a ! 1 a t i t  t *A n r» r f  r\f m t r  of- f l t A  17 T-fc T
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luncheon, Manchester, the other day, you attributed to me the
dreadful expression ‘ ca’cannmg’ . T1 did not know now to
pronounce the word, and I did not know its derivation, but I did, 
I think, know how to spell it. The mistake had, however, the 
result of bringing me from a correspondent the whole story. I 
send it to you in case there may be some others amongst 
your readers besides myself who learn something from it.

M y correspondent writes:—

This is made up of two words ‘ calling ’ spelt in Scotch cain and the und [«£■] 
canny, a word which as a good Englishman you no doubt apply to all 
Scotchmen, good and otherwise. C a’in is the participle o f the verb to call 
and ‘ canny’ is an adjective. The phrase you should have used was therefore 
‘ ca’in canny’ . Further ‘ a ’ in C a 'in  is pronounced as in calling.

I would only add that the last sentence is to me ambiguous. Am
I to pronounce ca as car or as caw? T

I am, etc.,
J. M. KEYNES

To the Editor o f  The Manchester Guardian Commercial, 26 October iQ2g 

Sir,
I am afraid that I am still in error about ‘ ca’canny’ . M y 

letter which you published last week has brought me another 
correction from a further correspondent, who writes this time 
as follows:

The verb in to ca'canny has nothing to do with the word to call (vocare— spelt 
also ca in Scots). In this phrase it means to work, drive or knock— e.g. my 
mither ca’s the mangle. In the well known Scotch song beginning, ‘ C a ’ the 
yowes to the knowes’ , the word is used in the sense o f drive— not call, i.e. 
‘ Drive the ewes to the knolls’— (and I your lover will go with you). A  Scots
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expression puns on the two meanings:— Ye can ca’ me (call) what ye like if 
ye dinna ca’ (knock) me ower (over)’ .

I am, etc.,
J .  M.  K E Y N E S

T H E  E C O N O M I C  C O N S E Q U E N C E S  OF MR C H U R C H I L L

The M anchester G u ardian ’s and The Comm ercial’s City Editor’s com
ments on Keynes’s speech drew two more letters.

To the Editor o f  Th e Manchester Guardian, ig  October ig 2 S

Sir.
?

Your City Editor argues today that my recommendation to 
maintain Bank rate at 4 per cent, in spite of the loss of gold, 
is somethat risky. No doubt this is so. But the policy o f last 
spring has produced a situation in which no course is open to 
us against which there are not considerable objections.

He, I understand, advocates dearer money and the restriction 
of credit i f  the outward flow o f gold continues. M ay I ask him 
whether he advocates this in order to tempt back the American 
balances which have been flowing away, or in order to curtail 
credit at home in the hope o f reducing prices ? I f  his object is 
the former, could we not attain the same end, namely, short- 
period borrowing from New York, by using the Bank of 
England’s credits with the New York Federal Reserve Bank, 
leaving our own Bank rate where it is in the interests o f trade 
recovery? If, however, his object is the latter, may I ask him 
to particularise a little the causal train by which he thinks dear 
money and credit restriction will lower prices?

We agree, I think, that the trouble is the high level o f British 
costs of production when expressed in terms of gold. Will dear 
money cure this, except by the process— as I expressed it the 
other day— of organising depression; that is to say, o f increasing 
losses and bankruptcies amongst employers and unemployment 
amongst workers, in the hope that both parties will eventually 
abate their demands under the overwhelming pressure of their
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misfortunes ? In what way will dear money and credit restriction
tend towards a lower cost o f production, unless it be thus?

I f  this is the way in which dear money does its job, isn’t it
sensible not to be strait-laced? v

Yours, &c.,
J .  M.  K E Y N E S

To the Editor  « /T h e  Manchester Guardian Commercial, 2 N ovem ber 19 2 5  

Gir
k_fii ^

Your City Editor’ s account o f my opinions published last 
week is one to which I cannot, for several reasons, conveniently 
reply in an adequate manner within the limits proper to 
correspondence. In a few respects he misrepresents me. In other 
passages he raises solid and important arguments.

Yet most o f this is really irrelevant to the essential difference 
between us, which is something broader. He stands firm on the 
past; I am trying to grapple with the future. He thinks that we 
have nothing to do but to follow the good old rules. I think that 
things have changed, and that the presumptions as to fact, upon 
which his rules depend, no longer hold. I am doubtless wrong 
and rash in many matters, and will be corrected by experience. 
But I am trying with all my wits, now in this direction and now 
in that, to face up to the new problems, theoretically and 
practically, too. Your City Editor is blind as a bat— so it seems 
to me— to the shifting scene, though so much abler than the 
other bats. For this reason, what he writes is— except from the 
debating standpoint, which one can always enjoy— to me 
absolutely uninteresting and unsignificant. I know it all before
hand; for I was brought up on it and taught it for years. I f  
only I could convert him, not to my opinions and recipes, but 
to my state of mind ! Then, whether we agreed or not, we should 
be able to discuss with exhilaration and with profit the difficulties
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ahead. So I appeal to him to step out o f his coffin, discard his 
strait-laced shroud, and join the ranks of the living.

V r m r c  RsoX VV4A WVtf

J .  M . K E Y N E S

' I ’I» a fl Q>» n f tltâ irailf Kttrtl'l/vhf1 rtmA m rt*»o latf a«* IT atrMAnV **A«_ai_ti/\f
i li&iuiiAiiiuu ui Liivjvai uiuuguiunt muic ituu iiuiuivçjiiça apçii------nui

on the gold standard. In June 1924 Keynes had taken part in a deputation 
to the Prime Minister to lobby against the authorities’ proposals to commute 
tithes (see j f M K , vol. xn). Th e deputation was not successful.

To the Editor o f  Th e Times, 2 1  November 1Q25

Sir,
As the Bursar o f a college which is one o f the largest owners 

of impropriate tithe, I have followed closely the proceedings on 
the Tithe Bill. In my opinion the feature o f the Bill which 
deserves the closest attention is the method of valuation which 
the Government have seen fit to adopt.

Tithe is at present a form o f real property o f which the annual 
value in terms of money fluctuates in a way which cannot be 
foreseen with certainty. It is proposed to compel the owners by 
legislation to accept in lieu o f it a fixed money annuity. With 
one class of owners, the clergy, an agreed bargain has been 
reached, in which rating concessions play an important part. 
With another class, the lay rectors, amongst whom are the 
Colleges o f Oxford and Cambridge, no agreed bargain has been 
reached.

The question has arisen, therefore, how to fix the amount o f 
the money annuity, failing agreement. The Colleges have 
proposed that the question o f valuation should be submitted to 
an independent arbitrator, who would hear evidence. The 
course taken by the Government has been to ask the opinion 
o f a single authority, of much eminence, but not an expert in 
this particular matter, and to whose appointment for this
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purpose the disadvantage (or advantage) attached that the 
Government knew beforehand what his opinion would be, since 
they had obtained it on substantially the same matter a year 
previously. This gentleman has not heard evidence from the 
parties concerned; nor has he based his decision on the present 
net annual value o f the property in question. He has looked into 
the future and has decided that the value attached to tithe must 
be calculated by reference to what its value would be on the 
assumption, which he deems reasonable, but which the owners 
dispute, that the prices of corn will fall rapidly during the next 
15 years to their pre-war level.

The method of arriving at a fair figure is a question o f some
rr^nprol ItYlr»nrf<innû nfUor on îlnrrnnc tr«incor»fmnc
gvuvi iiiipui iaiivv? UW4U9V Y Vi ai uuiwi auaivguu^ u an^aviiuno

are on the programmes o f the various political parties— e.g. coal 
royalties, the coal mines themselves, railways, rural and urban 
land under M r Lloyd George’s schemes. Suppose, for example, 
that the same method were to be applied in fixing a money 
annuity receivable by landlords in lieu o f future rent. Let us 
suppose that the decision is left to the judgement o f a single 
individual, the bias o f whose opinion is known beforehand. Let 
us suppose further that this individual expects agricultural 
prices to fall steadily to two-thirds o f their present level, and 
calculates the annuity on the basis of what rents would be i f  this 
assumption is realised. Would not landlords feel aggrieved at 
being expropriated from a considerable part o f the present value 
of their property on the ground of a disputed and unverified 
expectation that something might be going to happen some
ware Kpnr>e wnn \A  n a  1 icr- tc »r\ fill ? X/Tin-ht- tlipu nnt
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reasonably demand that such a settlement should be preceded 
by an open and impartial examination o f their case ?

Compulsory expropriations of property in return for a fixed 
money annuity are very much in the air just now. Whether the 
valuation embodied in the Tithe Bill is right or wrong in itself, 
have the Government seriously considered the nature o f the 
precedent which they are setting? As a Bursar I am disgusted
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at a measure which, as I believe, robs the Colleges o f Oxford 
and Cambridge of expectations worth £100,000 or so. As an 
economist I realise that the establishment, by a Conservative 
Government, o f a precedent of this kind, which may be much 
quoted and often acted on in future, is a matter of more 
importance. The passage of this Bill and the light way in which 
our complaints as to its justice have been handled by Ministers 
mark, I think, an important transition in the attitude o f public 
opinion towards property rights. It means that, in future, 
property will be liable to expropriation not at an arbitrated 
figure, but at such price as may seem to the Government of the 
day to be convenient on broad political grounds. For my own 
part, I believe that expropriations o f particular forms of 
property may become increasingly necessary in the public 
interest; but I believe also that the mode of fixing the compen
sation payable in such cases should partake of the attributes 
and formalities of the public administration of justice— which 
have been conspicuously lacking in this case, y  ^

J.  M.  K E Y N E S

4 53





Chapter 6

1926 : F U R T H E R  E C O N O M IC  
C O N S E Q U E N C E S ,  T H E  F R A N C  AN D

T H E  R U P E E

With the new year Keynes turned his attention to the French financial 
situation. Th e first result was an article ‘ An Open Letter to the French 
Minister o f Finance (whoever he is or may be)’ 1 which appeared on g 
January. A  week later he replied to press comment on the article.

From  The Nation and Athenaeum, 16 Ja n u a ry  1Ç26

T H E  F R E N C H  F R A N C :  A R E P L Y  T O  C O M M E N T S  O N

‘ a n  o p e n  l e t t e r ’

In last week’s Nation I wrote an open letter to the French 
Minister of Finance. M y argument ran:—

(1) Is not a rise of franc prices inevitable in any case, and 
will not this rise, when it occurs, materially ease the problem 
o f the Budget?

(2) Would not a material increase in the rates o f taxation 
over-burden the French taxnaver bevond endurance? Is it not

J. •/ »r

better to depend on improved collection o f the existing taxes?
TVTpanwhilp flip im nnrtant and nrar+iral triMciirp ic fn  

\ j /  — --------- -- ------r --------------- ------------f ---------- - -------- w

prevent the franc exchange from running away and to use the 
Bank o f France’s gold for this purpose i f  necessary.

Thus I made one prophecy: prices will rise; and three 
counsels : collect the taxes, peg the exchange, and trust to time. 
The reaction of the financial editors o f London and Paris to these 
observations, throws light on the psychological difficulties o f the 
French situation. Let me take six samples in order.

1 J M K , vol. ix, pp. 76-8 2.
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The Times

The Times argues that, because M . Poincare’s policy o f improving 
the exchange down to a parity with prices failed, the policy o f 
bringing prices up to a parity with the exchange would also fail. 
I f  I point out in reply that the two policies, being the exact 
opposite o f one another, might perhaps produce opposite 
results, I shaii, I fear, only iay m yseif open to the charge of 
‘ cleverness’ For The Times continues: ‘ The financial problem 
is much more likely to be solved by straightforward methods 
than by clever tricks. A reduction o f expenditure, or higher 
taxes, or a mixture o f both, is the proper method o f restoring 
permanent order to the finances o f our A lly.’

Does The Times realise that the story about Frenchmen 
paying no taxes is a myth? France is already one o f the most 
heavily taxed countries in the world. M r Moulton, in his 
admirable and impartial volume on The French Debt Problem, 
calculates that in 1924, with taxes lower and collection less 
efficient than now, the revenue actually collected equalled 20 per 
cent o f the national income as compared with 18*5 per cent in
n __ *
V JIC U L  u i n a x i i .
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national income, and that the true percentage was not so high 
as he calculates. Nevertheless, when we remember that the 
income per capita in France is not much more than half what 
it is in Great Britain, I suggest that it is not reasonable for The 
Times to expect a solution from ‘ the pressure o f a resolute public 
opinion’ in France demanding a programme of higher taxes.

The Morning Post

The Financial Editor o f The Morning Post is ‘ entirely in accord ’ 
with my two main proposals to peg the exchange and to collect 
the existing taxes. But he does not like the idea o f rising prices. 
‘ We must confess that for our own part we would prefer to see 
the stabilisation o f the French exchange unaccompanied by any
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welcoming o f a rise in internal prices.’ I reply that the rise of 
prices will happen by mere lapse o f time, unless the franc 
exchange is greatly improved, and that a material improvement
of thp fraflf* IQ nnt nnlv rlnnmprl t r \ faillir*» Knt limn if it îuprp
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successful, render the Budget problem incapable o f solution. 
The export trades cannot permanently retain their present 
advantage unless the franc exchange goes on falling ever further. 
For it only requires time for internal prices to catch up. French 
prices are rising every month. M ay I not legitimately point out 
that in this respect time is on the Treasury’s side?

The Manchester Guardian

The City Editor agrees with me : ‘ M r Keynes’s prescription is 
a simple one and one which will commend itself to most external 
students of French finance.’ But he wonders whether Frenchmen 
will ever be Dersuaded to use their cold reserve ‘ for the onlvX V mf

purpose for which it can ever have been designed’ . The 
leader-writer in the same issue doubts whether any effective 
scheme for attaining financial equilibrium will ever pass the
I ?  r  a  f i n  <1 #- *1 1 1  117 A r / 1  c  n r n  xito Ï J  o  10 i r i a n r
1  i t i i w i i  v ^ i i a i u t r v i )  a u  m a i  a. 1 1  u u i u a  a-i  v  w a ^ i v u .  n w  t o  v w i  j

possibly right.

Le Figaro

M. Romier sees ‘ the logic of my system’ . But his objection is 
short and to the point. I f  an attempt were made to stabilise the 
exchange before the Budget is balanced and before external and 
internal prices are in equilibrium, he believes that all the gold 
in the Bank of France would disappear abroad. Here is a clear 
issue. I do not agree with him at all. The disequilibrium between 
external and internal prices is an aid, and not a hindrance, to 
stabilisation at present levels. In my opinion, the Bank o f France 
might have to sell some gold to prove that it was in earnest. But 
as soon as confidence was established in the Bank’s intentions,
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the danger would be, not that the flow of gold would continue 
indefinitely, but that the franc exchange would improve too 
much and too fast. It would be desirable that the Bank o f France 
should not only sell gold at (say) 28 francs to the dollar, but 
should also buy dollars at (say) 26 francs ; and I should not be 
surprised if  in the first three months the Bank were to buy more 
dollars than it sold gold.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

I am not very clear about the comments o f Le Temps. They 
contend that a rise o f prices would aggravate, and not lighten, 
the budgetary burden, because the expenses would rise more 
than the receipts. It is evident that some o f the budgetary 
expenses would rise. But since from a third to a half o f these 
expenses are fixed in terms o f francs, the contention o f Le Temps 
needs more proofs than they supply. They conclude that I am 
too pessimistic about the eventual equilibrium level o f prices and 
the exchange. I f  so, is not this an argument for stabilising the 
franc at not worse than 30 francs to the dollar? Le Temps does 
not say a word about my proposal to use the Bank’s gold for 
this purpose.

U  Information

M . Robert W olff’s important article offers the most interesting 
comment. He argues that I have exaggerated the proportion o f 
the debt service to the total expenditure. I f  he is correct in 
putting the debt service for 1926 at less than 13 milliards, his 
criticism is well-founded. I was under the impression that, 
including sinking funds and pension debt, the figure approached 
22 milliards, and that, leaving out pensions (which probably 
ought to be left out for this purpose), it approached i 8j  
milliards. He argues from this that, whilst I am right that 
internal prices will and must rise somewhat, they need not rise
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nearly so high as I indicate. He adds— which is also news to 
me— that, even as things are, the Budget very nearly balances. 
From this, he proceeds to the logical conclusion that France can 
reasonably hope to stabilise the franc at a better figure than the 
25 to 30 francs to the dollar which I indicated. He does not 
commit himself to a precise level, but seems to hint at 20 francs.

Now one might have supposed that M. Wolff, seeing that he 
is not averse to my general line o f thought and only criticises 
me for being too pessimistic, would concur in my proposal that 
the Bank of France should at ieast see to it that the franc does 
not fall below 30 francs to the dollar. But no ! He sees no objection 
to using the Bank’s gold for this purpose, provided such 
measures are postponed until after all the psychological causes 
which are leading to the export of capital have disappeared!

O unchanging France! O wide and vasty Channel! To a 
Frenchman the gold reserves are always for ornament, not for 
use— the family jewels. T o  an Englishman they are always for 
use, and not for ornament-—the family cash. It was so before 
the War; it was so during the War; and it is so now. On this point 
my English critics all support me; on this point my French
rrifirc  all rpiprt mp T h p  A /t/ in rh p ttp r  CZu/ir/ti/i/n ic ricrtit T'hpWJ. M. «.A WkJ MA M. A v j  V» V -A A AV ■ A. r rv A r -A MI * W |l v  f 'Aw# VfVI'f W VW* C lt̂  A. A ̂  AAA.* A AAV
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French gold is purely ornamental and might just as well plug 
the teeth of the public for any use it is.

But I suspect other motives also in this universal reluctance 
in Fans to fix the franc exchange. Too many people think that 
they have an interest in depreciation. A situation is being 
created, as erstwhile in Berlin, where the whoie Parisian 
population are in some way or another bears of the franc. Every 
exporter, every holder of a foreign security, every waiter who 
owns a dollar bill, is better pleased when he reads in his evening 
paper that the franc has weakened than when he reads that it 
is stronger. The waiter calculates that his dollar bill is worth 
another franc; he forgets to calculate that his tips are worth 
less in dollars. So too the investor. Perhaps these secret, never 
expressed, predilections are a more important factor than is
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recognised. I f  Frenchmen want to prevent the franc from 
falling, they will use their gold. I f  not, not.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

In the same issue he remarked after a letter over possible political difficulties 

in the French case.

From  The Nation and Athenaeum, 16 Ja n u a ry  1Q26

The difference, as I see it, between the French and English 
situations, is this. Here equilibrium requires lower prices, in 
France higher prices. Now it is very easy for politicians here to 
say that prices ought to be lower, but very hard for them to do 
it. On the other hand, it is very difficult for politicians in France 
to say that prices ought to be higher, but very easy to do it. Thus 
in practice it will be easier to secure equilibrium in France.

T w o  weeks later he returned to the same issue with further information. 

From  Th e Nation and Athenaeum, jo  Ja n u a ry  IÇ26

S O M E  F A C T S  A N D  L A S T  R E F L E C T I O N S  A B O U T  T H E  F R A N C

One o f the peculiar features of the present financial position in 
France is the difficulty of getting reliable data on matters o f fact, 
such as the existing amounts o f the debt service and Budget 
deficit, which one would have expected to be matters o f common 
knowledge outside controversy. M y recent articles on the 
position of the franc have brought to me several most interesting 
letters from French correspondents, which have helped to clear 
up some of my own doubts. (Why are the private letters which 
reach me from France ten times more sensible and informing 
than the big newspapers? Is it that in France the influence of 
wise counsellors and o f those who know is even more completely 
obliterated by the politicians than elsewhere?)
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First, as regards the service o f the debt. M . Caillaux assessed 
this in the article which he contributed to The Banker early this 
month at 22 milliards. M r Moulton {French Debt Problem, p.
f  t a \ m i f  f t i o  o p f i m l  n o n n / \ n  t r r r a  1  n  t  i  < i f  ^  m i l l i o r / ^ c  n n r l
jiiuy p u t  u iv  a ttu a i puiisiwu Liiai gv  111 ul j  \j  iiiu iia i anu

the actual interest charge on the debt at 16-5 milliards, which 
is in fair agreement with M . Caillaux’s figure, which avowedly
included not only the pension debt but also the sinking fund, 
though not the debts to Allied Governments. On the other hand, 
this figure has been criticised by other authorities, who estimate 
the current interest on the internal debt at less than 13 milliards. 
The available facts seem to be as follows. The interest on the 
internal debt at April 30th, 1925, was made up of:—

(million francs)
Long-term debt 7,451
Short-term debt 2,693
Floating debt 2,763

Total 12,907

Since that date a part o f the floating debt has been converted 
into a 4 per cent loan with interest guaranteed in terms of gold,
on si n K a i i f  n l  m JU Jn rrle  r \ f  c h n r t_ fp r m  A A Ht (\ npt*
m u u  » w u i  y 2  u j  v i  o i iw i  i  twi 1 1 1  v u i  1  j  1 1 1 ^  v  p v i  w v m

interest, has matured and been replaced by Bons de la Défense 
or Dépôts au Trésor which carry less than 5 per cent interest. 
A further part o f the floating debt has been replaced by advances 
from the Bank o f France, which carry a still lower rate of 
interest. Thus the present service o f the internal debt, exclusive 
o f sinking funds, is below, rather than in excess of, the above 
figure. At the present rate of exchange this is equivalent to about 
£100,000,000, which is certainly not excessive; and i f  we allow 
for the disparity between internal prices and exchange, it is the 
equivalent o f (say) £170,000,000.

The actual sum charged on the Budget o f the current year 
for the debt service as a whole is 19 ,817 million francs. The 
difference between this total and the figure given above is made 
up (approximately) as follows:—
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Interest on external
(million francs)

‘ commercial’ debt 
(calculated at 94-77 francs to
the £)

The pension charge 
Sinking fund charge (in round

1,078

5, i 44

fieruresï 700—c»------ /

Since the interest charge on the British national debt in the 
year’s Budget amounts to £305,000,000, 1 agree that the service 
o f the French debt does not absorb so excessive a proportion 
o f the national income, comparatively, as I was inclined to 
suppose. It seems that the service o f the internal debt (apart 
from sinking funds) is not much more than 7 per cent o f the 
national income (taking the French national income in 1926 at 
180 milliards).

Let us now turn to the question o f the deficit on the Budget. 
Under the peculiar system prevalent in France, the outgoings 
of the Exchequer are not accurately known until months or even 
years after the event. In the calendar year 1924 the receipts were 
29 5 milliards. The latest estimate o f the outgoings is 33 
milliards, leaving a realised deficit o f 3 5 milliards; that is to say, 
just about the same deficit as some prophets are anticipating on 
M r Churchill’s Budget. The French position during the current 
year is in some respects worse and in some respects better than 
this. On the one hand, some of the supplementary estimates 
which really belong to 1925 will not have been voted by the 
Chamber until 1926; some increase o f official salaries, long 
overdue, is probably inevitable; and the above figures include 
but a trifle for sinking funds, and nothing at all for the inter-allied 
debts. On the other hand, the additional taxation already voted 
in 1925 has still to produce the greater part o f its results; and 
the substantial rise in internal prices during the past twelve 
months has scarcely had time to affect the yield o f the taxes. 
Lastly, the effect o f the Dawes receipts on the Budget, regard

462



being had to the complicated principles o f their division 
between numerous special accounts, is quite incalculable. The 
upshot is that probably not even the French Minister o f Finance 
(whoever he may be) knows either his income or his expenditure 
for the current year within (say) 10 per cent. In these circum
stances, a Budget statement, in the English sense of the term, 
is out of the question. He is a rash man who expresses any 
definite opinion as to the amount o f the French deficit. 
M. Doumer himself puts the figure at 3 milliards without 
sinking funds and 4^ milliards with them. The Finance Com
mittee o f the Chamber is slightly more optimistic. It looks as 
though the truth may lie anywhere between 3 and 6 milliards. 
I f  the latter figure proves nearer the facts than the former, I 
am confirmed in my previous conclusion that budgetary equi
librium will not be achieved except with assistance from a further 
rise o f prices.

In my first article I expressed the opinion that the note issue 
o f the Bank o f France was already adequate to support a higher 
level of internal prices than rules at present. Several critics have 
questioned this; and further inquiry has persuaded me that they

1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S

lioira cnm a tfii nn tk  Air oir^A 11avv a v /m v  i i u u i  u n  l i i v i i  .
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gold and silver circulating in France before the War. It is 
calculated that the total circulation o f France before the War in 
bank notes and coin together was about 10 milliards. The note 
issue o f the Bank o f France now stands at about 51 milliards. 
Taking the present price level at 5 times pre-war, the circulation, 
uncorrected for other factors, is, therefore, roughly in equilib
rium. These other factors are, on the one hand, that the territory 
in which the franc circulates is increased, and, on the other hand, 
that the hoarding o f notes may be less than the hoarding o f notes 
and coins used to be, also that the Bons which constitute the 
floating debt may serve some o f the purposes of bank notes. But 
I confess that it appears doubtful, in view of the above, whether 
the present circulation o f notes would support a price level much 
above five times pre-war. I f  the equilibriums o f the Budget and
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of the exchange require— as, in my opinion, they well may— a 
higher price level than this, then it would be useless to repine 
at a corresponding further inflation o f the note issue. It would
Kp pccpritnl limirp\.'pr tri pfiTopturn ptonc t n  ctnKslicp flipU V  VLIkJVAX k i U l  ̂  1 1U T T  V T  V l ^  LV/ L U 1\V  V U V V L 1 Y W  L V  U t H  L llVf

exchange, before permitting the slightest inflation.
The idea, that an expansion o f the note issue must necessarily

undo any measures which may be taken to stabilise the 
exchange, is mistaken. On the contrary, some further expansion 
is probably inevitable and even desirable in the long run, unless 
the exchange value of the franc is raised substantially above its 
present figure. There are such powerful economic factors at 
work tending towards a further expansion o f the note issue that 
an expansion will probably occur in any case. The psychological 
effect o f this on the exchange may be serious, unless steps have 
first been taken to stabilise the latter. France’s danger is lest 
every increase in the note issue may precipitate a fall in the 
exchange, and everv fall in the exchange involve after an intervalL? / L/

a further increase in the note issue. French opinion believes that 
the way to stop this endless progression is to cry No more 
inflation. I am o f the opinion that this policy starts at the wrong
_________1 _________1 : -------------------1 u k .  c —  4-i  ___________________ ___________________1 : — u i„  a  „ a  : i ' ; *  . . . — „c i i u ,  a n u  i s  j j i u u a u i y  i u i  m a i .  i c a s u n  u n i  c a u s a u i c .  m i u  1 1  i l  w c i c

to be successful, it would produce the symptoms o f deflation. 
The level o f external prices will inevitably drag up internal 
prices somewhat. I f  this is not compensated by an increased 
volume o f notes, it will be compensated by diminished production 
and by unemployment. Thus, forces have been already set in 
motion which render some further rise o f prices, and conse
quently, i f  the above calculations are correct, some further 
increase in the note circulation scarcely avoidable, even in the 
public interest. I maintain, therefore, that the first step is to 
prevent further exchange depreciation. I do not see that 
anything has occurred as yet to render this objective difficult to 
attain.

Thus, although I make concessions to my critics on some 
important points, each o f these concessions does not weaken, but
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confirms, my original conclusion that the practical first step is 
to fix the exchange with the Bank of France’s gold behind it. 
I f  the figures put forward by my critics are correct, time will
o o m p  tn  t U »  r p c m p  OArmpr t U  -an T tU A iirrlif <inrl un  t h  1 pcc  ct-rom
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to the social system, whilst the policy of exchange stabilisation
_;n u „ „u ___ :______ i *1_____c______________ i:„ l  i c  1_________
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my critics are too optimistic, an undertaking to prevent the franc 
exchange from failing below its present level is provided, 
nevertheless, with a wide margin for safety.
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On 1 8 January The Banker  asked Keynes to write a brief appreciation 
of Lom bard Street to mark the centenary of the birth of Walter Bagehot. 
Keynes agreed, submitting the article on 6 February.

From  The Banker, M arch I Q 2 6

b a g e h o t ’ s  l o m b a r d  s t r e e t

One hundred years have passed since the birth o f Walter
Tî-ifppUnt « -it -im a »»d fUnn fifi-ir cinr>P T  h s i ' V ’ s i  C t v a / y f -  xi70c iirt*iH'Pti
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No book on banking and the money market has ever attained 
such a position— an undying classic, outliving the facts it
describes and the controversies to which it contributes by reason 
o f its author’s sweet persuasive ways, its perfect examples o f a 
certain kind o f English writing, and its truth to human nature. 
It lives by goodness, art and truth, the three immortals, born, 
by accident as it were, out o f a plain description o f ephemeral 
fact.

Its destiny might surprise the anticipations o f the author. 
Bagehot wrote Lombard Street as a piece o f pamphleteering 
levelled at the magnates of the City, to knock into their heads 
two or three important facts. He feared, as he wrote it, how 
unpopular it would make him in bank parlours. ‘ I fear,’ he 
writes in the preface, ‘ that I must not expect a very favourable
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reception for this work. It speaks mainly of four sets o f 
persons— the Bank o f England, joint stock banks other than that 
Bank, private bankers, and bill brokers; I am much afraid that
______„ . : n  fA/VAfltat* urt^Af * n aa< A 4-U ^  T  A»r*X AA4- 1 % a «Tfrt ni i U L i i u  w i u  ( U i u g ç i i i ç i  n n . t  w u a i  i s  9 4 iu  u i  u i c m .  x c a j i c u . 1 1 c  w«xa

right. Not much o f value has been written on these matters in 
the last century which was acceptable at the time to the financial 
powers.

Bagehot’s immediate purpose was practical, and much o f it 
has been attained. But in the last thirty years the book has 
achieved a secondary destiny. It has become the one book in the 
library o f economic literature which every economic student, 
however humble, will have read, though he may have read 
nothing else. In some ways it is but ill-suited for such a use. 
Part o f it deals with obsolete facts, and part with obsolete 
controversies, and much of the remainder is extremely difficult. 
Yet everyone can read it with pleasure, i f  only on account o f

1 n cfnl/inrr noccorrpc n r t A  1X0 im n o rf r \ f  infAticp rpo 11 t'xr
vvi 1 0 1 1 1  OH llilllg  411U 1LO 11I1̂ /4VL Ul HILVllk7W J. VU11LJ •

Bagehot has painted an unfading picture o f the shrewd men who 
in the ’ sixties and ’seventies consolidated the power of London 
as the financial centre of the world. No one has contributed more 
than he to the prestige and glamour o f Lombard Street in the 
world at large. Men and forms, manners and methods have 
changed. But it is his picture o f that hidden kingdom which still 
holds and satisfies the general imagination.

Bagehot wrote in the first flush o f the modern international 
money market; he was the first to describe its intricate and 
elegant features, the first to appreciate its novelty, its possibilities 
and its dangers. ‘ Most men of business,’ he wrote, ‘ think—  
“ Anyhow this system will probably last my time. It has gone 
on a long time, and is likely to go on still.”  But the exact 
point is, that it has not gone on a long time.’ In particular he 
was concerned with the position, the responsibilities, and the 
control o f the Bank o f England. In point o f law and history the 
Bank is a private institution worked for the profit o f its 
shareholders like any other joint stock company. People still

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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talked like this in 1870. ‘ It might be expected,’ Bagehot says, 
‘ that as this great public duty (of keeping the reserve) was cast 
upon the banking department o f the Bank, the principal 
statesmen (if not Parliament itself) would have enjoined on them 
to perform it. But no distinct resolution of Parliament has ever 
enjoined it; scarcely any stray word of any influential statesman. 
And, on the contrary, there is a whole catena o f authorities, 
beginning with Sir Robert Peei and ending with M r Lowe, 
which say that the banking department of the Bank o f England 
is only a "bank like any other bank— a company like other 
companies; that in this capacity it has no peculiar position, and 
no public duties at all.’ It was Bagehot who first insisted that 
by force of circumstances, whether we like it or nor, the Bank 
of England had become a national institution with national 
responsibilities, and could no longer function with primary 
regard to the profits o f its shareholders.

The fundamental duties o f the Bank o f England, according 
to Bagehot, were three— to operate with a degree of caution and 
impartiality beyond what could be required of an ordinary 
enterprising business, to maintain and build up the reserve in
n r r l  i n a r uv iv f i i i w i  j 1 n A  f r t  iicp t h  p rpeprvp witTimit cfint nr limita firmLV/ UJV U1V J. VUV1 T V klivwv t-l.i 1 l

in times of panic. Bagehot’s right policy in times o f panic was, 
perhaps, his most characteristic and significant contribution to 
the practice o f the day— though already in 1825 the Bank had 
rescued the situation along these lines. In times o f panic no one 
but the Bank of England has the power to come to the rescue. 
In such a time, ‘ the holders o f the cash reserve must be ready 
not only to keep it for their own liabilities, but to advance it 
most freely for the liabilities o f others. . .  The ultimate banking 
reserve o f a country (by whoever kept) is not kept out o f show, 
but for certain essential purposes, and one of those purposes is 
the meeting a demand for cash caused by an alarm within the 
country. It is not unreasonable that our ultimate treasure in 
particular cases should be lent; on the contrary, we keep that 
treasure for the very reason that in particular cases it should be
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lent.’ It was Bagehot who hammered this hard truth into the 
hard heads o f the City o f London, who made it part o f British 
tradition and prejudice. No other principle or practice has

f «■<l\ i i  /\n a_
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has ever learnt it— to the prestige and leadership of London.
Bagehot’s view has long prevailed, but even now we sometimes 

speak in the old way. Labour politicians demand the nationali
sation o f the Bank o f England; D r L ea f predicts that appalling 
disasters would ensue from such an act. They both waste their 
words. Bagehot nationalised the Bank o f England fifty years ago. 
We may differ about what our monetary policy ought to be, but 
whatever it is, the Bank o f England stands as an instrument o f 
incomparable power to carry it out.

But if  the Bank o f England is a national institution bearing 
the ultimate responsibility for the mercantile solvency o f our 
economic system, is its traditional method o f government
C lllt !)  h i  p  a n d  a n n r n n r i a t p  in  a l l  r p c n p p t e  ? R a f f p h n t  t h n i  1 r r h t  n n t!_> V* A LU L/1V Air /VVkU < kVIAV/L LAAVUk

and proposed important changes. Within the last ten years there 
has been a certain movement in the direction o f carrying out 
some o f Bagehot’s ideas— the constitution of the Committee of 
Treasury has been somewhat changed, the rotation o f the office 
of Governor has been almost abandoned, a joint-stock banker 
has been admitted to the Board, and a permanent office o f high 
rank has been created in the Comptrollership. Nevertheless, the 
problem remains substantially what it was, and it is still worth 
while to recall what Bagehot wrote. He described the management 
of the Bank thus:

1. The directors, self-elected from amongst the younger 
members o f a limited range o f old-established firms, none of 
them professional bankers— ‘ Many years since I remember 
seeing a very fresh and nice-looking young gentleman, and being 
struck with astonishment at being told that he was a Director 
of the Bank of England.’ They are still to be seen.

2. ‘ The older members of the Board, that is those who have 
passed the chair, form a standing committee o f indefinite
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powers, which is called the Committee o f Treasury. . .A  strong 
Governor does much mainly from his own responsibility, and 
a weak Governor does little. Still, the influence o f the Committee
rtf* r I ' «n J» 1 wTTfm «rn /I AM/t UIa «-1* 1 M A rtlif rA ■* rn n a a
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They form a cabinet o f mature, declining, and old men, just 
close to the executive; and for good or evil such a cabinet must 
have much power.’ This is not far from the truth today.

3. The Governor and Deputy Governor, though shifting, are 
so constantly present during their term that there is no room 
under them for a permanent official of influence. ‘ Under this 
shifting chief executive there are, indeed, very valuable heads 
of departments. The head o f the Discount Department is 
especially required to be a man of ability and experience. But 
these officers are essentially subordinate ; not one of them is like 
the general manager of an ordinary bank— the head o f all action.’ 

So Bagehot sums up thus :
‘ In theorv. nothiner can be worse than this eovernment for 

a bank— a shifting executive; a board of directors chosen too 
young for it to be known whether they are able; a committee 
of management, in which seniority is the necessary qualification,
a n / 1
a u u a m  uiu ag* fia o111V f A e n l f  • a n / 1  n ni VOU1L. a u u  1117 f r n  i n / i / 1  l a a n  I r / i r c  11 aiiivu  u a n a v is

anywhere.’
There are compensations, o f course 1C *___! . . _____ I___- o i c a u ÿ  l i i c r e n a n i s

collected in council are an admirable judge o f bills and securities. 
They always know the questionable standing of dangerous 
persons; they are quick to note the smallest signs o f corrupt 
transactions; and no sophistry will persuade the best o f them 
out of their good instincts.’ ‘ Nevertheless,’ Bagehot concludes, 
‘ the policy o f the Bank has frequently been deplorable, and at 
such times the defects o f its government have aggravated if  not 
caused its calamities.’

Yet Bagehot was perplexed to find a remedy. Should the 
Governor be permanent, and perhaps nominated by the Crown, 
as in some continental countries? There is a great deal to be said 
for ‘ monarchical’ management in business. Yet he doubts the
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expediency o f such a course. Bagehot’s analysis o f the objections 
to it is one o f the finest o f his passages on business psychology. 

First, he would be too powerful. ‘ A permanent Governor o f
4-U a  n  It- / \ f  U 'm  i t r  a i  i l  l \ a  a  f - k  A  i r i * û n  f a n < *  »vt A n  < nU l t  U411K U1 1 - i l lg ia i lU  VVUUIU U t U lit  U1 L i l t  g l ^ a i t a i  L lltll 111

England. He would be a little monarch in the City; he would 
be far greater than the Lord Mayor. He would be the personal 
embodiment o f the Bank o f England ; he would be constantly 
clothed with an almost indefinite prestige. Everybody in business 
would bow down before him and try to stand well with him, 
for he might in a panic be able to save almost anyone he liked, 
and to ruin almost anyone he liked. A day might come when 
his favour might mean prosperity, and his distrust might mean 
ruin.’

And, secondly, Bagehot does not believe that ‘ we should 
always get the best man for the post; often I fear that we should 
not even get a tolerable man’ . And i f  the Governor were to be
a m an n f infprinr inHcrpmpnt in that racp Ratrelint nnints nnf~ —" o — —  r ----------------

with great subtlety and truth, it is in the nature o f his office that 
a considerable time might elapse before he was found out. ‘ A 
Prime Minister, or a Chancellor o f the Exchequer, or a Secretary 
o f State, must explain his policy and defend his actions m
Parliament, and the discriminating tact o f a critical a sse m b ly - 
abounding in experience and guided by tradition— wiii soon 
discover what he is But the Governor o f the Bank would only 
perform quiet functions, which look like routine, though they 
are not, in which there is no immediate risk of success or failure.’ 
‘ A large bank is exactly the place where a vain and shallow 
person in authority, i f  he be a man of gravity and method, as 
such men often are, may do infinite evil in no long time, and 
before he is detected.’ In short, the Governor’s traditional 
silence may allow a misunderstanding or shallow mind to escape 
discovery.

After all this, Bagehot’s final proposal may seem a little lame. 
He proposes that the Deputy Governor shall be permanent, that

470



the London bankers should not be altogether excluded from the 
Court o f Directors, and that the Committee o f Treasury should 
consist of the most competent instead o f the most senior.

I have quoted enough to show how Bagehot’s main strength 
lay in his characterisation o f the psychology of the City, o f the 
springs of motive and the practical behaviour of bankers and 
business men. There are many other passages which invite 
quotation. Let anyone who has not read the famous portrait of 
the private banker of fifty years ago turn to the unforgettable 
description of that enviable station. ‘ There has probably very 
rarely ever been so happy a position as that of a London private 
banker; and never, perhaps, a happier.’ Yet I must add two more 
passages to what is becoming, as every article about Bagehot 
must become, an anthology.

The conservatism o f big business. ‘ A man of large wealth, 
however intelligent, always thinks, more or less— “  I have a great 
income, and I want to keep it. I f  things go on as they are I shall 
certainly keep it; but if they change I may not keep it.”  
Consequently he considers every change of circumstance a 
“ bore” , and thinks o f such changes as little as he can.’

1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S
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or in firmly-rooted traditions o f business. We must examine the 
system on which these great masses o f money are manipulated, 
and assure ourselves that it is safe and right. But it is not easy 
to rouse men of business to the task. They iet the tide o f business 
float before them; they make money, or strive to do so, while 
it passes and they are unwilling to think where it is going.’ 

Bankers under criticism. ‘ The Bank Directors now fear public 
opinion exceedingly; probably no kind of persons are so 
sensitive to newspaper criticism. And this is very natural. Our 
statesmen, it is true, are much more blamed, but they have 
generally served a long apprenticeship to sharp criticism. . .But 
a Bank Director undergoes no similar training and hardening 
. . .  He is not subjected to keen and public criticism, and is not
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taught to bear i t . . .  He is apt to be irritated even by objections to 
the principles on which he acts, and cannot bear with equanimity 
censure which is pointed and personal. At present I am not sure

10  CAneitiirûrtûoc ll U1AO ^Vll^lLlV VUVJÎ3 Uûnûfim fi 1 UVllVllViai.

On 9 February, at the invitation of C. P. Scott, the editor o f The Manchester 
G uardian , Keynes spoke to the Presidential Dinner o f the Manchester Re- 
form Club. His speech, entitled ‘ Liberalism and Labour’ appeared in The 
Nation  of 20 February ( J M K ,  vol. ix, pp. 3 0 7 -1 1 ) .

Keynes sent an advance copy of his speech to H. N . Brailsford, the editor 
of The N ew  Leader. The subsequent exchange of letters is of some interest.2

From  H . N . B R A I L S F O R D , 26 February ig 2 6  

Dear Keynes,
I ought to have written earlier to thank you for sending me an advance 

copy of your speech at Manchester.
I think I should have commented on it much more fully, had not Ben 

Spoor and to a less extent Snowden, spoilt the chance o f a reasoned 
discussion by approaching it in exactly the wrong way.

I can quite understand your feeling that it is the trade unions in the Labour 
Party which make co-operation difficult with people who think as you do.

M y difficulty is twofold. Firstly, though i have none of the reai hatred 
against Lloyd George which Massingham felt, I think him, both by his record

aL  a ««MnnnmUl a  nllri1 T miMMAriA ti r iA k/tnctnu 111» u taiaLLti, an u l l c h ] t im puasiuiç any. i  auppuat c v t i ju u u j  wuu naa

had dealings with him has sooner or later caught him in what one can only 
call in plain English a lie; often the stupidest kind o f He. That was my own 
experience and I know it was Massingham’s. He amuses me so much that
1 cannot be angry with him, but still one has to say at some point ‘ Never 
Again’ .

M y second difficulty is the doubt how far people with your intellectual 
outlook are typical of any fair proportion of the Liberal Party. I cannot 
believe, for example, that the so-called Radical group is nearer agreeing with 
you than the stupidest of our trade unionists. I used to know Runciman 
fairly well, and like him as a human being, but surely his vision o f life is 
nowhere near yours. And the same thing is true o f other abler people like 
Wedgwood Benn and Pringle.

2 For further material on K eynes’s views on Brailsford, see K eynes’ s correspondence with
Kingsley M artin in jfMK, vol. xxvm .
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I f  people who think to any extent as you do formed a group with which 
we could negotiate, I should support the idea strongly.

Our trade union people are so barren of ideas outside their own limited 
area of action, that they always sooner or later follow the intellectuals in the 
Party.

bincerely yours,
H. N. BRAILSFORD
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To H. N. BRAILSFORD, 28 February iÇ2Ô

Dear Brailsford,
I appreciate your points. Indeed, I feel them myself. But time,

in my opinion, still has some work to do before it would be useful
to form any separate group. At present everything is politics,
and nothing policies. We must do the best we can with the
former during the interregnum whilst we are trying to make
progress with the latter. It is the latter which really matters, but
it needs time. .

Yours sincerely,
[copy initialled] j .m .k .

BROADCAST THE BUDGET!

From  Th e Radio Times, 26 February 1Ç26

On 15 February, in response to a request three days earlier, 
Keynes finished a piece on broadcasting the Budget speech. It 
is clearly important that broadcasting should not lend itself to 
propaganda, and, above all, that this great national monopoly 
should never become a propagandist instrument o f the Govern
ment o f the day.

This fact has been so well appreciated by those responsible, 
that the evolution o f broadcasting in this country has proceeded
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on ultra-cautious lines wherever any question is concerned 
which could be regarded as controversial or political.

I grant the wisdom of this. Yet, all the same, i f  every political 
matter is to be excluded for ever, we may be losing one o f the 
best opportunities now available o f doing something for the 
political education o f the big public.

There was a day when political meetings, even where 
front-rank statesmen were not performing, excited a degree of 
interest, which is quite out o f fashion now; when political 
oratory up and down the country, indoors and out o f doors, 
played a predominant part in forming public opinion. Then, 
with the growth of the press and the press telegram, newspaper 
reports o f proceedings in Parliament and o f political meetings 
elsewhere were remarkably full— quite different from the snip
pets which are all anyone gets now. The leading statesmen o f 
the day could reckon on full reports o f their big speeches in the 
leading organs of the press.

Now, for reasons that it is not quite easy to analyse, this state 
of affairs has passed away Political speeches are no longer good 
copy. Even ex-Prime Ministers find that their biggest platform 
appearances may receive but scanty notice, even m Trie Times. 
A sensational statement or rash words will be extracted from 
their context. But no statesman today, except, perhaps, the 
Prime Minister o f the hour, is in a position to expound his ideas 
before the big public in coherent or continuous argument.

It may be that the interest o f the general public in practical 
politics is so far dead that broadcast speeches will make 
unpopular programmes, just as reported speeches are supposed 
to make bad journalistic copy. If, after experience, this proves 
to be so, that may be a valid reason why the British Broadcasting 
Company may have to put political orators on short rations.

But this would be quite a different, and, perhaps, a more solid, 
reason for keeping politics out of broadcasting from that which 
is the ground o f the existing policy, namely, the desire to avoid

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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controversial matter. I suggest, therefore, that it will be an 
immense loss to the cause of political education in this country 
if, in these days o f declining public interest in political meetings, 
and o f declining publicity for reports of political speeches, 
broadcasting is to take no part whatever in spreading political 
information and political argument.

I think that what is wanted is gradually to evolve some system 
fair to all parties, by which broadcasting can become the organ 
of all o f them, and not merely of the Government of the day. 
But i f  such a system is to be evolved we must not be too afraid. 
We must be ready to make experiments— whilst not less ready, 
at the same time, to meet criticism of these experiments on the 
ground o f alleged unfairness to any particular class of opinion.

There will be an opportunity in a few weeks time to make 
a very interesting experiment on these lines. I hear that there 
is an idea on foot to broadcast the Chancellor o f the Exchequer’s 
Budget speech in the House of Commons.

I cannot imagine a better occasion on which to inaugurate a 
broader policy than has been permitted hitherto. The Budget 
speech is largely informatory, and only secondarily controversial.
It is a statement to the public as a whole of how the national 
finances stand. There is no other political event in the year which 
offers so large a proportion of pure political information, which 
everyone, o f whatever party, is equally glad to have.

D . . .  n ______
D U L  mere Is another advantage. 'T 'L  T > . . J ___ . . _________ i_1 ne ouugci spcccn is

exciting, because it may contain surprises which will have been 
kept secret up to the last moment. The public will be willing 
to listen to a good deal o f matter, which it is good for them to 
hear, but which, in other circumstances, they would find dull, 
because their interest is maintained by expectation and curiosity 
about what is to come. M r Churchill, for sure, can be relied on 
not to miss the dramatic opportunities which every Budget 
speech presents.

Personally, I did not like M r Churchill’s last Budget, and it
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is more than likely that I shall not like this one. But I do not 
feel that the Government will be laying itself open to any charge 
o f unfair discrimination on a matter o f political controversy if  
they allow this experiment to be made.

Only two safeguards seem to me to be necessary. The consent 
of the two other party leaders in the House o f Commons ought 
first to be obtained; and one or two competent critics o f the 
Government policy should be allowed to have their say at an 
early succeeding date.

T o  broadcast the comments which the Opposition spokesman 
may make immediately after the conclusion o f the Budget 
speech would not be enough. The public would be bored by that 
time, and the Opposition would not have had time to collect 
their thoughts or to marshal their arguments. But I am sure that 
everyone would feel that due impartiality had been observed if, 
for example, one or two ex-Chancellors o f the Exchequer from 
the Opposition parties were to be offered the opportunity to 
broadcast their criticisms and comments.

It has long been the custom to allow public buildings to be 
used for political meetings, subject to strict impartiality of 
treatment. This is a precedent on a small scale for the far more 
important problem o f politics and broadcasting.

A C T I V I T I E S  I 9 2 2 - I 9 2 9

Late in March, in the light of his previous contributions to discussions,3 
Keynes appeared before the Royal Commission on Indian Currency and 
Finance which was then examining witnesses in London. Before he appeared 
before the Commission, he submitted a written memorandum on the 
Commission’s proposal for a gold standard for India,

3 See J M K ,  vol. r and vol, xv, chs. 2 -5 .
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From  the R o y a l Commission on Indian Currency and Finance, 
M inutes o f  Evidence.
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C URRE N C Y  AND F I N A N C E

HEADS OF MR J. M. K E Y N E S ’S EVI DENCE

1. i  see no advantages in a gold currency over a gold 
exchange standard except to placate Indian opinion.

2. I f  there are no great disadvantages and the matter is one 
o f comparative indifference, it is better to placate Indian opinion 
than to thwart it, even though Indian opinion is misguided.

3. The measure o f the possible disadvantage depends on
(a) the effect on the international value o f gold;
(b) the effect on the London money market;
(c) the effect on the international position of silver;
(d) the financial cost to India.
4. I do not lay great stress on (a). £103,000,000 could be 

spared from the world’s gold reserves, and need have no effect 
on prices or on the supply o f credit. Any effect which the
W1 r a w a l  m i t r l i t  l i a v p  w n n l r l  Kf* t h p  r f * c i t l t  rtf a u n i H a W p  n n l i p vH 1 ** TT MX V AAM 1 V IT VVAA\4 V V VA. A V J. VMMI W V Æ. M T V A VA V* V AV VAAV^

not o f necessity.
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securities from the Indian gold standard or paper currency 
reserves or by raising a loan in London, the strain on London 
may be severe— though no more severe than from any foreign 
loan o f comparable amount no part of the proceeds o f which are 
directly spent in Great Britain. It appears to me, however, that 
it would be wrong to oppose the change on this ground. It is 
a consequence, and part o f the risk, o f London’s undertaking 
international banking on a gold basis. One’s banker has no right 
to complain when one draws a cheque on one’s balance, even 
though it inconveniences him and he knows that you are going 
to spend it stupidly.
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6. (c) The possible effect o f the change on silver is much 
more important and dangerous than its effect on gold. Assuming 
that the scheme is successful in getting gold into circulation and

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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paper currency reserves, the effect on the value o f silver may 
be disastrous.

I suspect that the current supply o f silver from the mines is 
somewhat inelastic— partly because an important proportion is 
now produced as a by-product o f lead and copper. The demand 
for silver on a large scale is mainly from India and China. I f  
India steps out from under, China will have to choose between 
doing the like or suffering a collapse o f her exchanges. I should 
think it not unlikely that China, faced with the prospect o f being 
alone in the world in the use o f silver on a large scale, would 
be forced to move towards gold. What would happen to silver 
then? I f  for several years India meets her own normal demand
for silvpr h v  mpltinor rnnpps T shnnlH n a t hp snrnrisprl tn c p p1U1 f J  AAA W A I.A A A ̂  A V A J ^ / - A .  LJ A A Ay M A M AA\/I. Ay «■> LAMA A A LI V M b\y LAW

silver fall to half its present value in terms of gold. All the silver 
interests in the world would be up in arms. And, not least 
important, India would by her own act have depreciated by 
perhaps 50 per cent the predominant store o f value o f her own 
people. This forecast may be over pessimistic but the figure o f 
24a. suggested in the commission’s questionnaire strikes me as 
very optimistic. In any case the proposal now under considera
tion is obviously calculated to make the price o f silver fall 
seriously. As soon as this is felt, will the Indian public thank 
the politicians who have been clamouring for it? In my opinion, 
India still has a considerable interest in the stability o f silver. 
For the gold market £103,000,000 is no great matter: but for 
the silver market the silver in the equivalent value o f rupees is 
overwhelming.

7. (d) I f  I am right in supposing that the release o f the silver 
in £103,000,000 worth o f rupees might halve the price o f silver, 
the gold required would cost about three times the value o f the 
silver released: that is to say, the changeover would cost India
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about £67,000,000 in terms of real resources. Now suppose 
India has £67,000,000 to play with, can one easily conceive a 
more senseless way o f using it? Are there not a hundred better 
ways of using such a sum?

8. The proposition impresses me, therefore, as being a plan 
to spend some £67,000,000 in destroying the purchasing power 
of the favourite store o f value, namely silver, of the great mass 
of the population. This is very foolish indeed and perhaps 
dangerous— sufficiently foolish and dangerous, in my judge
ment, to justify the Government of India in turning it down. I 
think that it would show a want of courage to accept a proposal 
contrary to Indian interests, for fear of being supposed to refuse 
it out o f a regard for British interests. It is o f course not 
improbable that the attempt to put gold into circulation in India 
would prove a fiasco— so that a gold currency could be offered 
as a gesture having no important practical consequences. But 
it would be wrong in principle to gamble on this from the mere 
desire to make a gesture.

9. I should like to say in conclusion that stability of internal 
prices in India is, in my opinion, much more important than 
stability o f foreign exchanges. I attach very little importance to
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a legislative enactment fixing the rupee at is. 6d. On this 
criterion, however, whilst there is not much to choose between 
a gold standard with gold circulating and a gold exchange 
standard, some advantage lies with the gold exchange standard. 
Moreover, the gold exchange standard, whilst open to most o f the 
objections against a pure goid standard, does at any rate secure 
most o f the advantages, such as they are, as economically as 
possible and without a waste of resources.

10. I believe that the Royal Commission would do well to 
do nothing.

19 March 1926
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Keynes appeared before the Commission on 22 March.

From the R o y a l Commission on Indian Currency and Finance , M inutes o f  
Evidence

ROYAL COMMISSION ON INDIAN 
CURRENCY AND FINANCE

THIRTY-EIGHTH DAY
Monday 22 March 1926

Present :
The Right Hon. Edward Hilton Young, P .C ., D .S .O ., 

D .S .C ., M .P . (Chairm an)
Sir Rajendranath Mookerjee, 

K .C .I.E ., K .C .V .O .
Sir Norcot Hastings Yeeles 

Warren, K .C .I.E .
Sir Reginald Mant, K .C .I.E ,, 

C .S.I.
Sir Henry Strakosch, K .B .E .
Sir Alexander Robertson Murray, 

C .B .E.

Sir Purshotamdas Thakurdas, 
C .I.E ., M .B .E ., M .L .A .  

Professor Jahangir Coverjee 
Coyajee

M r William Edward Preston 
Secretaries

M r G . H. Baxter 
M r A. Ayangar

M r John Maynard Keynes, C .B ., called and examined.

* ^  t / T V A f Ta A J A Ilt\ />i i It /1 /« l a y«sf m  /r /i // üm  » /r I *  ÿ a a st. .ma a a aa // !• a /a  Æ M 1% a h
^Lnnn\iviAi\j j  c/m n u c c  i/cc/t g u u u  cn u u g n  iu  w rite  u n u  n e t  y  us un

the subject o f  our enquiry this morning. You are a Fellow  and B u rsar o f  K in g 's  
College, Cambridge, Editor o f  the Economic Journal, and Secretary o f  the 
R oya l Economic Society, and you were a member o f  the Chamberlain Commission 
in i ç i j - i g i 4 ?  Yes.

12,922 You have been good enough to let us have a short memorandum4 o f  
the principal headings o f  your evidence. What is you r opinion as regards the 
relative advantages o f  a gold currency standard and a gold exchange standard? 
I am aware of none except the political advantage o f placating Indian opinion. 
I have seen arguments as to the likelihood o f a gold currency bringing gold out 
of hoards. It is the only solid argument I have seen in favour o f a gold 
currency. It is difficult to express an opinion on that, but I see no reason 
to accept it. A  gold currency might quite possibly have the opposite effect 
in that gold would be a little easier to obtain than otherwise.

4 Above, p. 477-9.
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12 .9 23 B y  providing more gold you might encourage the tendency to hoard? 
You would increase the facility for obtaining gold in small quantities.

12.9 24  A s a matter o f  fa c t , at present there are no difficulties in obtaining 
metallic gold fo r  ornaments, etc ? I am not well informed as to the size of the 
units in which gold can be conveniently purchased. I was under this 
impression that a gold currency might slightly facilitate the obtaining of gold 
in very small quantities.

12.925 B y  increasing the facilities fo r  obtaining the smallest possible unit in
/) /I A/J jo - f  r r  J t J A ? V  00i n q jrtwpç. 1t j  g is iw  l i n n s  JL va .

12.926 The smaller the gold coin the greater that opportunity? Yes.
12.927 What are the possible disadvantages o f  a gold currency system such 

as is proposed in the memorandum which has been submitted to you fo r  your 
consideration? I hold strongly that if  there are no great disadvantages and 
if the matter is one relatively of indifference, then it is better to placate Indian 
opinion by conceding what is desired even though one may think oneself that 
Indian opinion is misguided. It is not so much a question of deciding what 
is ideally best, in my opinion, as in judging whether there are grave 
disadvantages in the proposed scheme. The measure of these possible 
disadvantages seems to me to depend, first of all, upon the effect on the
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thirdly, the effect on the international position of silver; and fourthly, the 
financial cost to India.

12.928 Take these in order—first o f  a ll, the effect on the international value 
o f  gold. I do not lay great stress on that. The figure of £103,000,000 has been 
suggested. I think that could be spared from the world’s gold reserves, and 
need have no material effect on prices or on the supply of credits. I emphasise 
the word that it need not, because I quite agree that it might. It wouid depend 
upon the policy pursued. I mean that I see no reason why a policy should 
not be adopted which would prevent a gradual withdrawal of that amount 
of gold from having any sensible effect. Gold is now not used in circulation 
to any extent worth mentioning anywhere. The amounts of the gold reserves 
of the world are arbitrary within wide limits. There is not much reason why 
they should be the present figure rather than another figure. We could 
support a much higher price level with the existing reserves, and equally, 
we could also have a much lower price level without materially affecting them. 
The price level depends not on the quantity of gold in the world, but on 
the policy of the central banks as regards their reserve proportions.

12.929 The policy by which the disturbing effects might be avoided would be 
the policy o f  the central banks o f  the world? Yes.

12.930 A n d  it is they who might, in you r opinion, avoid the disturbing effects 
by reducing their reserves. It seems to me that it might easily be done because
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this sum is not very large spread over some time in relation to the normal 
movements of gold.

12 .9 31 You said that in your opinion £/oj,ooo,ooo could be spared from  
the gold reserves. Where would it come from> in the first place?  It would 
probably come first of all out o f the current production of gold. There is 
a production of gold at present in excess o f the non-currency demands, so that 
in the absence o f a scheme o f this sort I should expect the bank reserves 
of the world to be on the increase, so that part o f these requirements could 
be provided merely by avoiding an increase in the gold reserves in the banks. 
It is suggested in the memorandum this would be spread over ten years. I f  
it is spread fairly evenly over the ten years I should not be surprised if  the 
whole amount could be provided in that way. I f  the earlier years took more 
than their quota from the £103,000,000 it might be necessary to have some 
reduction in the reserves, but it would be nothing worth mentioning in 
relation to the aggregate o f those reserves.

12.932 Is the general question o f  the fu tu re o f  the world's gold supply a matter 
on which you fe e l  able to assist us? Do you mean the future production o f the 
mines?

12.933 The relation between the world supply and demand fo r  gold in the 
foreseeable future. I take a heterodox view of this. I think it is a matter devoid 
of importance, because I think the world’s demand for gold is just whatever 
the world chooses. The world’s demand for gold is not a fixed demand. 
Supposing the United States Federal Reserve Bank decided to work to a 
normal percentage of 80 per cent, you have one demand ■ and supposing it 
works to a normal percentage of 60 per cent, you have another demand ; and 
similarly in the case of the Bank of England or the Reichsbank, or the Bank 
of France. I cannot conceive but that these banks will in fact, over periods 
of time, adjust their proportions to whatever the supply is. So that I do not 
regard demand as anything which exists independently o f the supply, but 
as something which is so artificial that it will adjust itself, or can adjust itself 
if skill is exercised, whatever the supply turns out to be.

12.934  H ave you any opinion about the other side o f  the book,— the question 
o f  supply? I do not think, my opinion is worth much on that.

12.9 35 That is not a matter which you have gone into? I know no more than 
is common knowledge.

12.936  Turning back fo r  one moment to the demand and the question o f  the 
United States, in your opinion is it a practicable policy which can be foreseen  
in the foreseeable future that the central banks o f  Europe should be able to make 
substantial reductions in their proportion o f  reserves, particu larly taking into 
account the effects o f  that upon the general confidence in the present state o f  the 
world? I think it is entirely a matter o f taste. In our own case the present
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fixed amount of the fiduciary issue of the currency notes and the Bank of 
England together has the effect of locking up and rendering completely 
useless by far the greater part of our gold. It is just a matter of taste how 
much of our gold we choose to make useless. I f  we choose to make useless 
£25,000,000 or £50,000,000 less in the course of the next few years, we could 
find nearly all the gold required by India in excess of the current production 
of the mines without the loss having any consequences whatever. There is 
no rhyme or reason behind the present arrangement.

12,937 S h a ll we say it is a matter o f  convention ; but confidence is sometimes 
based upon convention and not upon reason? Yes; but this would not require
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fiduciary issue is fixed at one figure or another public opinion a week later 
will be iust as content with the one as with the other.

12.938 Then the second possible disadvantage to which you referred was the 
effect on the London market. W ill you enlarge on that? I think there the 
question depends on the particular means by which India raises, not so much 
gold, as the resources to pay for the gold. I imagine it is possible that that 
might be done to a considerable extent by selling sterling securities out of 
the Indian gold standard or paper currency reserve, or by raising additional 
loans in London. In that case, if the sales were fairly rapid the strain on 
London might, in my opinion, be quite severe; but no more severe than from 
any other foreign loan of an appreciable amount, no part of the proceeds of 
which are spent in Great Britain. I think, however, that it would be wrong 
to oppose the change on this ground, or to let it weigh appreciably. It is a 
consequence and part of the risk of London’s undertaking international 
banking on a gold basis. I f  India is not free to realise the sterling securities 
in the gold standard and paper currency reserves absolutely whenever she 
likes, it is obviously a wrong policy to have such securities as part of the 
reserve at all. One’s banker has no right to complain when one draws a cheque 
on one’s balance even though it inconveniences him, and he knows you are 
going to spend it stupidly.

12.939 -As regards the sale o f  securities, there might be an analogy between 
that and a draft upon one's balance, but as regards the raising o f  supplementary 
credits, i f  that were necessary, in London, /  suppose the analogy fo r  that would 
be more in the nature o f  starting an overdraft? Certainly I think that new 
credits are a different question. About that I hold, not only in the case of 
Indian loans but about all foreign loans, that the principle of the controlling 
of foreign loans is a right one, and one towards which we shall move. We are 
at the moment living in a state of reaction against the controls of the W ar 
period, and at a time when financial rectitude is believed to be whatever 
happened in 19 14 ; but that will not last very long.
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12.940 A s regards the sale o f  securities, that may be said to be as the right 

fo r  In d ia ? Yes.
12.941 The raising o f  credits could never be a matter o f  right ? No. That 

matter must be a matter of agreement. I think the Treasury or the Bank of 
England would be absolutely justified in making difficulties about such a loan, 
if it appeared likely to embarrass the London money market.

12.942 The parties to the agreement would negotiate from  the point o f  view  
o f  their own interests? Yes.

12.943 Would it be possible to raise credits o f  the magnitude required directly 

in London without necessity fo r  the concurrence o f  N ew  Y o rk?  So  far as I can
trt **«•*(eo it^Ua Ia  rim m in t «n t L aaiA,) i t  w u u iu  u v  xui j .n u ia  tu  idiov/ u iv  w j iu iv  a in v u i iL  iv/V|uu v u  in  v iiv

earlier part of the period at any rate by the sale of sterling securities out of 
the existing reserves.

12.944 That is ££0,000,000 in the first yea r, is it not? Is it as much as that? 
I am speaking subject to correction, because I have not got in my head the 
total of the reserve.

12.945 £^5,000,000 at the outset and  £35,000,000 in the first y ea r or two? 
Perhaps you could tell me for my guidance what the aggregate of the sterling 
securities of the two reserves is? It is £40,000,000 in the gold standard 
reserve, is it not?

12.946 It is 80 crores.5 Then it would go a very long way.
12,945 1(35,000,000 at the outset and  £35,000,000 in the first y ea r  or two. 

Then I think perhaps that is not quite correct. Perhaps you could tell me 
for my guidance what the aggregate of the sterling securities of the two 
reserves is? It is £40,000,000 in the gold standard reserve, is it not? 
not that suggest that it would be necessary to supplement the sale o f  securities 
with credits? You have got securities for 80 crores and certain sales o f silver. 
It looks to me rather a close thing; I agree that it would be imprudent in 
all probability to take this step unless you did see your way to borrow 
something.

12.949 To back it up? The amount of the loan need not be very great.
12.950 To generalise that question somewhat, do you think it would be possible 

to carry this policy through without the substantial concurrence o f  the N ew  York  
money market? I think it would be much better to have the concurrence of 
the New  York money market; but it appears to me almost unthinkable that 
you would secure it because of the reasons which I come to later, of the effect 
on silver.

12 .9 51 Perhaps that w ill come out more definitely in connection with your  
third heading? Yes; but I concur in the drift o f what you are suggesting, 
namely, that some loan would probably be required, and that London would

s One crore of rupees equals ten million rupees.
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be justified in making difficulties if  simultaneously there were large sales of 
sterling securities held by India. Therefore, the position of the United States 
is significant.

12.952 Ju s t  before we pass away from  gold , I  should like to ask you a further  
question. How in your opinion would any unfavourable consequences react 
actually upon the interests o f  the Indian community ? Supposing that your 
anticipations that this drain o f  gold would be carried out without disturbance 
were unfortunately not to be realised, and supposing there were to be a 
disturbance, what then? In London?

12.9 53 Yes, a ™se in Bank rate? I can hardly imagine that the disturbance
nrAill/1 Kâ f'ül'miic' annnrrli fr» Unira «•aftnvr /\n T fUm lr fU/tf tt tir/Mil/Invuiu UU 3V«1IVU3 VllVUgil IU uavv UIUUI IVUtA OH lllUld. 1 LI 111 Lit Lllcftl XL WUU1U
not be to the advantage of India that we should have dear money here, but 
it should not reauire anv verv desnerate measures on our narr. T should have
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thought it would merely mean that a certain percentage of our normal foreign 
investment should take this form for a period. It would not mean that we 
should need to do anything more drastic than to make foreign investments 
in this form instead of some other form.

12.954 -f P ut the question rather more clearly. Would the disturbance to 
the world’s gold markets, and particularly in London, be a disturbance which 
India could afford to neglect, as having no effect upon Indian interests? I f  the 
disturbance was great, it would have an effect on Indian interests; but I 
should not anticipate a disturbance sufficiently great for it to be necessary 
for India to consider that from her own point of view very seriously.

12.955 Then with regard to silver, which you mentioned just now, what in 
effect would be the disadvantages on the international position o f  silver? In my 
opinion the possible effect of the change on silver is much more important 
and dangerous than its effect on gold. Assuming that the scheme is successful 
in getting gold into circulation, and that gold replaced silver rupees in 
circulation in the paper currency reserves, the effect on the value of silver 
might be disastrous. I suspect that the supply of silver from mines is
_______ 1___ :__________ u,,*- ............:n  ̂ ____ _________ ________________ _buiiicwiiai mcia&uu— uui yuu wm piuuauiÿ uc icucivmg cApci 1 cviuciiuc un
that from other sources— partly because a large proportion— I have heard 
the proportion of 50 per cent mentioned— of silver is now produced as a 
by-product of lead and copper. The demand for silver on a large scale is 
mainly from India and China. I f  India steps out from under, China will 
have to choose between doing the like, or suffering a collapse of its silver 
exchange. I should think it is not impossible that China, faced with the 
prospect of being alone in the world in the use of silver on a large scale for 
currency purposes, would be forced to move towards gold. In that case what 
would happen to the silver? I f  for several years India was meeting her own 
normal demand for silver by melting rupees, I should not be surprised to
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see silver fall to half its present rate in terms of gold. All the silver interests 

in the world would be up in arms; and, not the least important, India would 
by her own act have depreciated by perhaps 50 per cent the predominant 
store of value of her own people. This forecast may be over-pessimistic; but 
the figure of 24d. suggested in the Commission’s questionnaire strikes me 
as very optimistic. In any case the proposal now under consideration is 
obviously calculated to make the price of silver fall seriously. As soon as that 

is felt, will the Indian public thank the politicians who have been clamouring 
for it? In short will the present public opinion, such as it is, in favour of 
the change, be an enduring one ? In my opinion India still has a great interest 
in the stability o f the value of silver. For the gold market, as I have already 
explained, £103,000,000 is no great matter; but for the silver market, the 
silver in the equivalent value of rupees is overwhelming.

12.956 You say that India still has a considerable interest in the stability 
o f  silver. You are referring to the interest in the large amount o f  silver held as 
a store o f  value? Yes.

12.957 Is there any other substantial interest which is present in y o u r mind? 
No.

12.958 You referred to the connection between the price o f  silver and the lead  
and copper markets. / wonder i f  you would am plify that at a ll, to make it clearer 
to us how the two w ill react on one another? I understand that a considerable 
amount of silver is now obtained in the course of refining lead and copper 
Though this is not the case in all the mines from which silver comes, it is
fh p  r a s p  in  a o r e a f  m i m W  t h a f  IraH  a n il  r n n n e r  a rp  t h e i r  m a in  n r n r l i ir fR
v“ * --------------------------------- •'"’ ** "'*** — ------- f'*

though they make their profits sometimes out of the relatively small amount 
of silver which they obtain incidentally. I f  silver was to fall in price heavily, 
it would be a matter of embarrassment to those mines, and would diminish 
their profits, and might put some of them out o f action. But as the value 
of the silver they produce is not very great as compared with the value of 
the lead or copper they produce, it would probably have to be a very severe 
fall in the price of silver before any great proportion of those mines would 
be put out of action. It might be that the fall in the price of silver would 
be compensated for by the rise in the price of lead and copper. I am not 
an expert on this matter; but my impression is that a fall of 20 per cent in 
the price of silver might diminish the new supply of silver surprisingly 
little ; so that in order to bring about equilibrium between demand and supply 
when the Indian demand was removed, a very heavy fall indeed in the price 
of silver would have to take place.

12.959 It  would be against the market both ways? It would be against the 
market both ways; and there would be a further aggravating circumstance, 
you must remember. I f  a policy of this kind were to be announced, the world’s
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confidence in the future price of silver would be undermined, so that it would 
become a less eligible article for a store of value than previously. You might, 
therefore, have a great tendency to sell on the part o f people who would 
otherwise be hoarding silver; with the result that you would not only have 
the Indian currency demand removed, but you might have a considerable 
part of the demand for silver as store of value throughout the world removed. 
It might well happen, when it was seen that the price of silver was doomed 
to fall, that there would be a strong tendency to change over from silver to
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! _ t_ _l Jguiu in an pan» ui me wunu wnere »nver is sun nem in large quantities as 
a store of value; so that a certain fall in the price of silver might precipitate 
a much greater fall. I f  the best opinion held that silver would fall from 3od. 
to 24d., I should expect that to precipitate such a flood of silver on to the 
world’s markets, and to offer such a strong incentive to bear speculation that 
at any rate in the first instance, silver would fall to a great deal less than 24d. 
This seems to me much the biggest point from India’s point of view. T o  
introduce this great instability into the silver market, might have conse
quences of a really disastrous kind, when you consider what part silver plays 
in the life of India. It is a step which ought not to be taken lightly, but only 
for very grave cause.
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us how the fu l l  consequence would be realised in Indo-Chinese trade o f  a f a l l  in 
the value o f  silver?  O f course it would make it extremely difficult for China 
to import until the new equilibrium had been reached. The amount of her 
own money which she would have to offer for goods in the international 
market would be very greatly increased ; and if China were simply to remain 
on her present basis, during the whole period of the change, there would 
be severe obstacles in the way of any manufacturer or trader who was 
accustomed to ship goods to China for sale there. On the other hand, there 
would be for the time being an artificial stimulus to export from China, and 
any markets which were in competition with the Chinese exports would be 
also interfered with. I have not clearly in mind exactly how far Indian 
interests are in either o f those positions. I know they are to a certain extent, 
but I am not conversant with the precise figures, which no doubt you have 
from other sources.

12,961 You suggest that they might be forced  to move towards gold? I t  has 
been put to us in evidence that China is really incapable o f  moving in any direction 
under present conditions. That sounds to me very likely, but here one is 
looking forward over a period of ten years. In former days before the War 
when China was in a more settled condition, there was a great deal o f talk 
of moving towards gold, and they had Commissions of Enquiry similar to 
this one. Though I should imagine it is true at the moment that China would
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be incapable of any change, you have to remember that silver does not 
circulate in China by edict, but by custom. The ordinary private life o f China 
goes on amazingly unaffected by political events. It is impossible for me to 
predict in what way a move o f this sort, once it had got going, might influence 
the opinion of the ordinary merchant in China. It would certainly influence 
it to this extent, that he would be less willing to keep stocks o f silver on hand. 
Like everybody else, he would dislike holding a depreciating store o f value, 
so that you might have a tendency for rich men in China to move over 
towards keeping their reserve in some other form than silver even if the 
Government was quite incapable legislatively o f taking such a move.

Î2,yu2 rTL~ + 1 rtui __ u ___n +u'i/uiu fç^ u ii irt u/riui t „ j _____j  ____1 rrugrii u in  n uç/nunu ju t  lu turner m il gum
in C hina? It might be gold. They might be more anxious to keep their money 
in the banks on a gold deposit basis-1 do not know what form it would take.

12.963 I f  it took the form  o fgold , undoubtedly the circumstances would have 
to be taken into consideration as to how f a r  it would affect the situation as regards 
the world gold market? I should think it would. I think one can be sure that 
the Chinese business men, who are very shrewd and by no means removed 
from general knowledge on these matters, would not be anxious to hold a 
depreciating store of value. So that the ultimate reaction of the relative values 
of gold and silver of a move o f this sort on the part of India, if the world 
took it seriously, could hardly be exaggerated. As I say, I lay much more 
stress on this side of the matter than on the purely gold side.

12.964 In contemplating that fo r  several years India would be meeting her 
own normal demand fo r  silver in the way o f  the rupee, were you considering the 
suggested possibility o f  an import duty on silver?  I was not clear what form 
it would take, but was assuming that in some way or the other the Indian 
Government, being a seller of silver, would reserve the local markets for its 
own demand. It might be by selling silver a little cheaper than it could be 
imported, or it might put an import duty on silver— I think that the latter 
course would have a great deal in its favour. But I do not base my argument 
necessarily upon such a course.

12.965 Would the import duty serve to protect the value o f  the Indian  
holdings o f  silver against the otherwise possibly inevitable decline to which you  
referred? Quite possibly, if it was a very heavy duty it would no doubt protect 
them to a considerable extent. But there has always been a considerable 
export of silver from India over the land frontiers, and if  people who were 
accustomed to do that trade were finding that the value of silver in the outside 
world was very much below that o f the Indian silver it would probably affect 
confidence in the value of silver in India itself. In the case o f an article like 
silver which is largely useless, and is kept as a store of value and not for use, 
the influence of opinion on its value is o f an order o f importance quite
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different from what it is in the case of something which is consumed year 
by year.

12.966 It  has been suggested to us in the evidence that the desire fo r  silver 
is so strong, and the habit o f  using silver as a store and fo r  ornament is so 
inveterate, that the cheaper silver is the more it w ill be bought ; and it does not 
matter how f a r  it fa lls  in that case. Does that seem to you to be a circumstance 
which should be taken into consideration? I think that is one of the hoary old 
maxims about currency affairs which are all false. It is always said that people 
are very conservative in matters of money, and will never adapt themselves 
to a new situation. All experience, in my opinion, shows to the contrary. It
ic  m n c t  a c fn n ic K iru r  fn  c p p  th p  v n 'tv  in  w liirV i f l ip  n n K li/ ' w i l l  r a n iH Iv  a H a n flin jyi. 1.U1 vv WVV Vil-V H »  j  xu >l xxtvil LJIV V11V n 111

themselves to a new situation in currency matters. One example which always 
struck me, because it was always quoted in advance to the contrary, was that 
of Egypt. Egypt was always represented as the one country which would never 
handle anything but hard metal ; in fact there was no country in which paper 
currency was introduced more easily during the War period.

12.967 Although the public may be uninstructed in India , you have a large 
Professional class o f  extremely intelligent dealers and brokers? N o one is 
uninstructed in that sort o f matter.

12.968 N ot even the Indian ryot?  I should doubt it.
12.969 You say a ll the silver interests o f  the world would be up in arms, but 

I  gather one must add to that, in view o f  your previous analysis, in common 
interest to the people as w ell?  I include those as silver interests.

12.970 Would that have special relation to the reception o f  any proposals in 
the United States?  Yes.

12.9 71 You have already mentioned in the course o f  a previous reply that 
that is a matter to be taken into serious consideration? Yes.

12.972 Would you explain that and tell us what you think about that matter, 
as to what the view o f  the United States wouid be on the subject? I think great 
play would be made in the United States with the history of the Pittman

T #* n A in fo /1 m 11 flin t urU A4S Tn/lin
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matter, the producers in America were prevented from obtaining profits they 
might have obtained, and the American Government behaved with extreme 
handsomeness towards India. In view of that, a move tending towards the 
depreciation of silver would be regarded by American opinion as something 
which India was certainly entitled to do, but not something for which it was 
entitled to invite American assistance. In the present state of opinion in 
America I am sure there would be a difficulty in raising a loan— which would 
not anyhow, be particularly attractive to America from the Americans’ selfish 
standpoint— for the express purpose of making difficulties for two of 
America’s leading products.
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12 .9 73 To put it baldly, though the gold interests tn the U nited States might 
see no objection, the silver copper, and lead interests would have a very strong 
objection? Y es; moreover for the gold interests the project would be a matter 
of indifference, because unless it is going to increase materially the value of 
gold, it does not do them any good and, as I have explained, I see no reason 
why it should materially increase the value o f gold.

12.974 The fourth disadvantage to which you  referrred is the expense or 
financia l cost to India. What it would cost India depends upon the price she
realises ior ner silver, ana tne price at wmcn sne sens out ner sterling securities 
or is able to borrow. Taking the simple question o f silver, if  I am right in
-------------------------- : ______ . . U * »  i n  T A - l  A A A  A A A  I l f A t ' t U  r t fsuppuamg uidi Lilt itivaat ui luv, ainvi an pvuiivns n vnn vt
rupees might halve the price o f silver, I calculate very roughly that the gold 
required would cost three times the value o f the silver released: that is to 
say, the changeover would cost India somewhere about £67,000,000 in terms 
of real resources. I f  we suppose that India has £67,000,000 of real resources 
to play with, can one easily conceive a more useless way o f using it? Are 
there not, in the opinion of everybody, a hundred better ways o f employing 
such a sum? The proposition, therefore, impresses me as being a plan to 
expend some £67,000,000 in destroying the purchasing power o f the 
favourite store of value of the mass of the population. Such a step, with all 
its risks and unforseeable consequences, strikes me as very foolish indeed, 
and perhaps dangerous— sufficiently foolish and dangerous to justify the 
Government of India in turning it down. I think it would show want of
r'AnM O p nn  th p  n a r t  n f  th p  R ritio h  aH uiepre tn  a p p p n f a n m n n c a l  r n n t r a r v  tnWWt VJ1 l-MV V V/l 1.11V l^HHUll T 1UVI U VV tiVVVJ/l M J/l VUM1 W i l l !  Ml J  W

Indian interests for fear of being supposed to refuse out of regard for British 
interests. We have the curious position that probably hardly any Englishman 
conscientiously believes that this scheme is in India’s interests, but a good 

many, from praise-worthy motives, are prepared to support it out of 
deference to what they believe to be misguided Indian opinion. Th e danger 
is not that British opinion will be unreasonably allowed to ignore Indian 
opinion. The danger is that misguided Indian opinion will be allowed to have 
too great a weight. O f course, it is possible, and it is not improbable that 
the attempt to put gold into circulation in India would prove a fiasco, so that 
the gold currency would be introduced normally as a gesture without having 
important practical consequences; but it would not be right to gamble on 
that probability just in order to make a gesture.

12,975 A s regards that last point, would it be possible to announce such a 
policy without at any rate some o f  these reactions on the silver market to which 
you have already referred? No, I think that is true. I think that even the 
announcement would produce some of the consequences. But if  in fact the 
new scheme did not come into operation to any great extent, those 
consequences would work themselves out before long.
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12.976 N o important expense mould be incurred, as you suggest, i f  this scheme 
mere to prove a fiasco ? No.

12.9 77 The only expense incurred, I  imagine, mould be i f  credits had been 
established beforehand, mhich mould cost something? Yes. But it seems to me 
it would be rather a strange policy to introduce a scheme of this kind in the 
hope that it would prove a fiasco.

12.978 Casting back fo r  a moment to your figure o f  £67,000,000 , perhaps 
it is rather a question o f  mechanism and detail, but could you explain to us in 
mhai form  that expense mould come home to roost on the Indian taxpayer?  ît  
would come home to roost in that he would not receive the interest on the
cfprlinfT cpmrihpc rmn; i f  Kd crblrl • >inrl }ia urnn \A V, «1 lTf* in comp cKonpOLWi uug jv vu iiu v j nun uviu 11 nw ouiu Liiviii^ unu nv ttuuiu un t w hi juiiiv  junyw

or form to pay interest on any loan which was raised.
I 2.Q7Q What in vour viem is the general ideal to set before oneself in an• S M S  <s u  s  s

attempted solution o f  any problems o f  Indian currency? Well, I should like to 
say in conclusion that stability of internal prices in India is, in my opinion, 
much more important than stability of foreign exchange, though I agree that 
great instability of the exchange is in itself a disadvantage. I attach very little 
importance to a legislative enactment fixing the rupee at is. 6d. In so far 
as the stability of foreign exchange is important, while there is not much to 
choose between a gold standard with gold circulating and a gold exchange 
standard, some advantage lies with the gold exchange standard. Some sales 
from time to time of sterling securities by the Government of India in order 
to adjust the exchange position can be effected with less disturbance to the 
internal situation than the withdrawal or the pumping in o f the equivalent 
quantity of gold. Above all, the gold exchange standard, whilst it is open 
to most of the objections against a pure gold standard, does at any rate secure 
most of the advantages, such as they are, as economically as possible, and 
without a waste of resources.

12,980 M a y  I  ask you a question on that, before passing on? Would you  
describe mhat are the principal advantages mhich can be gained by the exchange
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of India with the prevailing standards of the outside world, and the prestige 
attaching to a currency which is interchangeable in terms of gold.

12,981 I  am afraid  I  interrupted you ju st nom? I was going to say that, 
if my advice were asked, I should advise the Royal Commission to do nothing 

whatever. I think that the present situation in India is the best possible 
obtainable at the moment. That is to say, there is for practical purposes 
reasonable stability of the exchanges, and India maintains her freedom in 
the event of future happenings rendering any alternative course more 
desirable. I think that the present moment is a bad moment for making a 
change, and that almost any positive course recommended now is likely to 
be bad. W e are at the moment in a state of reaction on currency matters, not
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at all to be unexpected after the debauches of the War and post-war period. 
The world has seen the disadvantages and the abuses of unregulated 
currencies, and it is trying to seek salvation in conservatism, in going back, 
not in my opinion to the reality, but to the appearance of what existed in 
pre-war days. It is not impossible that out of this something wise may be 
evolved, but it is going to be very difficult. We are not at the end o f currency 
discussions, but at the beginning of them. Th e future currency o f the world 
is going to be determined not by what has happened in the last two or three 
years, but by what is going to happen in the next 10 years. It is impossible 
to say what the experience of the countries which are going over to the gold

i r  rp r\m rr  fr»  U û  T t k i n l /  t-K<ïr î r t / l m  i i r i l l  k f i  n r ^ l l  <1 r l t n  k n l / 1  V»P r  
3 L 4 U U d I  U  13 g U i l i g  LU U V . X IU1UIV U l f l l  l i l U i a  w i l l  u w  n v u  a u u a w u  ter h v i m  i » v i

hand until some experience has been gained. A t present, in the event of 
serious fluctuation in the value of gold, either upwards or downwards, India 
is free to avoid the disadvantages of that fluctuation just as she avoided a 

part of it during the boom and the slump of 1920 and the subsequent years.
12,982 She avoided them by allowing a change in exchange to a greater 

extent? Yes. In my opinion India should pursue her present course— that 
is as long as nothing special happens in the outside world— o f maintaining 
practical stability in the neighbourhood of is. 6d.; of in any event not 
allowing any sudden change from is. 6d.; but in the event o f gold becoming 
unstable in the outside world— and no one can say it will not— o f maintaining 
legislative freedom to adjust her exchange to the event in the outside world, 
and so preserving the stability of her internal prices.

t -7 nS-3 Tbp ttrpçpnt ctatp nf affairs has hppn strnntrlv mtirtsp/i hpfnrp i/s nnyy'-rj  - r  — ------ -------~
the ground that it allows a ll matters o f  currency policy to be entirely in the 
arbitrary discretion o f  the currency authorities— at present the Government o f  
India and the Secretary o f  State in Council? I f  you include in the term 
‘ authorities’ , whatever central bank authority is in control o f India, I should 
say that would always be the case. The notion that gold standards work by 
themselves without interference by the authorities is a myth.

12.984 It is said that by adopting some regularised fo rm , either o f  gold  
standard or gold exchange standard, the system can be made to work auto
matically, and less at the discretion o f  authority than at present? Th e exercise 
of authority would be more concealed ; but I think the course o f affairs will 
still be governed by the policy of the Secretary of State in buying and selling 
bills, and by the policy of the banking authority in the matter of its rate of 
discount, and its willingness to increase or diminish the basis of credit.

12.985 Supposing that a currency system is adopted under which the currency 
authority accepted the obligation to buy and sell some means o f  international 
payment at a fix ed  price , would the Secretary o f  State 's operations still continue 
to affect the matter? I cannot see that the essential situation would be any
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different from what it was in the years immediately preceding the War, when 
the Secretary of State, or rather the Government of India, was under a legal 
liability one way to maintain fixity, and had a fairly binding practice in the 
other direction also.

12.986 It  is said that there was a practice, but it was by no means binding; 
and that i f  the legal liability is made to pu ll both ways, it w ill largely reduce 
the opportunity fo r  the exercise o f  discretion by the currency authority. That 
would be so, I  imagine, would it not, although it would still leave the element 
o f  management which is contained in the operations o f  the banking authority ? 
Yes, I think it somewhat reduces it. Supposing it is held that the most 
important thing about currency is that no element of human purpose or 
contrivance should enter into it, I think this does somewhat diminish the 
element of human purpose and contrivance; but in my opinion it would be 
just as foolish to try and get rid of purpose or contrivance as it would be 
in such a matter as how much land should be ploughed for wheat in a year. 
It is just as silly to say you will have your currency governed by blind force 
as to say you will have the amount of your harvest governed by blind force.

12.987 In  considering that general proposition, do you think that any special 
consideration should be given to the circumstances o f  the history o f  Indian  
currency, and— what is no doubt the fa ct— that some o f  the circumstances o f  the 
history o f  Indian currency, have produced a sort o f  special lack o f  confidence 
in currency regulation? I should have said precisely the other way. India has 
had a considerable experience of regulation; and while criticism has been 
levied against the responsible organ of the Indian Government, just as 
against every other organ of the Indian Government, in fact India has done 
extremely well. The currency history of India for the last 15  years or so is 
more favourable than that of any other country in the world. India has 
actually had experience of these things being done without anything very 
dreadful occurring, but quite the contrary.

12.988 Would the opinion you have ju st expressed affect the question o f  the 
possibility o f  entrusting larger powers in the control o f  Indian currency to a 
central bank? I have always been very much in favour of that. I wrote a 
memorandum on a central bank for India for the Chamberlain Commission, 
and the views I expressed there I still maintain.6

12.989 Then I  imagine that one, as it were, has co-ordinated those two 
opinions by saying that you would continue the present system, but introduce a 
central bank to manage the present system in place o f  the Government o f  Ind ia?  
O f course, since I wrote that memorandum a great deal has been done in 
that direction. India has not gone the whole way; she has embarked on a

6 JFMK, vol. xv, pp. 1 5 1 - 2 1 1 .

1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S

493



A C T I V I T I E S  I 9 2 2 - i g 2 g

path that is rapidly leading the whole way; but I imagine that the biggest 
thing not done is the handing over of the paper currency reserve to the bank.

12.990 Such a measure as handing over the paper currency reserve to the bank 
would, I  imagine, be quite consistent with the general views you  have expressed 
as to the continuation o f  the present position as regards control o f  Indian  
currency? Yes. When I said that I wanted the present state o f affairs to 
continue, I was not meaning in all these details of internal organisation.

12.991 N ow  as to the gold standard reserve, would the unification o f  the gold
ft J  * t, „ * L „  f  s* ++A s* fs tu n u u r  u r e s e t  v c  a n u  m e  j/ u yer tu r  t e n v y  r es e t  v c  u n u cr  m e  lu rttru i ctj u v cn tru i

bank be consistent with you r general opinion? I f  you have a coin o f any sort 
circulating in the country, you have to maintain a reserve for meeting 
expansions in the demand for the currency inside the country itself. The  
rupee portion of the paper currency reserve is at present held for that 
purpose. I f  gold were to circulate in India, you would have to hold a gold 
reserve also with that object in view. If, however, your actual circulation is 
composed of notes or tokens, you need your reserves entirely for external 
purposes, for meeting the fluctuations in your balance o f trade which could 
not be redressed otherwise except by rather drastic measures. Th e policy 
governing your reserve ought to be different according as you are holding 
your reserve to meet the internal drain or the external drain. In my opinion 
the virtue of the Indian system as it was developed by Sir Lionel Abrahams 
was that those two purposes were kept more distinct than in any other 
country. They were not kept entirely distinct, because the sterling resources 
in the paper currency reserve were also part of India’s precaution against 
an external drain. I think that more recently the distinction between the 
purposes of the two reserves has been further blurred ; and if everyone’s mind 
was perfectly clear there might be advantages in consolidating the two 
reserves into one. But so long as people are inclined to confuse the reserve 
which you keep for the internal with that which you keep for the external 
drain, I think there are advantages in the Indian system of having different 
names for the two; or, at any rate, for parts of the two. A  great deal of rubbish 
is talked about reserves in England, because historically our reserve was held 
to an important extent for the internal drain, whereas now it is kept almost 
entirely for the external drain. We have not, as India has, different names 
for the two. The result is that a great deal of argument which would be quite 
sound if  we were holding the reserve for the internal drain is still alleged 
as sound when we no longer keep our reserve for that purpose. In England 
we suffer because historically our reserve has been held to an important extent 
as a precaution against the internal drain. India’s double reserve helps her 
in that way.

12.992 I f  the maintenance o f  a double reserve has these consequences, that

494



it makes either or both less efficient fo r  fu lfillin g  the purposes fo r  which it is 
intended, then I  suppose it would be rather a heavy sacrifice to clarity o f  ideas 
to maintain the separation? Yes; if  that was so.

12.993 In  you r opinion might that be so or not? I do not think it has been 
so.

12.994 The organising o f  the reserve in a single or a double form ?  I do not 
think it has had any bad consequences so far.

12.995 Does not it necessitate keeping a larger reserve in both, fo r  instance? 
I do not see why it should.

12.996 Anyhow , the minimum which is necessary? I have the impression, 
as I have said, that the management of these two reserves has been more 
blurred in post-war days than it was in the pre-war days. At the date when 
I was more closely connected with Indian currency affairs than I am now 
I think the distinctive purposes of the reserves were quite clearly kept in 
mind, and the reserves were held at appropriate figures having regard to those 
considerations.

12.997 Y ° u see no objection to the unification as long as the currency 
authority is sufficiently instructed, as it were, in the elements o f  the science which 
he has to work as to realise the purposes that this reserve is to serve? Granted 
that assumption, I see no great disadvantage; but on the other hand, I do 
not see any very great advantage. There is a very strong tradition for allowing 
a freer hand for that part of your reserve which is not called the currency 
reserve. The essence of all reserves is that you should have a free hand with 
them. I fear that if you were to transfer the resources of the gold standard 
reserve into the paper currency reserve you probably would not have such 
a free hand to use them in an emergency as you have now. The gold standard 
reserve is absolutely free. I f  you put it into the paper currency reserve you 
quite likely tie it up in the same way as the latter.

T r\/\Q */ '1 /1 + + A  r% A  j- .* . / s t  A4 /*i # m 4- 41 Jt/tM - f t u  e1 I s t f T s r l  / /1 /1
1 i nut u'uuiu ruiner ucpcuu, ti'vuiu nut it, uj/urt trie icgui jurrnutu uo

regards the relation between reserve and circulation? The disadvantage would be 
that vnu had not machinery o f  sufficient elasticity to hermit, you to use the reserve?•v — ---- - — ' --- - - -T ~ ~'rjj r - 1-------- — - --------- -----  ---  ---
But I am afraid no one but myself has ever proposed a formula which would 
be sufficiently elastic. In my opinion, there should be no legal proportion 
whatever, so that the whole of the currency in your reserves may be available. 
You can get rid o f the legal proportion as soon as the internal drain is not 
a danger ; for the only remaining purpose of the legal proportion is to render 
some part of your reserve useless.

12,999 What is your opinion in this connection o f  the method, which is 
typically that o f  the Reichsbank, I  think, o f  permitting reduction o f  reserves 
subject to tax?  I think it is better than nothing, but I always regard that as 
a rather humbugging contrivance, because the surplus profits of state banks
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nearly always go to the government, and it does not matter two straws to 
the authorities of the Reichsbank whether they do pay this fine or not. It 
generally comes out of the government, which is entitled to a share o f the 
surplus profits. It is a contrivance for moving a little in my direction while 
keeping up the appearance of the old formulae. Th e proportionate reserve, 
or fiduciary reserve, and all these devices were invented when you were 
keeping your reserve to an important extent against the internal drain; so 
that when your gold was moving out your need for currency in other forms 
would be automatically contracted to a certain extent, and the iegai 
proportion enabled to prevent the bank from counteracting that by re-issue.
l l f L  Awn H a 4> V*. /\1 M rp w rrt n «  n  « m fn a n r t t  J a / i i n  1 1  +-vvncii you aie nui nuiuing, Juui icati vt iui uic imtiiiai uitun uui iui tut
external drain, the situation is entirely different, and this new situation has 
not been very profoundly examined from that point o f view. I fear, therefore, 
in the present state of opinion that if  you imprison in the paper currency 
reserve the resources that India is holding for external purposes they will 
be likely to come up against some of these rubrics.

1 3 .0 0 0  Is not that difficulty adequately, i f  not somewhat cumbrously, met by 
provisions fo r  suspending the legal basis o f  the reserve in times o f  special 
emergency? Provided it is understood that you always break your rules 
whenever you want to, I agree that there is less objection to them.

13 .001  That is the substance o f  the matter? On the other hand, there is 
no great advantage.

1 3 0 0 2  ( s i r  p u r s h o t a m d a s  t h a k u r d a s ) Can you tell me what you  
think is the ideal system o f  currency fo r India in the circumstances in which you  
know India is at present? I think a system like the present in which stability 
of the exchange is aimed at in normal circumstances, but in which India is 
free to depart from the present level of exchange if  it is in the interests of 
the internal stability of prices for her to do so. I would not have her allow 
the question of the rate o f exchange to overbear every other object, but I 
think it is important that she should maintain the liberty to have a different 
exchange from the present one if  the maintenance o f the present exchange 
would cause internal prices either to rise or fall to a marked extent.

1 3 ,0 0 3  Then I  understand that with regard to the return that the cultivator 
should get fo r  his crop in rupees which you would insure fo r  a period o f  years— say 
f iv e  years— you would regulate sterling exchange in such a manner that the 
cultivator would continue to get the same return in rupees and nothing 
substantially more nor less? Yes; I should do that, except that I should take 
the standard value of money on a rather broader basis than crops. Crops 
would be a great part, but I would have it rather broader. Also I would not 
do anything to counteract minor changes, and it would be impossible for me 
to do anything to counteract the changes due to the harvest. That you have 
implied in suggesting a five years’ period.
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13.004 I  put a f iv e  yea rs ’ period because you named a fiv e  years' period  

before the Babington-Sm ith Committee [ f M K ,  vol. XV, p. 293]. That is why 
I  named it. I had forgotten I had named that period.

13.005 F o r that purpose, in order to think it out and to avoid any injustice 
to any o f  the major interests concerned, it would be necessary to have a complete 
set o f  figures representing the minimum cost o f  living , and the economic cost o f  
growing certain major crops which would leave a fa ir  margin to the cultivator—  
would not it be necessary to do that? I f  it was done in a very precise way, 
SUCh aS haS uccïï pFOpOSCd for CCrtaiîl Other COUÎitnCS, I rtglCC YOU WOÜ1U 
have to have a broader basis of statistics; but there are all kinds of degrees 
possible in this. I think India is extremely well placed and better placed than 
any other country for aiming at the same sort of objects in a much less precise 
way and with a much broader brush; that is to say, not aiming at 
counteracting small movements or following small movements at all. T o  keep 
the stability of the exchange as a normal objective, India is able to do without 
any disturbance of her existing situation, whilst permitting a fluctuation of 
the exchange in the event of the value of gold suffering a major change.

13.006 You would have to reckon with fluctuations in world prices which 
would be o f  course outside the control o f  the Indian currency system. Take only
AM/I r% mm-fm /</« « «4 m htm s'lm  T * *  *4  • sw m r* Omtl\C‘ + / t * 4 + 4  /K I U ,
une wriMt-c trt u/rtun ± riun* uwnnstjr^ h/jh/h.

this y ea r gone down in Am erica. I  understand (you may take it from  me) that 
cotton has dropped in India  to the extent o f  50 rupees a bale? Yes.

13.007 Would it not be necessary to ascertain what should be the minimum 
price to be p a id  to the cultivator in order that you may not injure his legitimate 
interests in a substantial manner? I should not be influenced by the prices of 
one crop, even if  it was as important as cotton. I f  the same thing was 
happening all round, then I should be prepared to take action; but I think 
it is very important that you should not take action in the interests of a 
particular group of cultivators.

13.008 Take cotton, or ju te, or seeds, or rice. Those are four o f  the important 
crops. Take any one o f  them or altogether. In order that the growers o f  these 
should not suffer, and they form  the major part o f  those concerned whose interests 
should be watched, do not you think that we ought to have some basis before we 
try to regulate exchange by internal price levels? I think that if that policy were 
to be adopted it would want going into in a good deal of detail. I quite agree 
to that. You would have to think out quite clearly what were the main 
indicators of price fluctuation which for India were important. I was only 
meaning to say at this stage that I do not think that by the adoption of this 
policy you need settle anything very precisely. I should not in the case of 
India at the present stage o f things, aim at avoiding anything except major 
price changes which were quite obvious to everybody— there would be no 
drinhr that the value of money had gone up or down, as the case might be.
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13.009 What was in you r mind when you said ‘‘ major price changes' which 
would be obvious to everybody? I think if  the index prices that are now 
compiled— no doubt they are rather rough index prices— had moved 10 per 
cent, the Government of India ought to consider whether the exchange might 
not be allowed to fluctuate a halfpenny or a penny; but, even so, I would 
do it gradually.

13.0 10  Would you take the present index number as a fa ir  basis? N o ; if  I 
was doing anything precise I would modify my index number, but I think
that the latest Indian index numbers are not bad.

1 3 .0 1 1 You would be prepared to recommend that they should be relied upon 
for a start. Is  that what I  understand? I think they are a fairly satisfactory 
guide to major movements.

13 .0 12  In Am erica they have got separate index number fo r  major crops which 
are exported? Yes; in America they have index numbers which are very much 
more elaborate than in any other country, and which I think are much 
superior. There are two reasons for that. In the first place, the Bureau of 
Labour index number is elaborately weighted according to the importance 
of the different articles. America has a census of production and consumption 
which is sufficiently precise to enable pretty accurate weights to be given. 
In most countries it is difficult to give accurate weights because one does not 
know enough. The second reason is that the manufacturers in America are 
much more willing to make returns to the Government, so that America has 
pretty satisfactory numbers for certain manufactured and semi-manufactured 
goods; whereas, in most countries the index numbers are faulty because it 
is practically impossible to take enough account o f the prices o f manufactured 
and semi-manufactured goods.

13 .0 13  Would you agree that India is fa r ,  f a r  behind Am erica in this matter? 
Index numbers in India compared to those o f  the nature which you have ju st  
mentioned as existing in Am erica, are o f  a com paratively crude nature? Yes; 
but on the other hand, India being a simpler country in its organisation you 
can go much further, whilst having nothing but the prices o f the main 
commodities, than you can in America.

13 .0 14  D id I  understand you to say India being a simpler country in its 
organisation? Yet; the number of articles which really matter are much fewer 
in number.

13 .0 15  The major crops being few er is what you have in m ind? The  
consumption of manufactured articles in great variety of shapes and forms 
being a less important part of the consumption. A  mere food index in India 
would go a long way, whereas a mere food index in the United States is very 
inadequate. I am simply illustrating what I am saying, that you do not need 
such complication as they need.
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13.0 16  You really think, therefore, that the present index numbers and other 
figures available in India are fa ir  guides and you would utilise them fo r  the 
purpose o f  the ideal that you have named? I think they can, and ought to be, 
improved; but I am prepared to trust them in a general way as indicators 
of major movements.

13 .0 17  Would you take the present basis as being a basis showing a fa ir  return 
to everybody concerned, either in agriculture or in manufacture? Would you  
take the present basis o f  index numbers as the basis which should be maintained,
f ir  JTifiiii/i. vrtw 4\ i i t  i t  n t t  f » r  fftnu> r i t ’i  I f  A n p  ic  ominer i n t o  i t  in  rac m i  10 Vi H p t n l
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as that, you ought to have specified to me which index number you are 
referring to,

13.0 18  Take the index number o f  cereals, which is round about 13 0  as 
compared with 10 0  pre-w ar?  I would not take the index number which was 
only an index number of cereals.

13.0 19  What would you take as the basis? I would take broader index 
numbers which are compiled. M y chief practical difficulty would be, I think, 
in knowing what to do when the index numbers for different parts of India 
moved differently. M y information is— I do not know that I can substantiate 
it today— that whilst for any precise scientific regulation where movements 
of a small number of per cent mattered, the Indian statistics are inadequate; 
yet if you merely need a general indication to the authorities as to whether 
prices on the whole are moving seriously up or seriously down, for such 
purposes they are adequate.

13.020 Up to what point would you allow fluctuations before [the] Govern
ment interferes by regulation o f  exchange to control further fluctuations? M y  
difficulty in answering that question is this. I am not quite sure whether I 
am being examined on what I proposed in my evidence-in-chief, namely, an 
intermediate system for India in which this sort of general aim was blended

nrwawA a  f  ri-1% A aw a  1 a iv m a  r h  * It a v i a  n «*û irA ll û/1 m
w iL ii  a u u i t  u i  m e  g t i i c i i i i  a n i id  w m u i i  nave- ^ l u v a u u u  i n  m v  p a o i ,

13.021 You y o u rself said a scientific system fo r  India is neither feasible, nor 
is the m aterial fo r  it available. Therefore I  should have thought that we were 
discussing the other one which you thought was both feasible and immediately 
available to put in practice? I f  that is clear, then I can answer.

13.022 I  took it from  your earlier answer that you strike out the scientific 
basis as not being feasible ; but there is a rough and ready one which you think 
is good enough to allow the Government to go ahead on? Yes. I was not 
suggesting in my evidence-in-chief that you should have what sometimes has 
been called the tabular system for India— that is to say, in which it should 
be the duty of the Government to keep a composite index number within 
a certain range of fluctuation. I was not suggesting that. I was suggesting 
something much more like what it seems to me has happened in recent years;
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that is to say, so long as there are no important movements in the outside 
world, exchange stability is regarded; but when there is an important 
movement in the outside world, the stability o f internal prices is allowed to 
have some influence. For that purpose I think the Indian index numbers as 
currently compiled are an adequate guide.

13.023 I  also asked i f  you would tell me at what point Government should 
adjust the exchange? Well, I hesitated in answering that, first, because I 
wanted to be clear on this point. I have a further ground for hesitation, that 
if you are dealing with a system where the Government is not bound 
legislatively to keep to a certain figure, I think it would depend very much 
upon the causes of the fluctuations— the general circumstances; and in 
particular, whether the change was one which had originated in India, or 
whether it was one which had originated outside India. I f  it was one which 
had originated in India I should be more chary in interfering with it. I should 
think it more likely that it had sound foundations. But if it was a change 
which had originated in the outside world, if something that had happened 
in New York and London was reacting on Indian prices in a way which was 
quite unnecessary from the internal Indian point of view, then I should be 
much more ready to meet that by allowing the exchange to fluctuate a penny 
or so than if it was a case arising in the first set of circumstances. I wouid 
not like to say 5 per cent or 10 per cent, because I think that the controlling 
authority should have regard to the attendant circumstances.

13.024 It may lead to this, may it not? Supposing that there was a shortage 
o f  wheat in the world, and vou found that the Orices o f  wheat in the world marketj  ■ - j  ■ ^  j  . . . . . . .  . —  ------------j   ------------------ ----------- - - - - - - - -  - -- --

were soaring, the Government o f  India would regulate wheat prices locally by 
manipulating the exchange? I should be against that.

13.025 You would be against that? Yes.
13.026 You would allow the wheat crop in India to share the boom prices 

in the world market? I f  I thought it more desirable that it should not I should 
deal with an individual thing like that by an export duty.

13.027 You would put on an export duty so that local prices should be 
regulated by that? I f  the movement was of such magnitude that I thought 
it would be disastrous for certain districts of India, I would put on an export 
duty such as many countries have done. I would not introduce currency 
regulation for this purpose. What I should introduce currency regulation for 
would be something of a general kind in the outside world not due to a 
particular harvest of a particular crop, but due to a general tendency of prices 
to go up or down to an important extent. For example, 1920 is a typical sort 
of case. I f  prices in the outside world were booming, as they were in 19 19  
and 1920, or slumping as they were in 1921 and 1 9 2 2 ,1 should have thought 
that an indication that the Indian exchange ought not to be kept steady. If,
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in such circumstances of the outside world, the stability of exchange was to 
be put first, that would bring about fluctuations of internal prices which 
would be contrary to Indian interests.

13,028 A n y such regulation would necessitate expert knowledge about various 
world crops and world markets? It  could not be done by the officials that you 
referred to in your memorandum regarding the state bank before the Chamberlain 
Commission ? I think the kind of thing that I am contemplating would not 
require more knowledge than you would expect them to have. One has to
i t i i i t n i o v - i  L iia i a n  m i s  301 l 0 1  i i ia iL i- i  is  1 u u i . 1 1 more discussed and written
about than it used to be. In fact, the danger will be that the officials of the 
state bank will spend too much time reading the enormous mass of weekly 
and monthly literature on these matters than that they will read too little.

13.029 Whom would you entrust with this work o f  watching and regulating, 
so as to know when to act? Well, I think that the ideal arrangement is a cen
tral bank, which is in close touch with the Finance Department of the 
Government.

13.030 You think the commercial community would be able to anticipate the 
regulation with intelligence, or would it come as a surprise to them? You can 
answer that question better than I can.

13.0 31 H ow do you mean? I think you have more experience of the people 
in question.

13.032 Would that be a system capable o f  being follow ed by the ordinary 
public, or would it not be known to them only when notified publicly as the decisions 
o f  persons in charge? I think it would appear in this sort of way— that there 
was a severe boom or slump in the outside world, and that as a consequence 
of this the authorities in charge of the exchange were allowing the level of 
the rupee to act as a brake against the reaction of those outside forces on 
India. I think that those major movements such as I am now considering 
are things which are extremely well appreciated by a wide opinion now-a-days. 
I think the situation is different from what it would have been even ten years
a<rn

1 3.033 S o  f a r  as the currency in India is concerned, you recommend no 
changes ; you would keep on silver rupees and paper currency notes as at present? 
Yes.

13.034  You think that would be the ideal system fo r  India , or would you  
recommend any change ; are you aiming at any other ideal?  N o ; I do not think 
so. I think that the further popularisation of the note is desirable, but that 
seems to be going on very well. I should have nothing in particular to suggest 
about that. Th e progress since the days when we first used to study these 
matters has been almost beyond knowledge.

13.0 35 The progress seems to be satisfactory as f a r  as it goes? Yes.
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13.036 You said you did not believe that gold currency would lead to a greater 
popularity o f  paper currency? I said I did not see why it should.

13.037 That would perhaps depend upon the psychology o f  the people?  Yes.
13.038 A n d  also, to a certain extent, upon how the people would take to notes 

after gold currency is available as f a r  as inspiring greater confidence is concerned, 
would not it?  You are suggesting that if the note was convertible in terms 
of gold that would increase confidence in the note?

13.039 That is it. I f  people fee l that they have only to go round to the
T _______ ___________________ __________ * wt r c u s u r y  vt uuuk u/nc never ir tc y  uuru u n y  guiu turn 11 n a s  t/cert rc p c u iz u iy  su iu

to us that it would considerably increase the confidence o f  the people in the paper
ntrrpnrv T h a t  ic rn n rfM vah lp  T a m  n o t  a s  m n r h  n n - tn - r la tp  in  m a t t e r s--- - -•-’v  ------------------------------- ----- ------ ------- ---------- — r- — -----------------------------------
as I used to be. In former times when circles existed it used to be held that 
doubt about the convertibility o f the note into rupees, as it was then, did 
stand in the way of its popularity. M y impression was that by now any doubts 
about convertibility had really been dissipated, and that was no longer a 
matter greatly affecting the circulation of the notes in India; but it is not 
a matter on which I can speak with any authority.

13.040 Would you be disposed to challenge Indian opinion i f  it was fa ir ly  
unanimous on this point ? I should, on the ground that I know they are in favour 
of the change for other reasons. I should therefore consider them biased on 
the matter.

13.041 W ill you tell me what those other reasons are which you have in your 
mind? I should like to try to elucidate them, but it is difficult. I think Indian 
opinion has a feeling that a gold currency is, so to speak, the smartest sort 
of currency; it is the most chic thing, and that India is, by some malicious 
contrivance, being deprived of this outfit.

13.042 / wonder i f  you have seen that emanating anywhere from  responsible 
quarters in Ind ia , or is it you r impression from  a general reading o f  the 
newspapers? I have read a great many pamphlets and memoranda and books 
on this matter, and that is the impression which that reading makes on me.

13.043 With reference to silver, India w ill not need fo r  some years to come 
stiver for the coinage o f  rupees, and that would have a depressing effect on the 
silver markets o f  the world. Is not that so? Yes.

13.044 I  do not suppose that anybody w ill contend that India should continue 
to buy silver in order to help the Am erican market? I do not contend that.

1 3.045 Suppose the people in India continue to take paper currency free ly  
within the next f iv e  or seven years. The Government at present have a large 
number o f  rupees in the Treasury. There are go crores there. Supposing another 
60 crores come in during the next f iv e  years. What would you recommend the 
Government to do? Would it be necessary fo r  them to part with some o f  this silver 
which would be lying idle in the Treasury?  Yes. I quite agree with the
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suggestion contained in the question. I think, quite apart from any proposals 
which this Commission may make, the position of silver is precarious. Any 
important change of habit on the part of India would upset silver. It is just 
because it has so few natural supports at the moment, that I gave the evidence 
I did earlier this morning.

13.046 I  only wanted to ask you what you would then recommend the 
Government o f  India to do? Would you then say that they must keep the silver 
and not dispose o f  it, as perhaps they would do in the ordinary course when they
rtldv/) r d / /  t  it St t t* f\ *(/■/• c* / t > m  n  «t/i f 7  T f  *r< <^1
wtft t/r* 1/» r* «.(.*•> JU m u t ,  r* J t n sç.r n u t  Il 13 UllllCUIl IU LApitSS

a definite opinion on these hypothetical circumstances. I have expressed the 
opinion that India has a great interest in the stability of silver. I adhere to 
that, but I can quite conceive circumstances arising in which silver would 
really be past saving, and if that were so I should deprecate the Government 
of India wasting resources in trying to achieve a probably unattainable 
stability for the metal— silver.

13.047 What would happen at that time to the silver that they had? Would 
not they have to sell it?  I should have thought that it is not likely there would 
be any great occasion for selling silver unless there was a change of habit 
as regards the hoarding of it in India. Leaving that out of account, I do not
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India to melt a great deal. You are suggesting that the progress of the use 
of notes might be so great that less rupees would be required in circulation. 
Unless that happened very rapidly, the natural increase and the natural 
wastage and so forth would, I should have thought, absorb the rupees that 
were being released by the increased use of notes. What you are suggesting 
is that conceivably, but not probably, the Government of India would be 
in the position of wanting to sell silver on an important scale.

13.048 You say it is conceivable. Supposing it did, in fa c t , happen within 
the next seven years. Do you not think the Government would be quite justified  
in selling silver then? Certainly.

13.049 Would you, then, g ive any weight to the interests o f  America or o f  
any other country? I should give no weight to the interests of America in such 
circumstances— not the slightest; but I should still think, if I had any 
influence with the Government of India, that they ought to pay some regard 
to the stability of the metal from their own point of view. I do not suggest 
that, in any circumstances, India should pay the slightest attention to 
American opinion, unless they are wanting to borrow in America. There is 
no other reason.

13.050 There has been a suggestion made before this Commission that the 
question o f  transferring the note issue to the Im perial Bank or to a central bank 
should be considered. Do you still hold the views which you put forw ard before
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the Chamberlain Commission regarding the formation o f  a state bank? Yes, I 
still hold those views.

13.0 51 I  see you said there, on page 60 o f  the Report o f  the Cham berlain  
Commission : ‘ First, as regards the relation o f  the B an k to the Governm ent. The 
creation o f  such a bank as is here proposed certainly increases in a sense the 
responsibilities o f  Governm ent,’ 7 Do you think such a central bank would also 

increase the responsibilities o f  Governm ent? In this passage here I am 
distinguishing between two senses o f responsibility, and I am saying that in 
a sense it increases the responsibility of Government, but that in another 
sense it does not. I think I still agree with it so far as I still remember what
ic KprpId I1V1 Vi

13.052 That is brought out fu rth er on page 6 1 ,  where, in the last paragraph  
but one you say : ‘ The choice lies between a good deal o f  responsibility without 
thoroughly satisfactory machinery fo r  the discharge o f  i t ;  and a little more 
responsibility with such a m achinery'?8 I think that fairly represents my view.

13.053 A n d  you confirm that today? Yes.
13.054 You would be opposed then, to any suggestion that the central bank 

should work absolutely without any sort o f  direction from  the Finance 
Department? I think it is very difficult. It is not desirable. Th e Indian 
Finance Department is such a very big factor in the situation in their 
operations that it would be an inefficient way of conducting the bank not 
to be in very close touch with them, and if you are in very close touch with 
them it is impossible that they should not be taking a certain responsibility. 
That had better be faced at the outset.

13.055 It has been pointed out that central banks in important European  
countries have very little, i f  any, government control. Do you think there are 
sound reasons fo r  having a different system in In d ia ?  T o  which of the countries 
are you referring 5

13.056 In many important countries, we were told, the central bank is more 
or less independent o f  the government? It all depends whether you mean 
formally or informally.

13.057 Form ally?  You could not have a more extreme case than the Bank 
of England, which formally is a private company, but that does not in any 
way represent the facts.

13.058 A n d  there is a sort o f  persuasion, and perhaps a spirit o f  trying to 
see each other s point o f  view. The Bank o f  England , at a certain juncture during 
the W ar, did absolutely refuse to issue paper without gold backing, and the 
Government had to issue their own paper— the Bradbury note? I do not think

J M K , vol. xv, p. 156. 8 J M K ,  vol. xv, p. 158.
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that is quite a full history o f the matter. I should have said, if we are to take 
the W ar period as bearing on it, that it is the Chancellor of the Exchequer 
who has the last word in the end.

13,059 The Government may have the last mord by issuing their own paper?  
Within very wide regions the Government of the day has the last word in 
the end.

_ _ _ s  . ix r t  m i  m i  t  . t n 1 r\ ■ . . . i  . j . • _ •„ 0 rr,i_ _13,000 vvnai nappens ij me n an x  u ireciors are opposea w  aotng n *  m e  
Bank Directors have the power of resigning and making a great public
cCîinHîjl ahniit it in thp loct rpcnrt hnt in nrdrtirp cVinrt nf a (rrpat fHiiih1ir%
LfWUHMUt u VVML a 4- aaa t-iiv IH>Jt 1 Ij UUt All. pi WVkiVV̂  Ijl iv/i L Vi H ^i VHV pMViiV

scandal, I should say that it is the Government of the day which has the 
last word.

13,061 Do you suggest that mhat you recommend fo r  an Indian central bank 
has its counterpart in any country in Europe? I think we are in a very 
transitional state in England in which the formal situation is more remote 
than it used to be from the actual situation. That is also the case in several 
other countries. There is a struggle going on as to where the equilibrium 
of power should lie. In the United States the precise relation of the Federal 
Reserve Board to the United States Treasury is in process of evolution. It 
is impossible to make an up-to-date exact statement of what it is at any
moment.

13.062 You suggest a Board o f  three— the Governor, the Deputy Governor, 
and a representative o f  the Government, and then you recommend three assessors 
as representing the Presidency Banks, as they mere then? That is all out of date 
now.

13.063 Would you make the Im perial Bank, as it is constituted at present, 
the central bank, or mould you start another bank as the state bank? I have 
not dearly before my mind the exact charter of the Imperial Bank, so that 
I cannot answer that question now. I should require to prepare myself on 
the point.

13.064 I  only mondered mhetheryou mould convert a bank, which is admitted 
to be a commercial bank into a central bank? Would you entrust a bank which 
borrows money, and lends money, and opens branches a ll over the country, and 
in fa c t which has the largest number o f  branches in the whole o f  India, with the 
power o f  note issue? I think I should be unwise to answer, without preparing 
myself, questions as to the way in which the Imperial Bank could be 
developed.

13.065 Regarding the ratio to be fix ed , I  think you say in paragraph  9 o f  
you r memorandum that you  ‘ attach very little importance to a legislative 
enactment fixing  the rupee at is . 6 d .'. I  daresay you may be aware that at the 
moment the ratio in the Indian Statute is 2s.?  Yes, I am aware of that.
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1 3.066 Which is absolutely inoperative, and prevents goldfrom  being tendered 
to the Governm ent? Yes. I think that inoperative provision ought to be 
removed.

13.067 To that extent, at least it is necessary fo r  the Governm ent to make 
a change, even though y o u r recommendatton o f  doing nothing may be fu l ly  
complied with? Yes, I agree.

13.068 What is the ratio you would have substituted? I should substitute 

no ratio.
1 7.060 No ratio at a ll?  No.‘  J 7----7 - - - -  -- --- --- -

13.070 A t what rate would gold be tendered to Governm ent? It would be 
possible for the Government to fix, as I think it used to at one time, a buying 
rate from time to time, which would be in suitable accordance with the actual 
exchange o f the moment. I would leave the Government to fix its buying 
price by enactment and not have it tied to a price.

13.071 B y  enactment? By executive order, I mean.
13.072 The basis fo r  the action to be the regulation o f  internal prices? The  

question of the prices at which they buy and sell gold is exactly the same 
as the question of the prices at which they fix the exchange. Therefore, if 
I am in favour of a certain latitude as to the rate o f exchange, I am clearly 
in favour of the same latitude as regards the price o f gold.

13.073 (s i r  Re g i n a l d  m a n t ) You said in reply to the Chairm an that 
you thought that in future the demand fo r  gold fo r  monetary purposes would 
practically be regulated by the supply? Yes.

13.074 Do you share the view that in the past prices have been regulated, 
broadly, by the supply o f  gold available?  In pre-war days, yes, but with 
modifications. I think the gold reserves in 19 14  would have been much less 
in relation to prices if the South African gold had not been pouring out since 
1900. I think the South African gold did not produce its proportional effect 
on prices, because the central bank took advantage of the greater ease with 
which they could get gold to increase their reserves more in proportion than
t h e v  wnnlH h a v e  rlnnp i f  i f  haH hppn m n rp  H iflfim lf tn  Hn en R n f  Ï  acrrpp fh a t-----;  ---------- --------- --- ------ ---  ---------- --- -----------—  ~ w  ~ *— ■- * ~------
before the War the supply of gold did exercise a dominating influence on the 
price level. Before the War, however, gold was in circulation in many 
countries, so that the requirements o f gold in circulation had a strong causal 
nexus, with the level of prices. Now that is no longer so.

13.075 Tow do not anticipate any large return o f  gold to circulation? N o I 
do not. The one country which is in a position to put gold into circulation 
without any cost, namely, the United States, does not in practice find that 
gold is used except in quite limited parts o f the country. The greater part 
of the United States, which is quite free to use gold if they want to do so, 
do not.
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1 3 .0 7 6  I f  prices can be kept steady by the control o f  central banks irrespective 
o f  the supply o f  gold , it is equally open to them to raise or lower prices i f  the 
supply o f  gold remains steady? Within limits. I should not have given the same 
answer if  the amount of gold in question had been ten times as great. All 
these things are within limits, but those limits are sufficiently wide to allow 
of the absorption of less than 100  millions of gold. I f  you are dealing with 
much larger sums, it is another question.

13 .0 7 7  What I  am considering is the prospect o f  the world’s prices being
4 \ r a r t t r a ] ] M  m  t h p  h / it ld c  n f  t h p  h / m b t  n r  n t b p r  n n t b n r i t i p e  tn h ip h  / • n n t m l  t h p  i\n tt im p

j *  » rrr rr*  »r » » j r  n r w « • wmr r v v j  ri»v v  »ri *>v« v i v » i»wi WM* >*l/l »»»bd  **■* t  f f  f  1/ * 1/1/ »M (

o f  currency. According to your view, in the futu re world prices w ill practically 
be managed prices? I think so.

1 3 .0 7 8  You thtnk they would be managed by some sort o f  international 
agreement or international committee? I should hope so, but I think we are 
a very long way off that. You can have a state of affairs where the level of 
prices is dependent upon the action of banks, even although the action of 
banks is not taken advisedly or in collaboration. I think the dominating 
influence at present is the Federal Reserve Board in the United States, and 
the great difficulty in the way of an extension of international co-operation 
is that it must mean the Federal Reserve Board voluntarily resigning some 
portion o f its present power. The present political conditions in America are 
such that it would be difficult for it to do that. It is already open to the charge 
of acting contrary to American interests under international influences. 
Although I think that charge is completely unfounded, it is the sort of thing 
to which you have to pay some attention. I believe we could have a great 
measure of control by an international body of banks at this moment if the 
Federal Reserve Board was prepared to surrender some part of its present 
power. I do not see it doing that easily.

1 3 .0 7 9  B u t looking fo rw a rd , as other nations come back to a gold standard,
(•!■/«/ tit a m 11 si f *  PT j*t I  s i m<// Is  m  s i  + f  +  APM is « t  + js j i  mj//x/«a + 1m J* *•* t l s s f s t

[itcsurnurVijr tn c  tvuriu  * r e s e r v e *  v j g w u  w u t i/c u is tr iv u ic u  rnvrc tv tu c iy  trtun m e y

are at present? I do not know that they need be.
13.080 You do not think they w ill be? Not necessarily. I f  you had a perfect 

gold standard you would not need any gold at all. I f  you had perfect 
international co-operation it would be unnecessary for anyone to have any 
gold reserves, and as you tend further and further in that direction the 
smaller is the part which gold reserves play in the matter. I think it is possible 
that we shall eventually move to something which we call a gold standard, 
in which actual gold plays scarcely any part. I personally have been against 
that particular evolution because I think that the task of paying lip service 
to gold greatly aggravates the difficulty of the technical problem ; but in so 
far as international co-operation is developed, the attention to gold will be 
more and more in the nature of lip service, and it will be more and more
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a matter of indifference as to what gold reserve any given country holds. I 
think there will be anxiety on the part of countries to save money and to 
have as little gold as possible rather than to have as much as possible.

13.081 The regulation o f  prices w ill be under some form  o f  international 
control? Yes, but I think it will probably be in rather a loose way, such as 
I have been suggesting in the case o f India. Certainly it would be in that 
form first o f all. The tabular standard would come later. In the first instance 
it would be a control which was aimed at avoiding major movements. It would
__* ___ ___:__ c ______
n u i  u c  L i e u  l u  a u  y p i  i t c b  l u m i u i a .

13.082 That would be the international position. What I  understand you to
recommend fo r  India is that she should stand outside it ? I think she should wait
and see. None o f these things which we have been discussing are really in 
sight at present. The actual future of the gold standard, I think, is quite 
uncertain at the moment. I f  I was in India I should wish to wait, being under 
no compulsion to make a change, until I saw what happened. W e are in very 
early days at present. It is not a year since this country came on to a gold 
standard, and I think it is needlessly rash for a country which has its liberty 
to take a movement at all at this moment.

13.083 You do not want India to tie herself to world prices at present? I do 
not see why she should, no.

13.084 Later on it would be open to her to come into the international pool, 
or not? Yes, and if  an international pool was under serious discussion I think 
India ought to be represented at the meetings and ought to be one o f the 
parties to it, but I think she should go to that meeting with a free hand.

13.085 With regard to your recommendation that we should practically  
maintain past practice, I  think you modified that to some extent in yo u r reply 
to S ir  Purshotamdas Thakurdas, when you said you would have no legal rate 
o f  exchange fix ed  by statute? Yes. The old practice was to have a legal rate 
one way but not the other; that is to say, a legal rate at which gold was 
accepted, but at no legal rate at which it was paid out.

i3,uou i  v u  w v u i u  n o t r t t o m m e n u  u  ic g u i  r a t e  w i n  w a y s ?  i>u. 1 snuuiu
prefer to have liberty both ways.

13,087 Do you contemplate unlimited sales or receipts o fgold  or gold exchange 
under the system you recommend? I  w ill ju st explain that in the past the amount 
o f  gold or foreign exchange to be sold in the shape o f  reverse councils was an 
arbitrary amount fix ed  by the Government. It  has been suggested to us that in 
a new system unlimited amounts o f  foreign exchange should be provided?  I think 
that they should be provided at the rate that was fixed for the moment. 
Suppose that the rate was is. 6d.: I would supply exchange freely at the 
appropriate parity with that, but I would maintain the liberty to alter it. I 
think the system which prevailed after the W ar o f rationing exchange was
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thoroughly vicious. I am an admirer of the Lionel Abrahams system of pre-war 
days, in which you tried to work out rather carefully what reserves you 
required in order to meet the maximum probable fluctuation of India’s 
foreign trade position within a short period, and then used those reserves 
freely; but I should not make great sacrifices in order to preserve an exact 
parity of exchange if, for other reasons, I did not think it was worth while.

13,088 I  understand you would have no limit in selling foreign exchange until 
it became a question o f  altering the rate? Yes, and I should be strongly in favour
r \ f  m o l ^ i n i T  t n v  o  1 t p r o f i r t n  r ir t f  f i t i c t r r t n l i  1 r*o 11 ir k u t  k i r  c t w a  It A  PfTPAPC T f
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were indications that there was going to be a severe drain, I should lower 
my exchange by id.

13.089 You would never inform the public how fa r  you were going to alter 
it?  No, because I should not know myself. I agree that the objection to that 
is that you may have bear speculation arising, but I think you must have 
sufficiently large reserves to be able to look after that. That is so with any 
arrangement of this sort.

13.090 Would not it introduce an undesirable element o f  uncertainty in trade 
and commerce? It is undesirable, but I think it is not so undesirable as the 
uncertainty of prices. I think it is an evil.

13.091 Dealing with the two reserves, the paper currency reserve and the gold 
standard reserve, you have said that the form er is intended prim arily fo r  internal 
conversion and the other fo r  external purposes? I said the silver in the paper 
currency reserve was intended for internal purposes.

13.092 For internal purposes it is only the silver in the reserve that would 
be required? In older days the amount of sterling securities in the paper 
currency reserve was very trifling. It is the increase in the sterling securities 
in the paper currency reserve which has slightly blurred the distinction which 
used to be clearer. Formerly the greater part of the sterling resources were
in the guiu Standard rcSci Vc. ___ ______iiic ic  wad duuic guiu, it 1$ true, in the paper
currency reserve which you might hold as serving the other purpose, but
fh e  h u i t  n f  th p  n a n p r  m r r p n r v  r e s e r v e  w a s  r im e e s  N n w  t h e r e  is a---- « ------ --- — — --------- —j  ----- ■ -  — '•** — - errea te r

proportion of the paper currency reserves which it might be argued is held 
for external purposes, so the distinction is not so clear as it used to be.

13.093 Is it not a fa ct that the paper currency reserve serves a dual function, 
in holding silver resources fo r  internal purposes and holding also a considerable 
amount o f  gold or sterling resources fo r  external purposes? Yes. I think now 
that is so— that part of the paper currency reserve must be reckoned as being 
a reserve against external drain.

13.094 The only distinction between the two reserves is that one is maintained 
fo r  two purposes and the other is maintained fo r  one purpose? Except that you 
have this considerable sum of 40 millions sterling in the gold standard reserve
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which is freely available without any reaction upon anything and which you 
can use untrammelled by ratios or rules of any sort. I think that is a great 
advantage. In the use of the second line of your reserve for external purposes, 
which is in the paper currency reserve, you are more hedged about. Moreover 
one would hope that it would only be in very exceptional circumstances that 
the second line would be in question.

13,095 Which are you calling the first line? I am calling the gold standard 
[reserve] the first line, but I may be talking old-fashioned language, because
T n t c n / l a n y 'v r  f K  a  < i m n n n t  A  (  f K r t t  -a 1\p a  l n f û l t r  f i  v a / ]  m  f f t / ' ô n  tj. 1 1 a v i i u i i v v u  a i v i i u v u v j  l u  i v v i - p  m v  a u i v u m  u i  m a i  a i / s u i u i v t ^  h a v u  m  i v v v i u

times, and a greater willingness to fluctuate the sterling resources of the paper 
currency reserve. I think the old-fashioned method is better.

13.096 In practice the paper currency reserve is used as the first  line, and  
gold standard reserve is kept as an ultimate reserve? That is so lately. But I 
doubt whether that would be done if it were a matter o f an important 
movement.

13.097 You would rather see the gold standard reserve used as the first line? 
Yes, and I think it would be used first if the large sums were involved over 
a short period. I do not think you can argue from recent custom what would 
happen in more severe circumstances.

13.098 In  the memorandum which you wrote fo r  the Chamberlain Commission 
you recommended that the paper currency reserve shoud be made over to a bank 
but that the gold standard reserve should be retained by Governm ent?9 Yes. I 
had forgotten that I recommended that. It depends upon the nature o f the 
responsibility. I think in this Report I was contemplating that the 
Government would be under legal obligation to maintain exchange at a fixed 
figure, and I think I recommended this as a consequence o f that.

13.099 It would not quite f it  in with your theory that the gold standard reserve 
should be used as the first line o f  defence? Yes, I am of opinion that it would, 
because I was contemplating in that Report that the iegal liability in relation 
to the currency would remain with the Government.

____T L  „  L ____ L ____ 1J L ________7 . . ___ 1.7. C________________________ t L „  ______ 71 j îuu i  n c  u u t iK  tvuutu - uc r n c f c i y  r a p u n s i v i t  j v j  r n u t n i u i n t f i g  i n c  t r u c f n u t

convertibility o f  the note? No, I do not think that was my recommendation. 
I am sorry I have not read this through quite recently. I f  the Commission 
wish to know just how much I hold to this, I should have to read it through.

13 ,10 1 I  merely wanted to know whether you still hold that, i f  a central bank 
were constituted and entrusted with the note issue, the responsibility fo r  
maintaining exchange should remain with the Government and not be imposed 
on the bank? There are two points I should like to make about that. When 
I was writing this I was contemplating that there would be a legal value of 
the rupee in terms of sterling, and that the responsibility would lie on the

9 J M K , vol. xv, pp. 19 1 -2 .
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Government for preserving that. I was also making in a sense a compromise 
suggestion, because at that time India was much further from the central 
bank idea than she is now. There was the complication of the Presidency 
Banks and so forth. I was in a position of difficulty as to how far it was 
possible to recommend that the Government should hand over to a body 
which was still non-existent the responsibility for keeping the law, so to 
speak. Now there are two changes. I am not recommending that there should 
be the same legal liability to maintain an exact rate of exchange, and India 
has progressed much further in the central bank direction, so it is less 
experimental. Therefore I answer this point with less confidence. What my 
final answer would be would deDend unon the auestion iust how much thei ' r  '  ' ---- ^ ----------- /----- ------ ---------------
Government was concerned in the bank. I f  an attempt was made to pretend 
that the central bank was something independent of the Government, I 
should still be nervous of giving them the whole of the final responsibility 
for the exchange, but if the central bank was, whilst administratively an 
independent entity, nevertheless in a sense a full organ of Government, then 
I should be inclined to centralise the whole thing and to put the whole matter 
in the hands of the bank. But I could not give a final confident answer unless 
I had before me the precise proposal as to the relations of the new bank with 
the Government.

13 .10 2  I f  the bank were not entrusted with the responsibility fo r  maintaining 
exchange there might be some conflict between their discount policy and the 
exchange policy o f  the Government, might there not ? I think it would be most 
important that they should be pursuing an agreed policy, wherever the final 
responsibility lay. It would be hopeless to have the bank responsible for the 
discount policy and pursuing a line which was not in accordance with the 
line of the Treasury in their responsibility for exchange. I agree with that 
completely.

13 .10 3  Then there w ill have to be either complete responsibility or complete 
control? Either the bank must take over both, or the Government must control
th e  d i c r n u n t  h n t i r i t  n f  th/> h n t i b ? T t h i n k  in  a c p n t p  t h a t  ic truf» h i l t  a t  a n v  r a t epin. wtiTVVitut /̂i/ttKj/ \jj trpi. ir w r»rv • a m  u kivuvtv viimv n/ v* Mb »>■ j  * »*v»p

in English conditions, and I should have thought in Indian conditions, things 
are not quite so cut and dried in practice, and you can have two bodies which 
maintain their respective spheres of responsibility and of power and yet 
necessarily always work together. It is the fundamental question of the 
relation between any central bank and any Treasury. In a sense in any 
country it is quite unworkable that the two should be in antagonism. 
Therefore you might say, as a logical consequence of that, that one must be 
in subordination to the other, but I hope that is not true in practice, but 
that you can have two bodies neither of which is subordinate to the other 
but which must always act in co-operation with one another. It is a dilemma
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which you get in other spheres of government. M y view in this country of 
the future of regulation would be that the Treasury and the Bank o f England 
would be neither subordinate to the other but would always be pursuing the 
same policy. That may sound impossible, but I do not think it is.

13 ,10 4  What I  am trying to fe e l  my way to is how your argument as to the 
varying rate o f  exchange would f i t  in with the proposals which have been put 
before us fo r  making over the responsibility o f  maintaining exchange to a central 
bank. It  would be simple enough to make over that responsbility i f  we had a legal

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

1 J !.. I. . T J -raze oj excnange wmcn zne van ft wonia oe oouna to maintain , oui /  au nut see 
quite how the fu tu re arrangement would work out i f  the rate o f  exchange was 
variable. You may pretend it is the liability of the bank, but if  there is any 
doubt as to the power of the bank to implement it the Government comes 
in at once. I think it was always contemplated under the pre-war arrangement 
that India might be subjected to such a severe strain that she would have 
to borrow. The moment there is a question of borrowing the credit o f the 
Government comes in. I think the notion that the Government can get rid 
of responsibility on to the bank, and that avoidance of responsibility can 
continue not only in good times but in difficult times, is a misapprehension. 
As soon as any real problem arose the Government would have to be in such 
relations to the bank again as to make itseif responsible, because the bank 
has no ultimate authority of itself.

13.10 5 In any case I  suppose Government would retain the responsibility fo r  
varying the rate o f  exchange under your scheme? Yes. I conceive a central bank 
not as something which is independent of the Government in the sense in 
which a Bombay cotton mill is independent of the Government, but as an 
organ of the Government which has a certain independence of the executive; 
that is to say, that it is not a subordinate department o f the Treasury, but 
is an organ of the Government on a level of authority with the Treasury.
I think there is apt to be a confusion between the Government as a sovereign 
body getting rid of responsibility, and some particular department of 
Government like the Finance Department, which at present has responsi
bility, having less responsibility. I think the change would mean that the 
Department of Finance woud have less responsibility than it has now, but 
the Government of India, in a broad sense, would have just the same amount 
of responsibility as it has now. It is impossible to conceive a sound system 
in which your central bank was really a private thing and was not subordinate 
to the sovereign instructions of the Government.

13.106  I  just want to clear up that last point I  put to you. In  any case the 
responsibility fo r  varying or altering the rate o f  exchange must rest with the 
Government? It might rest to outward appearance with the bank as an organ
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of Government, but I should not be able to conceive a situation in which 
the bank could fluctuate the exchange contrary to the wishes of the supreme 
authority of the Government.

13 .10 7  That is much the same thing. The Government must retain respon
sib ility? It seems to me unthinkable that it should not. I cannot imagine India 
having a central bank which could say that the exchange should move a 
penny, when the Viceroy-in-Councii was of the opinion that it should not.

13.10 8  (si r  h e n r y  s t r a k o s c h ) I  mould refer you to paragraph 4 o fyou r
n  **/7 ♦ »// **-»*» m i  c s i  \ t  t i s t + i  si s *  s i i  /  st i t  s r v a  n  / efface t i t

n u ,  t r u s t  * * r * i * t + m  i f / t i r b  J ' i / w  J t * J /  j / \ s m ,  m ■(/ i n s i  g ' L i t t  a i r t - j o  i * J s t s r *  ------_ mi tbsi**/i m/i / r%Ç
i n .  t v  n r t n * t  x r j

10 3  millions sterling from  the currency reserves o f  the world. Would your opinion 
be unchanged i f  you also consider that there is needed, especially in more prim itive 
countries, an addition to the currency annually? In that connection I  may just 
say that before the War there was an annual addition to the currency in India  
ofsomething in the neighbourhood o f20 to 25 crores? I f  this figure of 103 millions 
is in fact too small a figure— if the actual figure is much larger— that would 
affect me; but I think it can be somewhat larger without affecting me. I f  
you mean that this is a miscalculation, that what India would really require 
would be a very much larger amount, I would have to reconsider my opinion. 
I was taking this figure as a good estimate.

n  r n n  1 A n  t in t  cu&apc t i t  i c n  t t i i s m l m l / i t i n n  h u t  1 cuaerpct t h / i t  it i / l A A t t m t iA ^  ̂  j. w  ̂  im/» ,114  ̂̂  w ^ w irrr,ivn'rii»t»M'r>i/i«^ i/»vv * ► r ► W ► r>»

to the 10 3  million sterling which w ill be needed to stock India with a gold currency 
there w ill be needed annually an accretion to that currency? Within the next 

10 years?
1 3 . 1 1 0  In  the past there has been an annual accretion to the currency o f  India  

o f  something in the neighbourhood o f  20 crores? I am not clear whether you 
are suggesting that India will need for currency purposes more than 103 
millions in the first ten years.

1 3 . 1 1 1  That is so ; I  do suggest that. I should have to reconsider what I 
have been saying. I have been speaking on the basis of the 103 millions being 
roughly right.

1 3 . 1 1 2  I f  as you suggest in a later part o f  your memorandum, owing to the 
severe f a l l  in the price o f  silver a country like China might switch over to the 
gold standard, that would obvtously require a fu rth er withdrawal from  the gold  
currency reserves o f  the world. Would you in that case also be o f  the view that 
it would not affect the purchasing power o f  gold?  I agree that a point comes 
when you reach a figure so large that it would be difficult to supply it without 
a change of policy, but I think there is a fairly wide margin. I agree that 
if you were talking about 500 millions it would be another matter.

1 3 . 1 1 3  To go fu rth er , you said in your evidence that a withdrawal o f  that 
gold need not affect the supply o f  credit and gold prices. I  suppose you would
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agree— in fa ct I  think you said it— that the reserve needed to assure the external 
value o f  a currency is the amount o f  foreign payments which have to be made 
on balance at any gtven time? After making some allowance for what one can 
borrow at short notice.

1 3 , 1 1 4  That is to say, the gold reserves in a gold standard country have to 
be big enough to enable a temporary adverse balance o f  trade to be righted before 
the orthodox means o f  contracting the currency have their p la y ?  Except that 
I should expect countries to hold foreign balances as part o f their reserve— at
____ _________ ~ a ____ _ +1____<ijiY id le  a guuu many ui u iciii-

___4.1______ A ~  # - U « ___ 1 , 1
-da uicy uu an tduy. 1 n t m eiau ie  vji luc ^uiu

reserve you must keep is what you require to meet short-period fluctuations, 
after taking account of any foreign balances that you hold, and a conservative 
estimate of what you can borrow at short notice.

1 3 . 1 1 5  You would also agree that the greater the volume o f  trade o f  a country 
the greater the possible temporary adverse balance o f  paym ent? Except there 
are many other factors. Th e variability of Indian exports as compared with 
British exports is greater than in proportion to their absolute amount.

1 3 . 1 1 6  What would be the psychological effect o f  reducing the gold balances 
held? I f  the view is held that the gold reserve should be big enough to right a 
temporary adverse balance o f  payments, then it would be an easy matter to induce 
the currency authorities in the gold standard countries to reduce their gold security 
reserves as you suggest? I think that the danger of the central banks pursuing 
what I should regard as a misguided policy, and thereby allowing a 
withdrawal of gold for India to have more effect than it need, is a very real one.

n . 1 1 7  But human nature being what it is, would thev not feel extremely
uneasy i f  they saw their reserves dwindle to a point where they fe lt  that their 
adverse balance o f  payments could not be met? Is  not that a fa cto r which would 
have to be taken into account? I confess that the personalities o f the central 
banks of the world do alarm me.

1 3 . 1 1 8  It is not only the central banks but the general public. H ave not the 
general public a great deal to do with it? I f  the general public became alarmed 
when they sa w that the gold reserves were dwindling would they not immediately 
react to that position? I feel that unless there is some change o f opinion in 
these matters we are done anyhow. This does not seem to me a larger amount, 
spread over the period that it is, than amounts which will often be coming 
along. Something that one cannot predict will constantly put a strain 
comparable to this on the gold standard, and if the governors of the central 
banks are so fixed in their minds as to what proportions they want, and are 
so unwilling to use their gold reserves that they cannot accommodate 
themselves to a demand of this magnitude, I do not see much future for the 
gold standard.

1 3 . 1 1 9  I  think you have said that i f  ideal conditions in international trade
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were to obtain then you could afford to reduce you r gold reserves? Yes. I am 
assuming that in that case the practice o f holding foreign balances would be 
increased.

1 3 , 120 I  take it that would mean a long process o f  education? Yes, I think it 
would, and if  you concentrate those balances too much in one place it adds 
to your dangers from that place; and as regards the place— for example, 
London— where foreign balances are held on a large scale, the requirements 
of that place for gold would be greater, I agree.

T <1 T «% T y>*( m / /7 M 4  la a Æjm la  a 4 m ra jm am sa il J sa a f *  Ajia a //i //j /i sm 4  4  n  p* lm a «w A /I M p* /I
2 c/m u ' v u i u  n u i  m u i K  i l  u n r c u t u / i u i / i c  y j/ c i/ j/ k c  u t u  u u u m  i r n y v f  t u n i c

to the holding, ira these circumstances, 0/ substantial gold balances to secure the 
external value o f  their money? I should think it foolish if they held these with 
the idea of never using them.

1 3 . 1 22  Then, in the next paragraph, you draw a picture o f  a banker having 
to pay out balances due to his customers. I f  I  may, I  should like to complete the 
picture. I f  you had a big creditor o f  a bank withdrawing his balance fo r  the 
purpose o f  buying, let us say, a collection o f  old masters, and i f  the bank fo r  that 
reason had to curtail credit to its other customers upon whom the trade o f  the 
big depositor depends, would not that hit the big depositor? I think the big 
customer might be well advised not to do it, but I think there are limits to 
the extent to which his banker can press that point on him. I think he would 
be entitled to resent it if his banker pressed the point.

13 . 1 23  That is to say, greatness, even in the matter o f  bank balances, imposes 
responsibilities? I have expressed the opinion already that India would be 
ill-advised to press for this. I think it would be wrong of them to do it, but 
it seems to me to strike at the root of international banking if  we make any 
difficulties.

1 3 . 124  N ow  to turn to another point. Supposing India was content to link 
her price level to gold? What would be the criterion in your view , when you come 
to consider at what point you are to stabilise permanently your exchange? I
should take something as near as possible to the existing situation.

t i  f'j.c That it tn taw wan mnutd. pvaminp mh.pt.hpr internal ftriret had‘  ,r i  —  .7 * ------  — .r '  j  w "  ............... ...  ■—  ............— ----------------- ----------------- r  -------  -------

sufficiently adjusted themselves to the external value o f  the money? Yes.
1 3 . 1 26 Do you see anything in the point which has been put to us by a number 

o f  witnesses, that to f ix  the external value o f  the rupee at is . 6d. would damage 
certain interests, especially those o f  the cultivator and exporter? As compared 
with?

1 3 . 1 27  With a lower ratio. I think whenever you arbitrarily alter the 
exchange you benefit some interests and injure others.

13 . 1 28  But at this stage? I have not examined the level of prices in India 
in detail recently, but so far as my knowledge goes I see no injustice in talking 
about is. 6d.
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1 3 . 129 You are aware that the exchange has ruled at is . 6d. gold  ever since 
this country went back to the gold standard? I am not aware o f the exact period.

1 3 . 130 But can one not suppose that, during that period , internal prices would 
have adjusted themselves to the is. 6d.?  I think it is reasonable to expect that 
adjustment to this figure is fairly complete.

1 3 . 1 3 1  What would be the effect i f  one were to f ix  the external value at is . 
4d. having regard to these circumstances? I f  it is true that things are adjusted 
to is. 6d., one would be introducing an arbitrary disturbance which I should 

very much deprecate.
1 r  12  There it the auestinn of the hoarding of monev in India. I  take it vou
~  wJT ‘  s J —  - - - - -  -  ----------------- - j - - - ----------------~y --------------------------------------------O - J  --------- ^  - -  - - - ------

w ill agree that the hoarding o f  money is detrimental to In d ia ’s interests from  

every point o f  view ?  Yes.
1 3 . 1 33  Both from  the point o f  view o f  managing the currency and also 

economically? Yes.
1 3 . 1 34  Could you suggest a way o f  educating the people o f  India  to hoard 

in things other than precious metals? That is a very old problem. It is evident 
that India is absorbing a very much greater volume of securities than used 
to be thought possible. Everything that can be done to encourage that ought 
to be done. It looks as though in recent years great progress has been made.
I have not the Indian experience that would enable me to make suggestions.

1 3 . 1 35  You would say that to offer India a gold currency would not have 
any effect in that direction? I cannot see how it could. I should have thought 
it would tend the other way, if anything.

1 3 . 1 36 You would say, I  suppose, that to g ive them a gold currency in India  
would not teach them anything? I think it is a retrograde measure.

1 3 . 1 37  (sir r a j e n d r a n a t h  m o o k e r j e e ) I  understand that yo u r ch ief 
objections to a gold currency scheme are, firstly  the disastrous effect on its value, 
and secondly the opposition o f  silver interests? No. M y two chief objections are 
the effect on the silver market, and the cost to India.

1 3 , 1 3 °  D id  you not also lay stress on the interests o f  other countries being 
affected in any w ay?  I lay very little stress on that. The two points I lay stress
nn ari* (r\ anH in m v  m p m n r a n r ln m  y»-/ *** “ v

1 3 . 1 39 The hoards o f  silver in India are principally composed o f  coin, are 
they not? I do not know. I always understood that there was a bigger store 
of silver not in the shape of coin. I am not aware of the relative magnitudes.

13. 140 Anyhow , we have been told by the Government that in addition to 
go crores o f  silver in their reserve they may be estimated a maximum o f  Rs. 100  
crores with the public? Yes, but I am not aware of what the estimate is of 
the amount of silver hoarded not in the form of coin.

1 3 . 141  The proposal in the Memoranda o f  the Finance Department is, that 
even with the introduction o f  gold coin and a gold standard, the silver rupee would 
remain legal tender? Yes.



1 3 . 1 42  The silver coin and silver rupees are generally in the hands o f  the 
cultivators, who number 224  millions out o f  the total population o f  India o f  320  
millions. These cultivators, as you know, w ill not be able to exchange their silver 

fo r  gold coins fo r  two reasons. First o f  all, dividing up the total silver coinage 
between these 224  millions o f  cultivators we fin d  that each man's share comes 
to about 5  rupees. Taking an average o f  fo u r persons to a fa m ily , a sum o f  20 
rupees is not big enough fo r  them to wish to go and change it into gold. Also 
it is not convenient fo r  them to do so as they want to use their silver hoards in 
times o f  necessity. They can take out one or two or three silver pieces when they 
want to buy food. I f  they possessed just one gold coin it would be very difficult 

fo r  them to get it changed in smaller coins in a remote village 40 or 50  miles 
from  a city. Therefore, they would rather keep the silver in their store than change 
it into gold, besides a rupee w ill remain a rupee and buy a rupee's worth as it 
does now. You are arguing that there is no real demand for gold coin in 
India, and that it is not suitable for India. I think that is quite possible.

13 . 143  Therefore the contention that this silver would come out fo r  conversion 
into gold, and thus accumulate into the Treasury, is not quite correct? I agree 
that if there is no real demand in India for a gold coin, and if  the scheme 
is a fiasco, it will not have very serious consequences.

13. 144 Therefore there w ill not be any such disastrous effect on the silver 
market as you apprehend? I am assuming that if it is successful it will be 
disastrous, but if  it is unsuccessful it will be less disastrous.

13. 145 But it cannot have a disastrous effect on the silver market i f  silver 
is not changed into gold? I f  most people in India do not want gold coins, and 
wil not have anything to do with them, then I agree that the offer to them 
of gold coins will not have very serious consequences. On the other hand, 
the risk would have been run for no very useful purposes.

13. 146 A s regards the second point, the opposition o f  silver interests, do you 
remember that, with the form ation o f  the Latin Union in 18 6 5  and the adoption 
o f  the gold standard by Germ any in 18 7 1 ,  silver prices fe l l  from  63d. per ounce 
in 186g to 3 id . in i8 g 3 ?  D id  the members o f  the Latin Union and Germ any 
give any thought to what effect their policy o f  the demonetisation o f  silver would 
have on India 's stores o f  silver?  As you are probably aware, it was a very great 
controversy at the time, and there was tremendous opposition in all countries 
to a step which would depreciate silver, but I agree with your main 
suggestion that the prospective depreciation of silver did not carry decisive 
weight— at least not with France and Germany. It was a very great historical 
controversy, and the views of India were freely expressed and weight was 
given to them; but I agree with your suggestion that the final course adopted 
by the Continental countries was not much influenced by what India said.

13. 147 They did not think o f  India  when they did  it?  I think they did
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consider the disadvantages o f depreciating silver, because there was a very 
powerful and vocal party which expressed that opinion; but the final decision 

went contrary to those arguments.
13 , 148 A gain , with the triumph o f  the gold standard in i8 g 6  I  believe, in 

Am erica , and the adoption o f  the gold standard by Ja p a n  and Russia in i8 g g  
silver depreciated fu rth er to about 22d . in igo 8 . That means that in the course 
o f  about 40 years In d ia ’s stores o f  value in silver, depreciated to \rd  o f  their 
value in 18 6 g , through the deliberate action o f  other countries. W hy should India  
now show any scruples about the effect a particular policy proposed to be adopted 
by her may have on foreign authorities or foreign interests? I do not think they

ifil- ic fnr im nnrt'int v îjrtrnmpnt w i  c nn rt> fh pr Hiflfprpnl-
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lines. I was suggesting that India was herself one of the greatest holders of 
silver in the world, and that it was the Indian silver interests which ought 
to be regarded and not the foreign silver interests.

13. 149 Do you refer to the producers o f  silver in Burm a?  India is one of 
the greatest owners of silver in the world, and therefore India, as I say, has 
an interest in considering the value o f silver.

13. 150 The domination o f  silver in her currency has cost India  huge losses 
in the past. I f  she chooses now to break aw ay from  silver, in order to safeguard 
her future and come into line with gold standard countries and is willing to under
go a temporary sacrifice what objections would you still have to the proposed gold 
scheme? I think she must weigh the consequences. I do not at all say that 
India ought to support silver at all costs. I agree that the past experience 
of India in relation to silver has been unfortunate in many ways. I think it 
is a pity that India is such a large holder of silver; but, that being so, she 
must not forget it. Silver must not be treated as a foreign interest. Silver 
is very greatly an Indian interest, and from that point of view I think India 
would be well advised to go very cautiously. I f  there were great advantages 
in a gold standard I should weight them against the disadvantages of 
depreciating silver, and I might quite likely come down in favour o f a gold 
currency. M y whole argument is conditioned by my assumption that there 
are no great advantages in a gold currency, and that being so it would be
cKnrt_ewrKtprl t n  rl r\ cnmpfli m r r  urktrli irm 11 rl r*t
j i i u i  i ~ a i g n i v u  i u  u v /  j u i i i v i u i i i ^  m  m v i i  u v / u i u  i v a c i
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holders of silver merely in order to satisfy what may be an ephemeral phase 
of public opinion in India.

1 3 , 1 5 1  Do you think India has advanced sufficiently in banking habits to be 
able to work successfully in a paper control system, which has been rejected by 
England on the grounds that the time was not y e t  ready?  I am in favour of an 
exchange standard and the use of paper currency and rupees according to 
the experience and practice of the country. I am not clear how the question 
of the development o f a banking habit is relevant to that.
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1 3 , 1 5 2  A  banking system must be introduced to a large extent among the 
people, so as to get them accustomed to the drawing o f  cheques, the working o f  
the discount rate and so on? I do not think that much affects the matter.

1 3 >153 Y ° u are against the gold standard? Yes.
1 3 . 1 5 4  You say it is ‘ a barbarous re lic '?  Yes; that is a correct quotation.
1 3 . 1 55  (si r  r a j e n d r a n a t h  m o o k e r j e e ) But perhaps fo r  a barbarous 

country like India ihe barbarous relic may prove a blessing.
13 . 156 (sir  Al e x a n d e r  Mu r r a y ) So f a r  as regulation o f  prices tn India
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a gold coin, or the old gold exchange standard and a regulated rate o f  exchange? 
Very little, I think.

1 3 .157 It ts immaterial? Practically.
13 . 1 58  We could have a gold standard without a gold currency? Yes.
13. 159 Personally you do not fa vo u r a gold currency? No. I f  I am arguing 

on the basis of it being certain that India wants to have a gold standard of 
some kind, I should then prefer the gold exchange standard to the gold 
currency standard.

13. 160 You think gold is better in the central reserve, so to speak, rather than 
tn circulation? Yes.

13, 161  You consider it wasteful m circulation? Yes.
13. 162 Earlier in your evidence you differentiated between the reserve which 

England has today— the type o f  reserve which is really against \ari\ external dram  
and the type which India should still have, which should be against an internal 
drain as well as an external drain?  I f  India had a gold currency she would 
need gold against an internal drain just as she needs rupees against an internal 
drain now.

13. 163 We have had it put to us that in the past England adopted the process 
o f  keeping a reserve against internal as well as external drain ; that is to say, 
when it had gold coins in circulation. Germany had to do the same thing when 
it went on to a gold standard in the f o s .  D id  Germ any not prohibit the use o f  
small notes in order to get gold coins into circulation? It  has been suggested to 
us that just as Germ any and England had to go through that stage before they 
came to the present stage, surely India is entitled to go sim ilarly through the gold  
coinage and circulation stage? I think if India wants to go through every stage 
she had better start with cowries.

13. 164 I  only want your opinion on that point, because it is an argument that 
has been put to us in India. You mean the idea is that India is to begin by 
making all the mistakes that it is possible to make and to adopt in turn all 
the obsolete currencies?

1 3 . 165  India has been on a gold exchange standard. England has now reached 
the gold exchange standard practically. I t  has been suggested that India , not



having gone through the gold currency stage, ought now to go through the gold  
currency stage in order to fam iliarise her people with the gold coinage? Nobody 
would make the same proposals as regards cotton machinery or motor cars, 
would they?

13, 166 I  am g lad  to have you r opinion on that point. In  connection with the 
ratio o f  exchange, I  think in olden days you fa vo u red  the sovereign as being the 
suttable corn on the is. 4d. basis? Supposing the ratio is altered to is . 6d ., what 
is you r opinion in that connection now? At is. 6d. the sovereign is an
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a more convenient number of rupees.
1 3 . 167  Does that suggest to you r mind an Indian gold com— either a 10  or 

20 rupee coin? I think of this as a mere matter of convenience. I have no 
particular feeling one way or the other.

13. 168 H ave you a feeling  in fa vo u r o f  a high valued gold coin? It depends 
on how serious you are in your wish to get gold into circulation. I f  you want 
to get gold into circulation I should have a relatively small unit, say 10 rupees 
or less. I f  you hope the people will take as little gold as possible then I would 
have a larger unit.

13. 169 Your view in that connection would be that India should therefore 
have a large valued coin? I would have as large a unit as possible, because 
the less gold flows into circulation the better.

13. 170 In  the old days it was really the sovereign that circulated more than 
the half-sovereign ? I believe so. I believe there were hardly any half-sovereigns 
in India.

1 3 . 1 7 1  /  gather from  your examination that you are prepared to g ive India  
a gold currency practically in order to placate Indian opinion, and even although 
Indian opinion may be misguided. H ow do you arrive at Indian opinion? You 
said you arrived at it, I  think, by reading various publications, but do you recog
nise the difference between opinion in India and Indian opinion at home with 
which you are more fa m ilia r?  Yes. I do not pretend to assert as a fact that 
Indian opinion is m favour of it. I mentioned it because it is often said that 
it is, and that seemed to me, if  true, the most solid argument I have heard 
in favour of gold currency. Therefore I devoted myself to answering what 
seemed to me the most solid argument. But it may be that Indian opinion 
is not in favour. I am only going by the type of communication which this 
Commission has probably had in large quantities, and which I also receive 
through the post.

1 3 . 1 7 2  I f  you were to take a country like England , with a high standard o f  
education where probably 80 per cent o f  the people are urban as against 20 per 
cent in the country. . . ? Frankly my opinion is that Indian opinion is in favour 
of it, in the same sense in which British opinion was in favour of the gold
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standard a year ago. In this matter there is always only a small minority of 
the public who take any intelligent interest in it. I f  you take good class 
academic opinion in India, which I think ought to have some deference paid 
to it in a matter of this sort as representing true Indian opinion, I should 
have said that the weight of good academic opinion in India was in favour 
of a gold currency. M any professors who I consider deserve respect in other 
matters have expressed that view, and although I disagree with them on that 
I do not think their opinion ought to be swept on one side.
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population? Yes, I think it ought, because it is not only Indian academic 
opinion but there is also a considerable volume of Indian business opinion 
to the same effect. I think all the methods one has of gauging Indian opinion 
would lead to the conclusion that Indian opinion, so far as it is intelligent 
and articulate supports this.

1 3 . 1 74  A t home they have not accepted the best academic opinion? They have 
accepted the weight of academic opinion.

1 3 . 175  (MR p r e s t o n ) It  is quite evident that you are aware o f  another side 
o f  Indian opinion regarding the propositions which the Commission have placed 
before you in the memoranda other than was evident to us. Therefore may I  say 
that it w ill not come as a surprise to you i f  I  were to state that the phase o f  
Indian opinion which has been placed before you in that memoranda is not the 
only one which is existing in In d ia ?  I am glad to hear it.

13. 176 O r in other words that there is a very heavy weight o f  opinion also 
in India which is not represented by that memoranda? I am very glad to hear 
it, but I can only say that not much of it has come my way.

1 3 . 1 77  The gold exchange standard which we had functioning in India from  
i 8 q j  to 1 Ç 1 4  was simple, public, automatic, and brought great advantages to 
the land o f  India , did it not? I think it was the best currency system then
p v i c t i r \ t r  i n  t K p  i i f o r l / l
VAlPllllg 111 t-ll̂ r TIU11U-

1 3 . 1 78 A n d had it not been fo r  the War it is reasonable to suppose that that 
system would still have been in force?  I think so.

13. 179 A n d  there would have been no need fo r  the Babington-Sm ith  
Committee or probably fo r  this Commission? I think that the conclusions of 
the Chamberlain Commission would have held.

13. 180 This other weight o f  opinion recognised that that gold exchange stan
dard had been beneficial to the land o f  India had it been properly managed. They 
have come to the conclusion that during the War it was mismanaged. For our 
purposes now it is immaterial whether it was or was not, but, really speaking, 
it was about two-thirds on the way towards a simple gold standard, was it not,
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in its application? Yes, quite two-thirds o f the way to a gold standard, but 
to a gold currency not so far.

1 3 . 1 81  Let me call it a simple gold standard? More than two-thirds o f the 

way.
13 . 1 82  The consensus o f  that other opinion today, in so f a r  as I  can read  it, 

is that they have no desire whatever to be guilty o f  or to demand, any action 
from  the authorities on this side which, in her claim fo r  gold, would be detrimental 
either to this country's or to India 's interests. They have also in view that, in 
her demand, they would not be guilty o f  any action which would in any way 

jeopardise the existing securities in the paper currency reserve or the gold standard
at n j* T / f f L  ̂ 4 1 y j  /% na  at n  a /• pa «M a /ii f  In m preserve, r r  nui mey ucsirc ùt/rtyiy t h st# * A pin mail tl lift /in / l* # n /
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constituted, that there should be a fre e  and unrestricted import o fgold  and output 
o f  gold. In  pre-w ar times the sovereign was the universal tender in India. The 
parity was 1 5  to /, or the is. 4d. such as we knew it. Therefore the upper gold  
point was put down as is . 4-^2^- The export point was put at is . 3 ^ d . ,  and, whilst 
we allowed gold to come in, Government never accepted the responsibility o f  g iving  
gold on the other side fo r  rupees. Therefore what they now desire is that inequality, 
i f  I  may call it so, should be rectified. So  that, taking the changes which have 
happened since then, and taking the great changes and the difficulties which are 
in evidence here on this side, and o f  which you y o u rse lf have spoken this morning, 
would it not be a reasonable and a fa ir  proposition in answer to their demands
to grant the concession which they now desire, namely, that our existing system 
should be so altered as to lead to a free  import o f  gold and a fre e  outflow o f  gold? 
Yes, I think so. I f  it is settled that India is to have a gold standard of some 
kind, and if the feeling in India in favour of greater facilities for getting gold 
is to be met, I agree with you that the wisest way of doing it would be to 
have a statutory selling price for gold on behalf of the Government, as well 
as a statutory buying price. That is assuming that the gold standard is to 
be established.

13. 183 Then they go fu rther than that. They state that in their demands 
Government should only sell her council bills to the exact amount o f  their 
requirements. Consequently Government, having sold her council requirements, 
which fo r  the last y ea r were about 40 millions sterling, the off-take fo r  gold would 
not be more from  this market or from  the world's markets. We have it in evidence 
that it is from  fiv e  millions to ten millions. Would that meet with yo u r approval?  
I should not have thought that the net takings of gold, if the Government 
had a statutory selling price, would be much different from what they would 
be if it had not a statutory selling price. That is your point.

13. 184 The point is this. In the memoranda* which you have got there they

* Appendix 95 (B). [Not printed.]
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present to you  a bogey o f  10 3  millions o f  gold?  That is on the assumption of 
a gold currency, but I think there is one point where I should differ from 
what you are suggesting. I f  the Government is to have a statutory selling 
price for gold it will have to hold a permanent gold reserve in India in order 
to meet that liability, and the amount of the normal aggregate of that gold 
reserve would be in addition to India’s other gold requirements. Therefore,
whilst it would be IcSS than 103 millions, I think the statutory selling price
for gold would mean some addition to India’s net gold requirements in the
fire!- in e ta n rp After that reserve had been once built up, I do not see why
it should mean any further increase.

13 . 185  What I  am trying to arrive at is this— that the annual off-take from  
this market would never, on the average, exceed f iv e  millions to ten millions o f  
gold?  I cannot say as to that, but I see no reason why the annual off-take 
should be increased. I do see, however, a reason why the initial requirement 
would be greater. The Government would have to hold gold in order to make 
sure of being able to meet its statutory liability to sell gold at fixed prices.

13. 186 Then the idea underlying their request in that particular respect is 
this— that in the event o f  a fa llin g  aw ay in exchange, and exchange fa llin g  to 
a lower point, her gold standard reserve is still intact? Yes.

T -l t8"7 Sn that this pvtra nfT-takp mould not hp rpmnrpd. m anv mav mhatpvpr- j) - w / —  *--------- ----- - -jj ----- ----- — ------ * ■ - 1 — — ——j --- J  -----------
to maintain the exchange p a rity?  You would require an additional reserve, 
because you would have an additional requirement. The gold which India 
kept in India to meet its statutory liability to sell gold at a fixed price would 
be additional to the reserve which she would have to keep to meet external 
drains.

13. 188 It  would in its operation become additional? But once that initial 
reserve had been built up I do not see that any more goid would be required 
than is required at present.

13. 189 /  would like to obtain your opinion on this silver bogey. From the best 
information which has been placed before us we gather that the total amount o f  
rupees outstanding today is about 230  crores— possibly 300 crores as an outside 

figu re , o f  which there are nearly go crores in the Government Treasury chest. 

P rior to the W ar it was always the policy o f  the Government o f  India to maintain 
about 20 crores as a working balance. Taking India 's trade today at about 100  
per cent increased volume, and with the increase in population, and the possibility 
o f  increased trade, would it be unreasonable to suppose, as is the evidence which 
has been tendered to us, that the working balance would be a minimum one at 
about 40 crores, in comparison with the 20 crorès in pre-w ar times? M y  opinion 
would not be worth anything unless I could look into it more carefully.

13. 190 Assuming that the 40 crores was a fa ir  estimate, that would leave in 
our paper currency reserve about 50  crores. We have ascertained in evidence that
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the annual absorption o f  rupees is in the region now o f  nine crores per annum. 
On that assumption the excess stock would barely give us room fo r  f iv e  yea rs ' 
requirements? The arithmetic seems to be correct.

1 3 . 1 91  I f  that were the case would you  say that the bogey o f  the selling o f  
India 's rupees was warranted or not? I see no reason to expect that India would 
be selling rupees if  a gold currency is not introduced, or, if a gold currency, 
being introduced, is inoperative.

1 3 . 192  The memoranda which have been placed before you suggests the sale,
___ r . L „ .  l „ i____£ ____  .i.„, ....__ 1___1__» -..j.__in  v i e w  uj m u i  v u tu n icJ ig u rc^  uj w riui m e y  iuuk  u p o n  i v a u y  us r c u u n u u m  r u p e e s .

Assuming that our annual absorption is in the region o f  nine crores, with an 
increasing figu re , is the reason fo r  the suggestion o f  that sale apparent to you  
or not? I f  I follow you rightly, you are going on a different assumption. The  
memoranda assume that gold will be introduced into India as the currency, 
and will circulate to an important extent. You are assuming it will not 
circulate, and therefore that the demand for rupees will go on as heretofore. 
So naturally the two assumptions lead to different conclusions. I f  no change 
is made in the way of introducing a gold currency, I quite agree that the 
present apparent redundancy of rupees in the reserve would be absorbed in 
due course.

13. 193 Therefore this idea o f  a wholesale selling o f  rupees would not be 
warranted? But that idea of a wholesale selling o f rupees is made on a 
different hypothesis.

13. 194 (si r  h e n r y  s t r a k o s c h ) We have been told by some witnesses that 
the time is not yet ripe fo r  India to establish a real central bank because its present 
banking organisation is too limited. Do you see anything in that point?  No.

13. 195 Would you not rather say that a central bank would be very helpful 
in expanding the commercial banking organisation? Yes, I should.

13. 196 (si r  Re g i n a l d  m a n t ) When you advocated a variable rate o f  
exchange I  assumed that there would be no place in you r system fo r  a legal tender 
gold coin? No.

13. 197 I  understood from  you r subsequent replies that you  d id  contemplate 
that? No. I was doing that on a different hypothesis. I said assuming a gold 
standard is to be established in India then I thought that the statutory selling 
price might be introduced. If, as I consider the better policy, a legal gold 
standard is not introduced, then there is no place for the statutory selling 
price.

13. 198 (c h a i r m a n ) We are very much obliged to you fo r  you r very valuable 
assistance.

The witness withdrew.
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A  Government wage and profit subsidy had held the coal mining dispute 
of the summer of 1925 in abeyance while a Royal Commission under Sir 
Herbert Samuel examined the problems o f the industry. While the Com
mission sat, both the Government and both sides of industry prepared for 
industrial action when the subsidy expired in April 1926. Th e Samuel 
Commission reported on 11  March 1926, recommending certain longer-term 
changes such as nationalisation of royalties and amalgamations of 
uneconomically small pits as well as a reduction in money wages. The owners,
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reorganisation of the industry. The miners rejected both wage reductions and 
longer hours. In these conditions of deadlock, Keynes made a suggestion.

From  Th e Nation and Athenaeum, 2 4  A p ril 1Q 2 6

c o a l : a  s u g g e s t i o n

The acceptance o f most o f the Coal Commission’s recommen
dations by all the parties concerned has cleared much matter out 
of the way. The issue is being narrowed down, until it is 
becoming possible to see more clearly the general lines which 
almost any settlement must follow.

The dimensions o f  the problem. In the last quarter o f 1925 the
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to is. 7d. per ton in the Eastern Division, and averaged 3s. per
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trading profit averaging is. 7d. per ton for the whole country, 
and not less than 8d. per ton in any district. The Report of the 
Commission shows that an improvement of 3s. per ton in the 
net proceeds would enable all but the worst mines in every 
district to continue without actual loss, and the better mines to 
earn a normal trading profit averaging about is. 6d. per ton. 
Thus in round figures we may say that the economic problem 
of the mines is to raise the net proceeds by 3s. per ton. Anything 
much less than this would knock out whole areas, whilst 
anything much more would tend to perpetuate over-production 
and to hinder the gradual transference of activity to the newer 
and better mines and districts.
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The sources o f  the improvement. It is agreed that in the long 
run the only sources from which this necessary improvement 
in the net proceeds can come are three— (1) lower wages, (2) 
economies resulting from the Commission’s miscellaneous 
recommendations, and (3) higher prices to the consumer. The 
Commissioners have proposed that the contribution from lower 
wages should be about 10 per cent, which would work out at 
an average o f about is. 3d. per ton. They have not specified how 
much they expect from the other two sources, an omission which 
gives a certain vagueness and lack o f precision to their intentions. 
I suggest that rough justice would be done i f  we were to start 
off in framing a concrete scheme o f settlement with the idea that 
we might get is. per ton from each o f the three sources. It is 
evident, however, that whilst an agreement could make sure of 
the contribution from wages, the amount o f the contributions 
from eventual miscellaneous economies and from higher prices 
is bound to be problematical beforehand, and will only emerge 
with certainty in course o f time. An important part o f the 
immediate practical problem is, therefore, to tide over the 
dubious period immediately ahead o f us.

The form o f Government assistance. Obviously the economies 
to be obtained from putting into force the Commission’s 
miscellaneous proposals cannot be effective until after an 
interval of time. This fact is the only, but sufficient, justification 
for a continuance of Government assistance. The subsidy should 
be framed with the sole object o f providing for this interval. It 
follows that its initial amount should be governed by a conser
vative estimate o f what these economies will yield, that it should 
gradually diminish over the period which they will take to 
mature, and that it should be the same for good districts and 
for bad. The last condition is important. So long as the subsidy 
could be regarded as primarily a subsidy to wages, it was, 
perhaps, natural to give a bigger subsidy to the worse districts. 
But nothing can be more injurious in the long run than a device 
which endeavours to put the worst pits on a level with the best;
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and a subsidy on these lines has in fact seriously aggravated the 
present plight o f the industry. Unless, therefore, there is good 
reason to anticipate that the worse districts have a prospect of 
securing materially greater economies than the better districts, 
the only sound principle for further Government assistance is 
a flat contribution per ton o f coal raised. The actual figures 
would be better filled in, here as in the rest of this article, by 
those who know more about the details of the industry than i 
do. But I suggest as a basis of negotiation that the Government 
should pay a uniform subsidy of is. per ton, failing by id. a 
month. This would not cost the Treasury above £6,000,000.

The amount and the method o f wage reductions. The national 
settlement should be on broad lines and might consist of an 
agreement that the aggregate reduction in the wages bill should 
not in any district exceed the equivalent of is. per ton, that the 
position of the worse-paid workers should be protected by 
subsistence minima as at present, and that district settlements 
should be subject to ratification nationally. Subject to these 
conditions, the details should be referred to the districts for 
individual negotiation, and the masters and men should be free,
i f  tfipv ran tn harcrain a Irccrr rrHnrtinn n f watrrc than thr ahnvp ■■ j  ~— ■> ---- r>----- -- ---------- * ------ ------- — "  ------- ------ --—  ■ -
against the men meeting the masters’ ideas on various matters 
other than wages. Further, recruitment of new hands into the 
industry should be prohibited for the present, and some 
reference to the cost of living standard might be introduced into 
the minima. The miners know that, unless the subsidy is to 
continue indefinitely, the choice lies between accepting a modest 
reduction o f wages and facing (whether with or without a strike) 
widespread unemployment, and I believe they prefer the 
former.

The future o f prices. There remains the future of prices. It is 
difficult to render this element precise because there does not 
appear to be justification for a uniform increase of price over 
all classes o f coal. Household coal is already high enough; 
commercial coal used at home ought not to be raised much;
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export coal, on the other hand, is well below its economic price. 
The crux o f the export districts’ problem is, indeed, whether 
they can raise their prices without losing the trade. This is 
probably a more essential and difficult element in the case, even 
than the wages question. Yet it is one about which, except from 
the lips o f Sir Alfred Mond, we hear far too little. So long, 
however, as private enterprise continues, this must remain a 
problem for the mine-owners to solve themselves. I f  they cannot 
solve it, the industry must disappear or it must accept 
nationalisation. The apparent incapacity o f the owners to tackle 
this problem firmly is one o f several indications that we are 
dealing with a decadent, third-generation industry. The inclina
tion of the owners at the outset to throw the whole brunt of 
their difficulties on to wages is the reason for the widespread
nnnnlar itv  n f  fhp m p n ’ c relief*----cn Inner ac rhpv fitrht it in a cnirit

of reason and social sense. On the other hand, the Government 
must not forget that the price problem of the coal exporters has 
been created largely by M r Churchill’s gold-standard policy. 
The extent to which it is now essential for them to obtain higher 
prices by better selling methods is almost exactly equal to the 
lowering of sterling prices attributable to the rise in the ex
change. It is true that many of our export trades have failed 
so far to solve the problem which M r Churchill set them a year 
ago. It may be that a Chancellor o f the Exchequer, who is blind 
to economic cause and effect, has set old-fashioned private 
industry, which is not organised in combines or cartels, a 
problem which it is incapable o f solving. So-called conservative 
finance, which consists in turning two blind eyes to the wrong 
end o f the telescope, is more likely than anything else to lead 
old-fashioned industrial organisation into trouble. But the 
problem having been set, our export industries must stand or 
fall by their success in solving it. In the case o f coal it looks to 
an outsider as though, failing international agreement, the 
exporters might derive some relief, temporarily at least, by 
arranging for themselves a pool, somewhat on the lines o f the
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Tinplate Pool which is familiar enough in South Wales, by 
which a scheme o f quotas, of standard prices, and o f penalties 
is drawn up. This might, with necessary modifications, be better
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alternative o f organised short-time on the lines o f the Lancashire 
cotton mills. The employers m the export districts must at any 
rate take the responsibility of introducing some method or other 
of improving prices. After ail, several of our staple export trades 
would be by now in the same plight as coal if other employers 
had shown themselves as helpless.

Here, then, are the elements of the problem. The precise 
amounts and forms of the contributions to be secured from each 
of the three sources are a legitimate subject for negotiation and 
for reasoned debate. After all, the real differences of opinion, 
which still remain, are surprisingly small. Everyone, including 
the miners, knows that some reduction of wages is inevitable and 
no one suDDOses that the reduction suggested bv the Commis-

Æ. K W  V

sioners can be exceeded. Everyone expects that the essentials of 
the miners’ demand for a national settlement must be conceded 
to them. Everyone, including the Treasury, is well aware that 
f h e  r o n f i n n a n r e  o f  some kind o f subsidy is inevitable. Everyone,kliv W i i v v  v / i

including the owners, expects the latter to practise a little more
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have shown hitherto. Even the amounts of each of the three 
factors can probably be guessed already by the leaders on either 
side within a few pence. I f  the will for a settlement exists, it 
cannot be impossible to draft one.

When the existing agreement in the coal industry expired with the subsidy, 
the owners locked the miners out on 1 May. The result was not only a mining 
dispute but also a General Strike which lasted from 3 to 12  May.

During the strike, Keynes wrote two notes. The first, which exists in 
Lydia’s handwriting, was cabled for publication in the Chicago D aily  News, 
where it appeared in a slightly modified form on 6 May.
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To the Chicago Daily News, 6 M a y  IÇ26

The strike situation ought never to have arisen— for two 
reasons. The leaders on both sides honestly wanted to avoid it, 
although some o f their less responsible followers may have been 
not disinclined for a try-out. When both parties want to avoid 
something only clumsiness and stupidity can bring it about. But 
there was another reason, and here the fault lies, I think, with 
the Government. Negotiations should never have been broken 
off, even though it cost a short prolongation o f the subsidy, until 
the men had had put before them a concrete proposal on lines 
approved by impartial opinion in conformity with the 
Commission’s Report, had had time to consider and discuss it 
and had deliberately refused it. This they have never had. I f  the 
miners had deliberately refused a fair and generous offer, it is 
most unlikely that the Trades Union Council would have 
supported them with a General Strike.

Now by fatal blundering we are out of the atmosphere of
reasoned discussion* But let not American opinion misundcr- 
stand. On the whole working-class sympathies are solid with the 
men. But there is no excitement, no passion, not a flicker of 
revolutionary feeling. That is not the atmosphere of London 
today. The atmosphere is first one of depression and helplessness 
and dismay at the failure of reason and common sense.

I suppose that even now a patched-up settlement might come 
at any time. But if not I see no reason why the present situation 
might not continue for a few weeks. In the end the forces of 
law and order are certain to prevail. Qn some terms good or bad 
offered by the Government the men will go back. But such a 
termination will settle nothing. The problem of evolving a better 
way of conducting our business in an industrial society as 
complex as America’s but no longer assisted out o f its difficulties 
and mistakes, as England used to be and as America still is, by 
a crescendo o f material progress, will remain for future solution.

I am inclined to predict that the future political effect o f the
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present breakdown will be a considerable increase in the 
parliamentary strength o f the British Labour Party. I should 
expect Labour to win impending by-elections in doubtful 
constituencies. M r Baldwin comes well out o f the negotiations, 
so far as temper and good will count. He made the best speech 
in Monday’s debate in the House o f Commons. He fell down 
through his lack o f fertility and resource and his failure to offer 
any constructive suggestion. But above ail he wiii have lost what 
was perhaps his chief asset, namely his reputation for being a 
safe man under whose quiet ruie nothing serious wouid ever 
happen. The breakdown will bring it home to public opinion 
that inactive good will and unimaginative common sense are not 
enough and that the solution of Great Britain’s social problem 
needs restless intelligence and constructive imagination.
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The second note Keynes wrote exists in several drafts entitled ‘ Reflections 
on the Strike’ and ‘ A  Symposium, I, from J . M . Keynes’ . The draft entitled 
‘ Reflections on the Strike’ appears to have been cabled to America for 
publication in The N ew  Republic. However, it never appeared, as Keynes held 
it back when ‘ The Symposium’ planned for The Nation  failed to appear on 
8 M  ay because of the continuance of the General Strike.

R E F L E C T I O N S  O N  T H E  S T R I K E

Sir John Simon tells Us that the Strike involves breach of
contract. Lord Birkenhead declares that the quarrel must not 
be ended untii it is recognised that there is ‘ one Government 
and one Government only in this country’ . Everyone speaks of 
‘ the attack on the Constitution’ . All this is true or partly true. 
But those whose minds are filled with these ideas and phrases 
are not thinking or saying the things which it is important to 
think and say. The strikers are not red revolutionaries; they are 
not seeking to overturn Parliament; they are not executing the 
first movement of a calculated manoeuvre. They are caught in 
a coil, not entirely of their own weaving, in which behaviour,
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which is futile and may greatly injure themselves and their 
neighbours, is nevertheless the only way which seems to them 
to be open for expressing their feelings and sympathies and for
vm 1 •-». o  1/Aâm n/v frtt tVi TPlto lr a  « n /1i i i t t i i iL i i i i i i i i g ,  t u i i i i a u ç d i i i ^  a u u  î a ï u i .  m t  ^ i u m  ̂ id  a

protest, a demonstration, an expression;— though its aim and 
meaning be obscure, so that it is not easy for anyone, certainly 
not for the strikers themselves, to explain adequately what it is 
a protest against, an expression of. Unlike Sir John Simon, it 
is inarticulate, unlogical, ill calculated. Certainly I cannot put 
it into words. But my feelings, as distinct from my judgment, 
are with the workers. I cannot be stirred so as to feel the T .U .C . 
as deliberate enemies of the community, who must be crushed 
before they are spoken with.

Subsequent developments have revived the impression which 
the Report o f the Coal Commission made on me when I first 
read it but which I afterwards tried to suppress out o f deference
t n  t K p  n n i n m n  n f  n t l i p r c  i c  tn 1I-0 rl 1 n l n m o t i p  v iln p * -----n c m p l v
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the Report was in some ways very weak and woolly. It would 
have been better if the economic issues had been more sharply 
emphasised and if  a more definite and concrete scheme o f action 
had been propounded. There was too much diplomacy in the 
Report. Diplomacy is too difficult an art for human men. It is 
just because it was too diplomatic that diplomatically it has 
failed.

O f course it is important to reduce the cost o f production o f 
coal by every possible practicable improvement. But too much 
emphasis on this side tends to obscure the other side which for 
the moment matters much more,— namely that there are too 
many men in the industry, that even with the men now 
employed there is serious overproduction, and that, in the 
absence o f any pool or other concerted action, this over
production has resulted in a cut-throat competition which has 
driven down prices, mainly in the export trade, to a level which 
cannot yield a living wage. Improvements from reorganisation, 
etc. are all very well. But the urgent problems of the trade are
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to transfer men out o f the industry, to curtail production and 
to raise export prices. These matters are not ignored in the Coal 
Report. But they are not, as they should have been, dragged out 
o f the detail into the limelight. I f  they had been, it would have 
been impossible for the owners to have gone on up to the last 
moment with the proposal o f an eight hours’ day.

The eight hours’ day as a policy for the future, after the 
redundant labour in the industry has been placed elsewhere, 
might be defensible. But as a temporary policy for the present 
it is half-witted. T o  meet a condition o f overproduction by 
increasing production 14 per cent! Or, alternatively, to meet 
excessive unemployment by throwing a further 14 per cent of 
the men on to the dole! It is as though the Lancashire cotton 
mills were to propose as a solution o f their troubles that the 
spinners should work overtime. A temporary five-hour day 
might help the coal industry. But a temporary eight-hour day 
is a ludicrous plan. I f  all the miners were to work eight hours, 
we could not sell the coal produced even if we were to capture 
the entire export trades o f Germany and the United States. We 
must not forget that up to almost the last moment the only

c  f r i  f l i pv i/ i iw iv iv  |/i u m u v  t v  m v ilnncr th f*CP>u iv r ii^  t u v i jv 1 i n p c
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I f  the T .U .C . is given a pretext for calling off the strike now, 
it might be possible for them to claim it as something of a 
success, considered as a demonstration, owing to the complete
ness with which the men have come out. This fact is the main 
obstacle to reasonable negotiations. For many supporters o f the 
Government believe that the T .U .C . should be given no 
honourable opportunity o f calling it off until by lapse of time 
it has become an evident failure. This section o f opinion, which 
has much influence in the Cabinet, in effect casts its influence 
in favour o f prolonging the strike until the men show signs of 
breaking— which may take some time. Is it more important to 
settle the strike or to discredit it? Is it better to raise the strike 
now on peaceful terms, the unions withdrawing in good order, 
or to break it a month hence by economic pressure by destroying
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the loyalty of the men to one another? That is the matter o f 
controversy today. I think that those who believe that the future 
peace and prosperity of this country require the latter make a 
great mistake.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

After the General Strike had ended, but while the miners remained out, 
Keynes made another suggestion.

From  The Nation and Athenaeum, 75 M a y  iç2Ô

B A C K  i u  T H E  C O A L  P R O B L E M

Sir Herbert Samuel’s proposed concordat for the settlement o f 
the coal dispute is very good, so far as it goes. It introduces some 
further elements of definiteness which were unfortunately 
lacking in the Report o f the Royal Commission. That Report 
contained most things somewhere, but it did not throw the 
limelight into the right places.

The new concordat has narrowed the issues down a degree 
further. The question o f hours is almost eliminated (the 
mine-owners are still entitled to raise the question o f hours as 
being relevant to that of wages before the proposed National 
Wages Board), and attention is concentrated on the arbitration 
of wages. The lowest paid men are entirely protected from 
reductions. The important measure o f forbidding new recruit
ment into the industry is made definite. The closing o f pits is 
more explicitly envisaged, and the measures proposed for 
helping men whom this will throw out o f work have become 
precise. The only objection from the point o f view o f the miners 
lies in the one remaining element o f indefiniteness— the amount 
by which their wages may be reduced. But they gain so much 
in other directions that they will be exceedingly ill-advised to 
reject, or even to seek amendment of, the scheme. Sir Herbert 
Samuel deserves the thanks of the country for his labours.

Nevertheless in the enthusiasm with which we greet the
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termination of an impossible situation we must not overlook the 
grave and difficult problems which still face the arbitrators, even 
when the point at issue is confined to the level o f wages. They
c 1 1  t n  H t r \  q ^ n n i r o  f t r i m  t l i A  t l i r o o
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sources which I distinguished in The Nation o f April 24 [above 
p. 526] namely, how much from wages, how much from other
economies, how much from higher prices for the product.

The fault o f the Report and one of the faults o f the owners 
has been the undue stress which they have laid on ‘ other 
economies’, the report relying too much on the economies of 
re-organisation, etc., and the owners relying too much on the 
alleged economies o f the eight-hour day. The latter is now ruled 
out, and it would be rash to expect very much from the former, 
at least in the near future.

We are back, therefore, on the price o f product which means, 
in the main, the price o f export coal. Now there are only two 
ways o f bettering the price— by reducing the output and by 
selling-price agreements whether national or international.

How much reduction o f output will raise the price of export 
coal by (say) 2/- per ton? In other words, will an increase of 
price diminish the consumption o f coal or drive the trade 
elsewhere comparatively much or comparatively little? It is
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be very great. But we should inevitably lose some trade to our 
competitors. How much it is impossible to say until we try. To 
some extent, perhaps, we set the world price. In so far as this 
is so, we may lose less trade than we expect.

I f  we could agree with German exporters to fix a minimum 
price for exported coal, the improvement of the price might be 
achieved with a minimum of disturbance in other directions. 
This will obviously be very difficult and perhaps impossible. But 
in any case the first step towards it must be the formation of 
some kind of cartel amongst our own coal-exporters, which is 
totally lacking at present; moreover a cartel once formed might 
do a good deal to maintain prices even if no arrangement was
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reached with Germany. I should, therefore, put the formation 
o f a cartel o f British coal-exporters in the forefront o f the 
remedies. Whilst, however, reduction o f output and an export 
cartel are indicated, it seems unlikely that the National Wages 
Board will be able to discover quantitative certainty in these 
directions. On what principles then ought their deliberations to 
be governed? I venture to suggest that the thoughts o f the 
arbitrators should flow along the following channels.

(1) In the long run it is essential to reduce the cost of 
production o f British coal by every practicable improvement. 
But too much emphasis on this side tends to obscure the other 
side which for the immediate future matters much more—  
namely, that there are too many men in the industry, that even 
with the men now employed there is serious overproduction, and 
that, in the absence o f any pool or other concerted action, this 
overproduction has resulted in a cut-throat competition which 
has driven down prices, mainly in the export trade, to a level 
which cannot yield a living wage. The urgent problems o f the 
trade are, therefore, to transfer men out of the industry, to 
curtail production and to raise export prices.

(2) It follows that, so far from fixing wages at a level which 
would enable most collieries to continue to produce at present 
prices, they should be fixed at a level which, even for collieries 
which are not below the average, assumes some rise of selling 
price to enable them to make both ends meet, and involves the 
closing down, temporarily or permanently, of a not inappreciable 
number of less efficient collieries. Wage reduction on a more 
dramatic scale will not even help the employers in the long 
run, but will merely perpetuate and aggravate the existing 
overproduction.

M.

(3) In these circumstances the criterion o f what wages the 
trade can bear can only be applied in a very indefinite way. The 
answer depends on the level o f selling prices, which in its turn, 
depends on the volume of output, which again depends on the 
level o f wages, so that we can only proceed to the equilibrium 
position by the method o f trial and error.
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(4) I conclude that the National Wages Board must be largely 
influenced by the alternative criterion, namely the amount of 
wage reduction which the men can reasonably be asked to accept 
having regard to the cost o f living, the hardships and dangers 
of their life and the level of wages in other industries. There 
is no paramount national object to be served by forcing the 
export o f coal to a point when the selling price does not afford 
a reasonable wage, any more than in the case o f cotton or any 
other commodity.

(5) Finally the employers are wrong in their contention that 
the workers in bad districts should receive permanently much 
lower wages than those in good districts. Temporarily some 
confusion in this direction may be justified to avoid too sudden 
a dislocation. But the principle is altogether unsound and its 
operation should be discouraged. I f  it is acted on over a long 
period, it aids mines in bad districts at the expense of what may 
be in fact superior mines in good districts. The present system 
of district ascertainments already exercises a bad influence in 
this direction. The wage areas ought to be as large as possible, 
not as small as possible, 'and should perhaps apply to coal of
diffprpnt L-inrlc and fr»r A 1 ftpn‘nt iicpc an A martptc ra pr frlianU 111V1 VI m n u j ufiu 1 vi UlilVl Will. JViJ MS 111U1 1\V L J 1 U111V1

to geographical districts.
The trouble in the coal trade is not to be settled by good will 

alone. The Report o f the Royal Commission left untouched the 
most ticklish part o f the problem, namely, the quantitative 
problem of the discovery of the new equilibrium points of 
output, prices and wages. And Sir Herbert SamueLs admirable 
memorandum only passes it on to a still uncreated body.

Th e General Strike produced problems for the recently reunited Liberal 
Party. During the strike, all agreed that the strike went beyond the limits 
of constitutional action, but there was substantial disagreement as to whether 
negotiations with the Trades Union Congress should cease until the union 
unconditionally surrendered or whether they should continue in some form, 
thus implying bygones were bygones. After the strike a letter from Lord
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Oxford to Lloyd George appeared, taking the latter to task for refusing to 
attend a Shadow Cabinet meeting on the grounds o f his dissent from certain 
‘ unconditional surrender’-style statements from other Liberal leaders since 
the previous meeting. Lloyd George in reply defended himself in a 
conciliatory manner. Inevitably, the discussion spilled over into the columns 
of The Nation  where Keynes’s letter appeared after three weeks o f comment.

To the Editor o f  The Nation and Athenaeum, 1 2  Ju n e  I Q 2 6

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

Sir,
The many whose feelings have been painfully divided in this 

quarrel must be touched by Sir James Currie’s letter in your 
issue o f June 5th, and by other expressions in the same vein. 
M ay I— now that the acuteness o f the controversy is dim
inished— endeavour to state frankly how I, for one, have been 
influenced ?

M r Lloyd George has been responsible in the past for wrong
onrl rlicictrmic nnlipipc T n r  A  f l  v f'n r A Koc ilur-nrc hppn çpnçi U \nU1IV» u iau j LI V/UO ^/1/llViVJ. J Vi V/A1U1 U 11(40 U1 TT UJ O L/V — . . . . .  OVllOl V/IV

and loyal, never forefeiting trust or esteem. Lord Oxford is 
doubtless right when he says that M r Lloyd George is a bad 
colleague. Yet M r Lloyd George has other obvious qualities. He 
is naturally and temperamentally a radical, happiest when his 
lot lies to the left, in spite o f excursions in other directions. He 
is a great politician— an engine o f power for the big public. 
When M r Lloyd George is in a bad mood he can work more 
havoc than any other politician in the world. But when he is in 
a good mood, he can do great service.

Now Liberals knew all about M r Lloyd George’s past and 
about his character and his temperament two years or more ago 
when the two wings o f the party were being ‘ reconciled’ . Many 
radicals wondered then whether it would be possible to work 
with him, whether he would not develop some fatal tendency. 
It was decided that it was worth while to try. Lord Oxford, 
M r Runciman, Sir John Simon, and the rest welcomed him 
back, and did not disdain to use the almost fulsome expressions 
o f esteem which M r Lloyd George quoted at Manchester the
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other day. It may have been that these words were entirely 
insincere, and that, when a year ago M r Runciman said that no 
man living was more entitled to be honoured than M r Lloyd 
George, and when Sir John Simon thanked God for him, they 
meant the opposite o f what they said. But that was the moment, 
it seems to me, for Sir James Currie to rub his eyes and to 
remember the Coupon Election, the Treaty of Versailles, and 
the Black-and-Tans in Ireland. For these events happened 
before the ‘ reconciliation’ , and not after. That also was the 
moment for an ultimatum about his separate party funds if  the 
surrender of his funds was considered to be a sine qua non of 
co-operation.

If, therefore, M r Lloyd George is to be expelled now from 
the counsels o f the Liberal Party, it must be for something which 
he has done lately, some confirmation from his recent conduct 
o f doubts provoked by his past actions. Lord Oxford, though 
not some o f the others who have lately sat in judgment, 
purported to act on these lines. But Lord Oxford in his first letter 
and in his subsequent communications has only half tried to 
make out a convincing or even a coherent case. Indeed, those
w t i n  Ivivp c n n n n r t p f l  t u r n  V m rH lv  n r p f p n H  t t id t  w l i a t  l ip  t id e  tn lH
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us constitutes by itself any adequate justification for his action, 
and ask us, rather, to rely upon a general presumption that he 
must have had his reasons— a presumption which we would 
probably accept, if  it were not destroyed by the flood of 
unsubstantial and unsubstantiated gossip with which they 
accompany it, gossip which they seem to think very damaging 
but which, where it does not lack foundation, is in fact not 
damaging at all.

All the same, if  I disliked the recent trend of M r Lloyd 
George’s policy, his attitude during the strike, his strivings to 
work out a radical policy, his desire to orientate the Liberal Party 
with a view to an eventual co-operation with Labour, I should, 
whilst thinking privately what I chose about the wisdom o f Lord 
Oxford’s recent action, nevertheless stick by Lord Oxford on
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general political and personal grounds and try to make the best 
of a bad job.

But if, as is the case, the contrary is true, i f  I support the line 
which M r Lloyd George has taken lately and find m yself 
thoroughly agreeing with him on policy for the first time for 
years, would not Sir James Currie think me guilty o f bad 
behaviour, if, to pay off old scores, I were to join with those who 
mistakenly supposed that his attitude during the strike had 
furnished a good opportunity for doing him in? Would it not 
be politically dishonest for one, who agreed with M r Lloyd 
George during the strike, to side against him in the recent crisis 
on no more evidence than is furnished by Lord Oxford’s letters ? 
It seems to me that there was absolutely no choice in the matter 
with whatever pain in regard to old associations and whatever 
doubts about new ones.

The line o f fissure in the Liberal Party has shown once 
more what always must happen so long as politics are taken 
seriously—  that personalities come second in the end. Lord 
Oxford is a whig. M r Lloyd George is a radical. The Liberal 
Party is strongest when these two elements in it, which have 
always existed side by side, can work together. The great merit 
of Lord Oxford is that he is a whig who is free from prejudice 
against radical projects, and, though he initiates nothing, will 
always give open-minded intellectual hospitality to ideas from 
other minds. But this passive rôle is useless by itself. I f  the recent 
manoeuvre to oust M r Lloyd George had been successful and 
the full authority of the party had become vested in the tenth-rate 
fellows at Liberal headquarters, the Liberal Party must neces
sarily have died o f inanition.

One dav last week Lord Oxford wrote to Sir Godfrev Collinsv y
that it was ‘ absurd to suggest that his attitude was inspired by 
an unwillingness to advance along radical lines ’ ; and on the same 
day Sir Godfrey Collins issued a statement that M r Lloyd 
George had retained his chairmanship of the Parliamentary 
Party by the support of Liberals ‘ who hold their seats by Tory
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votes and at the sufference o f the Tory Associations in their 
divisions’ . Both these statements may be true. But if  they are 
intended to suggest that Lord Oxford is really the radical and 
M r Lloyd George still a Tory coalitionist, the suggestion is not 
true. I believe that today M r Lloyd George is a good radical, 
that he can give valuable assistance, within the Liberal Party, 
to the working out o f a new radical programme, from which 
some day Labour will be glad to borrow ; and that his willingness 
to cultivate personal relations with the leaders o f the rieht wine:

M. U U

of the Labour Party, which might develop in favourable 
circumstances into active collaboration, is not only right and 
reasonable in itself, but is a necessary accompaniment o f an 
outlook for the future of the Liberal Party which is the only 
justification for its continued existence. These are political, not 
personal, matters. I f  Lord Oxford is not willing to contemplate 
co-operation with the Labour Party in any probable circums
tances and desires that the Liberal Party should continue in a 
state of intellectual quiescence, let us divide, amicably but as 
soon as possible, into two separate parts. But if  he is willing to 
contemplate such co-operation and, as he has said, ‘ to advance 
along radical lines’ , then, without pretending to a personal 
cordiality or to a daily intimate intercourse which he cannot 
sincerely assume or maintain, let him encourage M r Lloyd 
George to stir the radical pond and to exchange ideas with M r 
Philip Snowden, ready in due course to subject to benevolent 
criticism whatever mav be fished out of the waters, troubled orj  ,

otherwise. v  0Yours, &c.,
J.  M.  K E Y N E S

Keynes’s letter of 12  June, along with previous correspondence with 
Margot Asquith over the same issue, led to a temporary estrangement from 
the Asquiths : Keynes and Lord Oxford did not meet again during the latter’s 
lifetime.

Keynes’s letter o f 12  June also led to two further letters.
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To the Editor o f  The Nation and Athenaeum, 3  J u ly  1Ç 26  

M R  R U N C I M A N ’ S L E T T E R

Sir,
In M r Runciman’s disclaimer (in your issue o f June 26th) 

regarding a commendation o f M r Lloyd George which I have 
attributed to him, he advised me to verify my reference. I have 
done so, and find in the South Wales News o f M ay 30th, 1925, 
substantially the words which I had quoted at second hand, and 
some more in the same vein. I assume, therefore, that his letter 
is not intended to disclaim the words. I f  M r Runciman means 
that his subsequent actions have proved these words to have 
been a conventional insincerity, though doubtless uttered with 
the best of motives, that I certainly accept. Indeed, I suggested 
this explanation in my original letter.

In spite o f so many words about persons, it is, in truth, 
policies and not persons which are drawing the lines o f division. 
It would be very agreeable if  politics were a tea party. I f  they 
were, I am not sure that I would not sip with M r Baldwin as 
lief as anywhere. But aiasi it is not so.

Yours, &c.,
J.  M.  K E Y N E S

The second was in answer to a question from W . M . Crook o f London, 

N .W . 1, who asked Keynes to define whig and radical.

To the Editor o f  The Nation and Athenaeum, 28  Ju n e  IQ26 

Sir,
Thank you for showing me M r Crook’s letter. A whig is a 

perfectly sensible Conservative. A radical is a perfectly sensible 
Labourite. A Liberal is anyone who is perfectly sensible.
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While Keynes was in Berlin to deliver the final version of The E n d  o f  
Laissez-Faire ( J M K ,  vol. ix, pp. 272-9 4) as a lecture, he also made further 
comments on the General Strike. On the last day of his visit, 24 June, he 
spoke to the English Seminar of the University of Berlin on the strike. His 
notes ran as follows.
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T H E  G E N E R A L  S T R I K E

À General Strike must be either a revolution or a demonstration. 
The paradox o f the English Strike is that it was neither. In 
consequence essentially senseless.
The leaders knew this. They wanted to prevent it. As soon as it 
was started they were anxious to get out of it with as little loss 
o f credit as possible. In fact the leaders o f the Labour movement 
were in an impossible situation. Thomas recently on record as 
saying if a General Strike succeeds God help England. Ramsay 
MacDonald always openly against it but on general and on 
practical grounds.
Thus the Strike only came about by a chapter o f accidents. 
First. The Labour Movement had long played with the idea. 
It was a natural development of the strike idea itself. Sympathetic
cfrilrop Krt/1 V\ûûn rroFfim fp m />rûflcinrr1 ir T V ,» ,,  K UOna Li mua nau  uuuii £ vlliu£ m ui vvjiiiiiivjii.. 1 i iv j  nau  uw ix

fairly successful. The General Strike was thought to be just a 
further step on. Thus the T .U .C . was theoretically committed 
to support miners in advance.
There was a greater latent danger in this than was realised 
because of Triple Alliance having previously let down the 
miners on Black Friday.
Loyalty the essence of trade unionism. Shame for Black Friday 
might lead loyalty to outrun expediency on the next occasion. 
All the same the leaders had no intention to use the strike except 
as a threat.
Meanwhile Baldwin’s mishandling had brought matters without 
a solution in sight up to Saturday April 29 with the subsidy at 
an end on following Monday. Even on Saturday morning no one 
expected a General Strike actually to occur.
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The history o f the next two days is obscure and disputed. The 
following is the best account I can give.
On Saturday morning the executive o f T .U .C . proposed a
m  < f  1 I f  < / \ n  t r t  o  XT' v a p i i f i i T a
11U11UU11111111141 IÇdUlUUUll t u  Lilt. ALLU11VL.

Amendment from body o f men.
Issue of threat.
Without consulting the Cabinet P.M . continues negotiations. 
Miners’ attitude is stiffened.
Negotiations all through Sunday.
T .U .C . leaders practically agree to call off strike unless miners 
agree in principle to reduction o f wages.
Cabinet meets; objections raised to negotiations under strike 
threat.
P.M . leaves Cabinet sitting to speak with Thomas.
Formula agreed. Thomas tries to collect miners’ leaders.
P.M . returns to find Cabinet in insurrection.
A rtf H/n/v A/T/i*/ rtr\£»r̂ iftrtni i u v i u p i  U 1  i  r iW H ,  V J ^ S V l  a u u i i .

Negotiations broken off.
No means o f saving faces.
Strike begins.
Strike anecdotes
Extreme loyalty of Unionists
(Silver band at Cambridge)
Almost no disorder
Papers (had none) greatest difference to daily life
Broadcasting
Train service very slow
Everything essential can now be done by motor transport 
Much sympathy with miners 
Football match
Experiences o f undergraduates (tips at Dover)
No skilled occupations
Surfeit o f fish through rapid unloading
Driving lorries
But after a few days war atmosphere intensified.
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Intense depression- 1 .  „ i .  ______
- m e n  u i  n e w s .
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Everyone wondering where his duty lay.
Military mind gaining control which means in England— I 
expect everywhere— complete collapse not only of intellect but 
o f ordinary intelligence and o f daily common sense. All the 
people who are too stupid to be o f any value or importance in 
peacetime began to feel themselves essential and even to find 
themselves in charge.
Great issue of negotiations or no negotiations which meant 
saving faces or no saving of faces.
Collapse o f  strike.
Meanwhile whilst carrying a brave face in public Labour leaders
becoming increasingly defensive. Their position impossible.
Samuel memorandum provided a pretext
Simon speech (though bad law) a third
Various rumours as to Gov1, intensifying campaign.
Strike suddenly called off.
Baldwin’s services at this stage.
Railwaymen 
Dockers etc.
Trade unions received a severe blow.
Flirpt't rllerro/l 1x ^ i i  w t  n v u v n  u u v i v u i L v u .

But non-revolutionary character of British labour movement 
established.
Perhaps Parliamentary Labour movement strengthened rather 
than otherwise.
The whole thing an episode perhaps not of first importance 
in evolution o f Britain’s industrial problem.

Cessation o f crescendo 
Excessive labour supply 
Decay of old-fashioned private enterprise 
Wrong distribution of capital and labour between industries 
aggravated by return to Gold Standard 

I am not very cheerful about the future
Business men narrow and ignorant, unable to adapt them
selves
Old-fashioned orthodoxies respected everywhere
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Technical problems too difficult for working-class leaders 
But we still have a big margin for mistakes 

So that whilst I am not very cheerful, I am not very depressed
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During June Keynes made two contributions to The N ation  on subjects
Ipcg rlirnrtlv rpldfpd to rbp rTPnprol Qfnl/P Tbp  firct woe a rpanhnn to tin parlipr* WW j  A V1ULVU IV 111V VJ V11V1 U1 U1AW> A ilV ill M HU M H Vt*V A tv  UAH VM1 IIV1

declaration by Herbert Hoover against attempts, such as the Stevenson 
scheme for rubber, to control the output or the price of particular raw 
materials.

From  The Nation and Athenaeum, 1 2  Ju n e  1Q26

T H E  C O N T R O L  O F  R A W  M A T E R I A L S  

B Y  G O V E R N M E N T S

A fpw m nnthc aan A/Tr TJnnver Slerrefarv fnr U n m m erre  in the
'  '  "  -  *  -  ------------------ -- ~ D  ”  ---------- -------------------- --- —  5 -------------------------------J ----------- ----------------------------------------------- --------------------------

Administration o f the United States, declared economic war 
against those foreign governments which might control the 
supplies or the prices of raw materials. His declaration had 
special reference to the scheme o f rubber control enforced by 
the British Colonial Office and the governments o f certain 
Crown Colonies, but he also specified cotton, camphor, coffee, 
iodine, nitrates, potash, mercury, and sisal. Since few people 
inside or outside of the United States credited him with sincerity 
o f principle or impartiality in the matter, in the sense of 
supposing that he would have been equally indignant at similar 
action taken on behalf of American interests, but assumed that 
his main object was to employ the preponderating power o f the 
United States to beat down the prices o f foreign goods imported 
by them, the response which he evoked abroad was one o f out
raged indignation at one more example— so it was supposed-— 
of the willingness of Americans to cover up purely commercial 
and selfish objects under high-sounding principles. We some
times forget that the United States is still enjoying, more
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uncritically than we are, a phase o f civilisation in which, so far 
from there being any opposition between commercial greediness 
and high principle, they are practically the same thing. But
wliptlipr nr tint Fnrnnpin ntiimnn A t A him art intnchpp thnn  I l V l l i V l  V / l  1 1 V  L  X J U A  U ^ / V U l i  U 1 U  1 1 1 1 1 1  M A X  l l l |  U J l l V V ^  l l i v

indignation aroused prevented at the time any cool discussion

1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S

C  * *■ 4 -  +  * *Oi tile ïmportaïït questions at issue- J ^ £  Ianu it may ue useiui to
return to them now.

There are various ways in which a country may seek to 
improve the terms on which it exchanges its own products for 
those of foreign countries. It may impose import duties on 
foreign products or export duties on its own products. Its 
merchants may form combines or pools for marketing on 
monopolistic lines. Its producers may make formal or informal 
arrangements for limiting their output with a view to securing 
a better price. Finally, its government may enforce a restriction of 
output or of export, or may produce the same result, so far as 
the consumer is concerned for the time being, by buying up 
stocks to hold them off the market.

These measures will be more or less successful in achieving 
their intention according to the urgency o f the outside world’s
Ataman A finr flip nrnrliir'l'c m nrprnpH art A thp mpacnrp n f in -------------    - —    ■ ■ ■ v  j   - - - - - -  - - - -     - - -    - -    - - - - -  - - - - — - - - - - - - -vtvn iM iivt ivri . VU WVVLl v  v  1 1  v v i 1 * 1VHU «

dependence o f the country adopting them from the necessity
fVi** /rn D 1 1 E fK ûir « 17 4 1 1 m  Kù n**û
1U1 l U l t l g l i  ^U U U 3, LIUL, 1UU11UI, U l t j  W ill ,  111  g V H U a i^  UV 111U 1U

successful for a short period after their first adoption than they 
will be in the long run. For there are very few cases in which 
the outside world cannot make other arrangements given time. 
Thus, more often than not, measures to restrict or control 
international trade will, i f  they are intended to be permanent 
or to secure abnormal profits, defeat themselves in the long run 
and be open to the double disadvantage that they injure the 
customer at the beginning and the producer at the end. The 
important exceptions to this general principle, where the 
producing country can expect to make a monopoly profit year 
in and year out by taxes or restriction of output, can almost be 
counted on the fingers of one hand. There is the South African
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diamond cartel which keeps the price o f diamonds at a fancy 
figure; but in this strange trade one might argue that the 
restriction was as much in the interests o f the consumer as o f

£k 1 1 c m n a  u ; A n  1 - 4  f  t t .LllVrf ^ / l U U U L L l   ̂ S l U C L '  H V J  U 1 1 V  V V V /U 1U  TT ( U 1 L  U i a i l i U i l U J  I I  U i v j  T T V 1  V

cheap. There is the long-established control o f the price o f 
nitrates by the Government o f Chile through an export tax, to 
which definite limits are set by the competition o f synthetic 
nitrate. There is the case o f Indian jute where similar oppor
tunities may exist. There is the Franco-German potash combine. 
And there are certain minor commodities, where something 
which approaches a world monopoly exists or has existed, such 
as platinum, bismuth, cobalt, and quicksilver. Whilst the 
control of the last-named o f these by the Rothschilds, at a time 
when it was the only known remedy for a mortal disease, may 
be reckoned as an anti-social act; nevertheless, the list as a whole 
exhibits how relatively unimportant to the world such cases are.

TV .
M. 11V1p r p  r p m i i n cA V11UU11J, l in w p ^ r p r  r u n tp- o n n t h p r  r a t p o ’a r u  t n  w h i p l iAAV ff V T VA1 MUAIV IAAAWAAVA VULVbV/A J > W TT lAlVAIt

as it happens, most o f the recent acts o f governments belong—  
where the object is neither permanent nor aimed at securing 
an exceptional profit but is temporary, and is aimed, on the other 
hand, at avoiding an exceptional loss. The nervous systems and 
financial strength of the markets in many staple commodities are 
such that a miscalculation on the part o f the body o f producers 
as a whole, leading to an overproduction which amounts to a 
comparatively small percentage— say, 10 per cent— of the total 
production, can cause an altogether disproportionate fall of 
price. Now in some cases this fall o f price leads rapidly, without 
any organised or concerted action on the part of the producers, 
to a curtailment of output which will soon restore prices to the 
normal. But in other cases, where the fixed plant is a large 
proportion of the total cost or where the complete process of 
production is spread over a long period, possibly years, as in the 
case of rubber planting, so that any curtailment will not take 
effect for a correspondingly long time, this is not so. The 
product continues to come forward in quantities which the
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market is unable to absorb, and, i f  nothing is done about it, the 
price falls to a level which means a ruinous loss and perhaps 
bankruptcy not only to the inferior producers but to the main
V * A / l t r  n f  T f  i p  i r  n  1 1  a t i 7û / 1  1  f r a t  Ç  r v i  1  f
u u u j  u i  p i u u u u w i  3 . x t  m i d  p i u L u a a  l a  a u u w u u  i u  v v u i x  u a u i  u u i ^

forces will be set in operation which will mean in course of time 
a curtailment of output much greater than is required, with a 
corresponding rebound of prices at a later date to a level which 
is as excessive as the former price was insufficient. In the long 
run this violent oscillation in price and in supply will be as 
injurious to the consumer as to the producer. Obviously the 
world will be better off on the whole if  it can be prevented.

The reader will notice that a combination of conditions is 
required to bring this situation about— an inability o f the 
market to carry surplus stocks and an inability of the producers, 
acting separately, to restrict production quickly. Now it is not 
sufficiently realised that the commodity markets o f the world are 
almost never able to carrv anv material surolus of stocks at a■j x

price anywhere near the estimated normal. They are organised 
to carry the risk and the expense of looking after stocks in course 
of production, in transit and between harvests— stocks, that is
Erv t i r U  1 « i f o  E n  f%<ipp i t i E n  / ' A n c n m n E i A n  u n  e U a
i u  a a j ,  vv m v i i  a i u  U A p u u i v u  i t r  p a s s  h i l u  t u i u u m p u u u i  n i u i i i i  lj .i v

year. But a short calculation will show that it is in the nature 
of things that they cannot hold truly redundant stocks unless 
they are tempted by a reduction of price ruinous to the 
producers. Market statistics indicate that a pure speculator will 
seldom run the risk of carrying stocks, particularly on a falling 
market, unless he has an expectation of profit o f at least 10 per 
cent per annum, and, if  professional dealers in the commodity 
have been weakened and discouraged by losses on their normal 
holdings as a result of the initial price fall, the possibility of 
much more profit than this is required to tempt anyone in. In 
addition to this, the actual outgoings for warehousing, insurance, 
interest and deterioration will often amount to nearly another 
10 per cent per annum. Thus if  it seems that the stocks may 
not be absorbed for more than (say) two years, there is a reason
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for prices to fall as much as 40 per cent below the estimated 
normal price.

On the other hand, the producers, acting independently, may,
1 Ç  f U a i r  1 i-i 1 r l  r* n l n n c  f r t r  t\  r m r o n  n r n / l i  1 A n1 1  L i i v j  1 1 a  v c  la iv i  L i iv i i  p>iano iv/i a  g i v v .11 ^ va iw  u i  ^ / iv u u v u u x i^ a n u

have already incurred a large part o f the costs, find it better 
[sic] worth while to continue at a loss rather than to close down. 
Curtailment will not be worth while unless it results in a better 
price; yet one individuals curtailing will, in itself, scarcely affect 
the price which he will get for the balance o f his output.

Where the industry is in a few strong hands, the necessary 
curtailment may be arranged by agreement. But i f  there are 
many, small, and perhaps ignorant, producers, and if, besides, 
the industry is the main occupation o f the place, so that its 
bankruptcy involves the general ruin o f the country and no one 
has any alternative occupation to which he can turn, then it 
seems to me both inevitable and right that the government
cIiaiiIH int-prvpnp Tt ic Iniccp'r—f/iirp arm*» m 7 u  tn m aintain fhpÜllVf U1M UlkVl VllVf A «, 1L7 F WV K> k

contrary.
Now the government, when it acts, has to decide in which 

quarter it will attack. It can supplement the deficient carrying 
power o f the market by buying up stocks— the Bawra organisa
tion for dealing with Australian wool during the war, the 
Bandeong tin pool o f 1921 by the Government o f the Straits 
Settlements and the Dutch East Indies, and the various coffee 
valorisation schemes o f the Sao Paulo and Brazilian Govern
ments have been of this character. Alternatively, it can restrict 
output or at any rate export, as in the case o f the Rubber 
Restriction Scheme and the imminent Cuban Sugar Restriction. 
The Egyptian Government has applied both methods at different 
times to the case o f Egyptian cotton. The former class o f action 
is, for obvious reasons, much more popular with producers, and 
sometimes it may prove the right course. But it is much more 
dangerous for the government, since, unless great skill is 
exercised, a lasting condition of overproduction may be en
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couraged, until the stocks have reached a level where the 
government can carry no more.

I argue, therefore, that there is all the difference in the world
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a monopoly or a position of economic advantage, and where it 
is endeavouring to protect one o f its staple industries from 
bankruptcy and the consumer from violent oscillations of price 
beiow and above the normal selling price. In the former ciass 
the cases where it will be successful in the long run and will not 
in the end defeat its own objects are somewhat rare. Anyhow, 
these attempts at national profiteering tend to impoverish the 
world as a whole, and are examples, if  anything is, o f bad 
international practice. In the latter class the consumer is 
benefited in the long run, and if  they are carried out judiciously, 
the world as a whole is richer. For it would not have benefited 
consumers o f rubber in the end, if  all new rubber planting had 
been stonned and existing nlantations abandoned to the weeds---------------- -----------r r «_7X

of the tropics.
Let us examine M r Hoover’s position in the light of this 

argument. As a member o f the Republican Administration
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the world, he cannot be opposed to this kind of governmental 
interference to raise prices or to injure foreign producers. As an 
administrator of the Webb Act, which provides that American 
exporters shall be freed from the restrictions o f the Sherman 
anti-trust law against combines at home, he cannot be an 
opponent o f the exploitation o f the foreigner by private mono
poly. As a colleague o f M r Mellon, on the one hand, Secretary 
of the Treasury, and on the other hand, the power behind the 
Aluminum Company o f America, which controls the price of 
aluminium throughout the world, he must be able to control his 
indignation against such practices. As a subordinate of President 
Coolidge, who supported but a few weeks ago a measure which 
would advance financial aid to farmers who desire to hold crops
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in expectation of a rising market, he must at least have learnt 
to suffer these notions in silence. Finally, as an advocate o f the 
Cuban Sugar Restriction, he has seemed to fall in with my
d r m  i m o n  t  *\ c f n  t l i  f i c c a n f i o l l i r  c A n  n K1a i g u i u v i i i  n o  1 \j  Liiv v o o c n u a i i  j  1 v a ^ u n a o iv  v n a i  a v iv i  u i  m v a o u iv ^

of this kind.
I f  the Eastern rubber producers aim at maintaining perma

nently a price level above the eventual cost o f production 
elsewhere, M r Hoover is justified in encouraging production in 
new districts. He is also entitled to denounce tariffs and all 
public and private instruments o f international monopoly as 
examples o f bad international practice, provided he is ready to 
apply his principles impartially all round. But I think that he 
would do well to make an exception in favour of all schemes the 
primary object o f which is not to make abnormal profits but to 
avoid abnormal losses. I f  he is interested in general principles, 
he might think the matter over again with this criterion in view.

The second looked back on the first fourteen months o f Britain’s gold 
standard experience.

From  The Nation and Athenaeum, 26 Ju n e  1Ç20

T H E  F I R S T - F R U I T S  O F  T H E  G O L D  S T A N D A R D

The currency discussions which preceded M r Churchill’ s first 
Budget a year ago ranged over two distinct questions— whether 
gold is the best available objective standard for our money, and 
whether it was wise to link our existing money to gold at a parity 
which was about 10 per cent higher than the level to which 
wages, the cost o f living, and the wholesale prices o f raw 
materials were then adjusted. The first was a long-period 
problem not likely to be settled for many a year yet. The second 
was an immediate practical issue. Consequently, what we were 
busy in arguing early last year was mainly the second question. 
That, after a year’s experience, is also the subject o f this article.
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Let me remind the reader how last year’s argument ran. I f  
all transactions expressed in money were to be changed by 10 
per cent simultaneously, then no harm would be done. But in
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prices, o f which the wholesale prices o f raw materials entering 
into international trade are typical, adjust themselves rapidly. 
Others o f which the cost o f living is typical, are stickier and move 
more slowly. Others, of which wages are typical, are stickier still. 
Others, of which interest on the national debt and a number of 
other budgetary commitments are typical, being contractual and 
only alterable by something in the nature o f repudiation, do not 
move at all. The evils arise from these differing rates of 
adjustment and from the fact that it is extremely difficult to 
accelerate the slower moving ones except by methods of 
deflation or of repudiation, which are objectionable in other 
ways. Pending the adjustment, our export trades, which are 
producing at one level o f costs and selling at another, will beA KS S

seriously depressed and unemployment aggravated ; whilst when 
the adjustment is complete the problem of the Budget will 
remain permanently heavier because, measured in money, the
n avpnnp \xn 11 fall n f T  trm/'K r \ f  t-ViA pvr\pnf1it-iii'p ic fivp/1 T act
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year I particularly emphasised the difficulty of reducing money 
wages and the permanent aggravation of the weight of the 
national debt.

How do these arguments look after a year’s interval ? Wholesale 
prices have fallen 13 per cent, the cost of living has fallen 4 per 
cent, and money wages have fallen by less than 1 per cent. 
Meanwhile wholesale prices in the United States have fallen 6 
per cent. Thus relative wholesale prices have fallen, as they were 
certain to fall, by the greater part o f the amount of the rise in 
the exchange ; the cost o f living has been stickier ; and money 
wages have been even more recalcitrant than one would have 
expected, inasmuch as they have scarcely moved at all. Allowing 
for the fall o f gold prices in the outside world, the maladjustment 
o f international gold prices with our cost of living is scarcely

553



diminished, whilst the maladjustment with our rates o f wages 
is actually worse than it was. Thus our exporters have had to 
sell at lower prices measured in sterling, whilst many o f their

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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although the full burden on the Budget still lies in the future, 
the revenue is already failing to show the resiliency which, given 
a stable price level, the normal course o f progress and population 
might be expected to produce.

The indirect results have also been what they were bound to 
be. In a year in which the productive activity o f the United 
States has exceeded previous records, we have had a million 
unemployed and all the penury o f a slump. The export industry, 
namely coal, the greatest proportion o f the costs o f which are 
wages, and which for reasons not connected with currency was 
already our weakest point, and therefore least able to endure a 
further handicap, has been reduced to the verge o f ruin. Our
larcrpct crrnun n f pynnrt inHiifttriPS nam elv fPYtilpQ ffimicrfi m ore--- ------------------------------------------------------------------------, ----------------------------j  —-  5  '“ D " ----------

self-reliant than coal, are, in spite of the comparative cheapness 
o f wool and cotton, almost in despair at their losses. The outputs 
o f iron and steel have been maintained with the assistance of 
subsidised coal; but no profits have been earned. The results 
have been what a year ago I feared they would be, but worse 
than I dared or cared to prophesy.

The wonder is, not that our exporters are in difficulties, but 
that their position is not worse than it is. When we compare the 
level of gold wages here with what it is in Germany, France, 
or Belgium, it seems a miracle that our exporters who compete 
with these countries do any trade at all. Currency comparisons 
surely demonstrate that we must still retain a large body o f 
specialised production where no one can touch us, and that, 
currency difficulties apart, the efficiency o f our manufacturers 
must compare favourably with that o f foreigners. They even 
suggest the possibility that our trade unionists do more work 
in an hour than is commonly supposed.

Meanwhile, the Government, without sufficient resolution to

554



1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S

face the full effects of its policy, has been content to retard rather 
than to hasten the processes of adjustment. The coal subsidy 
had no other object than to put off the evil day. The Bank of
F n n r l ' i n f l ’ c r»r»lir>\r r\f A p f l A t i n n  Vtoc l i p p n  e p i r p r p  p t im in r l i  t n  o n *rrro „
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vate unemployment and effective enough to balance the inter
national account by attracting foreign balances to London, but 
not severe enough to end the period of transition or to effect 
the more difficult adjustments. M r Runciman, it is true, in a 
speech which provoked general admiration for its brazen 
courage, felt able on the morrow o f the strike, to thank God for 
the gold standard. Yet, all the same, the lively hopes o f last year’s 
optimists have faded away.

M r Churchill could scarcely avoid the question altogether in 
this year’s Budget speech, which he would probably have 
preferred to do. But I venture to think that the calibre o f the 
defence he offered was not worthy o f his office. He did not 
mention the one solid advantage which, in my opinion, the gold 
standard has gained, namely, the improvement of London’s 
position as a centre for holding international balances,— there 
can be no doubt that foreign financial centres are more willing
fr t  t t ip J i*  c n r n l n c  f d C A i i r p p c  i n  T P in  A n n  t\\ o n  th
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before the return to gold. M r Churchill’s defence began with
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States for our purchases and our debts work out at a smaller 
figure in sterling than they would i f  the dollar exchange value of 
sterling was lower— which is indeed an arithmetical certainty—  
therefore we have * saved’ the difference! He forgot that we 
have ‘ lost’ an equal percentage on all our exports.

He followed this up by claiming that the adjustments in 
international price levels have been completed— by which he 
meant, presumably, that the sterling prices o f export coal and 
other articles of international trade had fallen to the new sterling 
parity with the international price level. Poor innocent, to think 
that this was the adjustment which we feared it might be difficult 
to effect! The predicted trouble was attributable, o f course, to
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the fact that the sterling price o f export coal would fall rapidly, 
whilst the sterling wages o f miners would fall much more 
reluctantly, i f  at all. This was the problem of adjustment. M r
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coal (and similarly of other materials) as a proof that the problem 
of adjustment o f the coal trade (and similarly o f other trades) 
is now complete ! How can it be possible for one who knows so 
little what he is talking about to govern our course wisely?

Both the above fallacies were pointed out by M r Pethick 
Lawrence in the course o f the Budget debate. M r Churchill had 
an opportunity to reply. He did not take it.

The economy campaign against social services, the Budget 
problem, the continued depression o f employment, the losses 
of the export industries, the last aggravation o f the coal problem 
which has rendered it seemingly insoluble, are the first-fruits 
of the gold standard.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

On 1 July The Times published a letter from Sir Josiah Stamp on the effects 
of the Eight Hours Bill for the coal industry on employment. In his letter 
Stamp compared the effects on employment o f three alternatives: existing 
wage rates and hours, a reduction in money wages to the 19 21 level and 
existing hours, and the longer hours proposed in the Bill. In his discussion 
of the third alternative he suggested it would lead to greater output, some 
fall in coal prices and some diminution of coal production offset by an 
expansion elsewhere induced by cheaper coal. He, therefore, supported the 
Bill. On reading Stamp’s letter, Keynes wrote to him.

To SIR J O S I A H  S T A M P ,  I  J u ly  IÇ2 Ô

Dear Stamp,
I cannot follow the arithmetic o f Section 3 o f your letter to 

today’s Times. You estimate under (1) that on the present basis 
there is a gap o f three or four shillings to be made up. If, as 
I take it, your argument under (3), though ambiguous, is on the 
assumption that the longer hours are to be worked for the same 
aggregate wages as at present, your economy of between £ and
£  ie mnr<i Aft n nu  iiiui m an  laiivii ul il-» *4,,I uiua Lll AC L l iV  V A I O L I U Ï UV11V/1L.
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none o f it is available for a fall in price which will absorb the 
increased output. It would thus appear that the output under 
an eight-hour day on these assumptions would have to fall below
+u a m*ooAnf nntnnt T'Vi 11c \rrtn ur Ai 1 \A Ci 1 **a1 17 Vlo irarir 1 nrrro111V p i V P V l l l  U U L p U l .  X 11UO J O U  Y T O U 1U  J U l V l j  1 1 »  V V  »  YV1 J  I C U g W

addition to the unemployed. On your figures none o f the
. j j : ^  1  ^ ^  1 j  i __ _ 1_____ 1 1  ] . l  .   t T„  rauumuiiax uuipui cuuxu uc ausmucu, axiu uic wnuic ui me
increase due to the longer working day, and more too, would
be reflected in fewer men employed.

Perhaps I have not understood you. But it seems to me
self-evident that i f  the economy o f the eight-hour day is not
much more than half o f the gap which has to be bridged as it
is, the output o f coal under that regime must be less and not
more than at present, so that the whole of the longer hours would
be reflected in increased unemployment. .

Yours sincerely,
[copy initialled] J.M.K.
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From  s i r  j o s i a h  s t a m p , j  J u ly  19 26  

M y  dear Keynes,
I am sorry I was North when your letter came. I had not thought it 

necessary to ‘ reconcile’ the 3 / -  to 4 / -  under (1) with (3). The profits per ton 
are ‘ ascertainment’ profits & cover or include a lot that is relatively inert 
(i.e. bank &  debenture interest, amortisation, pitsucking charges, &— valid 
for some considerations— preference charges). Therefore a net absolute 
necessary for satisfactory ordinary capital charge can be got with much lower 
gross margins per ton with the higher output, & as the differences are say 
as x 8 to 28, there is scope for an argument on my lines. But I don’t know 
the net figures well enough to be at all certain of this, though I am quite 
sure that one cannot reason from the apparent (ascertainment) profits per 
ton as a constant over all volumes.

And, of course, I am just as uncertain as you probably are about questions 
of elasticity o f demand &  price. I hope I have understood your criticism.

Yours,
j. c. STAMP

P.S. I suspect I have to thank you  for the initiative in my 
Cambridge Sc.D . I f  so, I can’t tell you how much I appreciate it & what
keen pleasure it has given me. r  s
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To SIR JOSIAH STAMP, 6 J u ly  I Ç 2 Ô

Dear Stamp,
Your answer does not satisfy me. What it amounts to is that 

your estimate o f 2 /- a ton economy from the eight-hour day is 
not complete, and that there would also be some further 
economy from using the overhead more intensively. The 
Commission’s Report is not quite explicit about this, but the 
figure of 2/- which they quote as the owners’ own estimate o f 
the economies on the eight-hour day seems to be intended as 
a total figure. Certainly it seems to be more than could be 
accounted for by wages alone. However, be this as it may, any 
additional economies on overhead could not possibly be more 
than 6d. For it would only be this amount i f  an increased output 
o f 10 per cent could be obtained without involving any additional 
cost whatever except for wages. Let us, therefore, estimate the 
economy of eight hours at 2/6 instead o f at 2/-. How does the 
argument then stand?

Some part o f this will have to be sacrificed in order to get 
off the additional output. From the experience during the
_____ 1_____ : j _________________ ]  . l .  ________ __________: j ______________________  ^ 1 _____ : __________ 1 _ - . i . „
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demand for coal, it certainly seems probable, as I think you will 
admit, that a considerable part o f the economy would have to 
be sacrificed in the price i f  the eight-hour day is to result in any 
appreciable increase in aggregate output. This means that the 
economy from the eight-hour day largely washes itself out in 
providing for the additional output, and leaves little over to 
bridge the existing gap.

This brings me to the point where your comparison between 
Remedy 2 and Remedy 3 seems to me to be logically deficient. 
A reduction o f wages to the 1921 level would involve a reduction 
of cost, all o f which would be available towards bridging the 
existing gap. The eight-hours day, on the other hand, has to 
squander much of the original gain in looking after the additional 
output. Thus, a sacrifice by the men in the form of working 
longer is likely to be less efficient towards bridging the existing
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gap than a comparable sacrifice by the men in accepting a lower 
aggregate wage.

Your letter does not persuade me that my previous opinion
fU rt f  f i n  a  û i n ’ l n f  l n / M i » '  t t r n r  n In n ln n ir  v n t v i ^Vvr « r l n n f  1 c  n l r a n / l i rLi id  l i i iv  u ig iiL ~ n u u i u a j  wad a u a i m j  1 v m u u j  iu i  w iia t  i *3 a n  u a u j

a state o f over production was a mistake. Do you think that you 
are entitled, on the evidence and on the argument o f your letter, 
to have your authority quoted in the House o f Commons by the 
Prime Minister and others as an advocate o f the eight-hour day, 
as against the arguments of the Commission, and as one more 
piece o f evidence that economists always differ.

1 9 2 6 : F U R T H E R  E C O N O M I C  C O N S E Q U E N C E S

Yours ever,
[copy not signed or initialled]

Keynes must have included a postscript to his letter o f 6 July referring 
to a forthcoming piece in The N ation , or another letter which has not survived 
intervened, for Stamp’s next comments ran as follows.

From a letter from  sir  j o s i a h  s t a m p , 10  J u ly  ig 2 b

M iners’ wages. I will study The Nation  to write, whether I agree or not! But 
as I am knocking about in Scotland from tomorrow for some days it may 
not be this week.

I ’ve got your point clearly, &  it is not quite on the same line as my own. 
I can see. I agree that I am not entitled— to use your word !— to be quoted 
by the P.M . in the sense indicated after the line he has taken over the 
Yorkshire terms.10 But more later.

Th e article in The Nation  referred to by Stamp appeared on 10 July. It 
was unsigned. However, its presence in the scrapbook of signed and unsigned 
Nation  articles kept by Keynes’s mother and the relationship of its content 
to the correspondence with Stamp suggest Keynes was the author.

From  Th e Nation and Athenaeum, 10  J u ly  1Ç26

m r  B a l d w i n ’ s q u a l m s

It is said that M r Baldwin is feeling keenly the recent attacks 
upon his behaviour from some of the Labour men. No man in
10 The owners in the rich west Yorkshire coalfield had resorted to a low scale of wages more 

appropriate to a poorer area.

559



politics minds abuse, however scurrilous, i f  it is totally un
founded. O f course, M r Baldwin does not deserve a word o f 
the vulgar attacks which have been made against his personal

ai  1 r  n o r m n n l  c m p o f i f v  P n f  K a  Vine Kn/Ai iu n v / u i  a n v i  i m  ^ u n a i  o m w v i i L j .  u u i  n v  iu io  a- u a u  v v / iio w iv u v v <

And it is right that he should have a bad conscience. M r 
Baldwin’s bad conscience is the explanation o f the flounderings, 
the inconsistencies, and the vacillations o f the Government’s 
policy for the last two or three weeks. M r Baldwin has been, 
in effect, defeated in his own Cabinet. He has been too weak 
to defend from some of his colleagues the working-men who had 
genuinely placed their trust in him. I f  he had been asked at the 
conclusion o f the General Strike whether the owners’ policy, 
now officially adopted by the Government, was the sort o f thing 
which he had in mind when he promised the miners ‘ a square 
deal’ , he would probably have repudiated the suggestion with 
indignation. He is sufficiently aware o f this to be uneasy— to
n ln n c r p  in  f l i p  f r a r p e  i n  a vtrav w l i i r h  c t r a i n c  t h p  n p r v p c  n f  h i ej y  «- w i  * ̂  v  i j a  v i i v  v i  w v v u  a h  vv »» 1 - - - - - - - -  - - - - - -  -  - - - - - - - . -
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colleagues on the box seat who thought that they had the reins 
firmly in their hands. He still desperately hopes to find a way 
out which is consistent with his promises and his professions.

_____________1 -the debate1 wo aeoares nave oeen proceeuing simuuaneousiy- 
between the Government and the Opposition, and the debate 
between M r Baldwin and his conscience. Members o f Parliament 
naturally find it a little confusing when speeches which belong 
to the latter debate are suddenly interjected into the former.

Meanwhile, have the debates in Parliament disclosed any new 
argument for the eight hours day to rebut the conclusions o f the 
Royal Commission? We have discovered none, except the 
argument which the Commissioners did not overlook— that some 
degree of elasticity in the hours worked by certain grades o f 
labour or in exceptional conditions would be technically 
desirable.

There are three possible grounds on which to advocate a 
general increase to eight hours for all grades o f labour— that it 
is a good diplomatic threat, not intended to be carried out in



practice, for bringing the men’s leaders to heel, or that it offers 
the possibility of a solution which, rightly or wrongly, the men 
themselves would really prefer to lower wages, or that it is on 
its merits, despite the Royal Commission, the right solution of 
the problem. The validities of the two first reasons only the event 
can test. But we hold that it is a grave error— certainly not ‘ a 
square deal ’— to propose any solution which cannot be defended 
on its merits, and can, therefore, only put off the evil day.

Once more. then, we must return to the merits of the eight
f  / b/

hours solution. No one denies that some substantial number of 
pits ought to be closed down. The crux o f the economic problem 
o f the mines, as distinct from the diplomatic problem o f getting 
the men back, lies in the difficulty of bringing this about in an 
orderly way and in the still greater difficulty of absorbing in 
other industries the men who will thus be thrown out of work 
in addition to those who are unemployed already. It is as plain 
as day that the eight hours proposal must gravely aggravate these 
difficulties, and that this is the final and unanswerable argument 
against introducing it at this juncture. The coal industry is 
suffering from an overproduction— an overproduction which 
may not exceed 5 or 10 per cent of the whole, yet which, in the 
absence o f joint selling arrangements, is sufficient to knock the 
bottom out o f the market. To prescribe in such a case a measure, 
the first o f which will be to increase production by 10 or 15 per 
cent, must be wrong, unless there is reason to think that the 
economies o f more intensive production will in themselves allow 
a reduction o f price sufficient to absorb a substantial part of the 
additional output.

Sir Josiah Stamp, in a letter to The Times, which has been 
quoted in the House of Commons in support o f the Bill by the 
Prime Minister, the Chancellor o f the Exchequer, and the 
Minister for Mines, seems to argue that this is so. Sir Josiah 
Stamp is a high authority whom we respect. But his argument 
in this case appears to be marred by a blunder.

The so-called eight hours proposals which are being made to
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the men are not, as their description might suggest, a proposal 
that the men should work longer hours at the same hourly wage 
as before. They are a polite cover for a proposal to reduce hourly 
wages coupled with an option to the men to make this up, if  
they choose, by working longer hours. Since most miners can 
already work more hours a week i f  they are so disposed, the 
proposal is not much different, from their point o f view, from 
a mere reduction of wages; it merely gives an opportunity for 
arranging their hours of work in a way at present forbidden. This 
part o f the so-called economy or the eight hours solution is 
entirely a lower-wages, and not a longer-hours, economy, and 
could be brought about, without a similar risk o f overproduction, 
by a straightforward cut in wages such as the Royal Commission 
recommended. The owners claim, however— probably with 
iustice— that there are some additional economies from a Greaterr u

technical efficiency and a more intensive employment o f overhead 
which an eight hours’ day will make possible. These are truly 
longer-hours economies. The question is— will these economies 
in themselves permit a lowering o f prices sufficient to sell the 
whole or the greater part of the additional 30,000,000 tons which 
a universal eight hour day by the men now employed might be 
expected to raise? This is the essential question which the Royal 
Commission examined and answered in the negative. M r 
Baldwin’s Cabinet seems to be intellectually unequal to asking 
the question, far less to answering it. The Mining Association 
have estimated the lower-hourly-wages economies plus the true 
eight-hour-day economies (as defined above) at an average figure 
of about 2s. per ton. The Royal Commission thought it might 
be a bit more— say, 2s. 3d. O f this, the reduction o f hourly wages 
is responsible for not less than is. 6d. Thus the true eight- 
hour-day economies amount on the average to 6d. or gd. per 
ton at the most. Is a reduction in price o f this amount going 
to enable the industry, in the present state of world markets, 
to sell an additional 30,000,000 tons or anything approaching 
that figure? The Royal Commission thought not, and we have
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not seen a ha’p ’orth of argument to the contrary. Where has Sir 
Josiah Stamp gone astray? Unless we have quite misunderstood 
him, he has, in comparing the eight-hour solution with the 
straightforward reduction o f wages recommended by the Com
mission, taken credit for the whole 2s. to 2s. 3d- as being available 
for price reductions to carry off the additional output; whereas 
the true figure in a comparison between these two courses is 6d. 
to gd.

Thus the arguments o f the Commissioners have escaped 
entirely unscathed from the recent intensive discussion of this 
feature o f their Report. If, on the other hand, the owners intend, 
as seems probable in several districts, to demand after a few 
months’ interval, both an eight-hours day and a reduction of 10 
per cent in aggregate wages, this goes far beyond what the Royal 
Commission recommended, or what the Government and 
owners’ propaganda is disclosing to the public, or what the men
rd n  rpqcnnq hi v  hp acVprl tr» cnV»ll A VMU V* t, W «_» * J  V V L LIU4AV& *

M r Baldwin’s manifest qualms as to whether the men are 
getting ‘ a square deal’ are not unfounded.
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The next week Keynes returned to the French financial situation. Since 
January the franc had fallen to new lows on the foreign exchanges, as 
successive governments grappled with the situation and subsequently failed 
to keep the confidence of the Assembly. In M ay, the Government of the day 
had appointed an expert committee to advise on means to improve the 
situation. It reported on 14 July, and at the time Keynes wrote the franc 
had fallen even lower amidst uncertainty as to whether or by whom the 
report would be adopted.

From  Th e Nation and Athenaeum, 1 7  J u ly  1 Q 2 6

T H E  F R A N C  O N C E  M O R E

There have been three truths which it has been found unpatriotic 
hitherto to admit within France— leaving to foreign critics an 
artificial monopoly o f wisdom. Two of these are now officially
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accepted, and possibly even the third is knocking at the door 
o f the Chamber,

The first truth is that the franc will never recover its old parity 
and must be devalued. The second truth is that the new value 
of the franc must be fixed, not at the end, but at an early stage, 
of the scheme of financial reform. The third truth— the one 
which is still officially disreputable— is that the Bank o f France’s 
gold is the appropriate resource for supporting the franc at its 
new value.

The Experts’ Report has been spun out o f cotton wool and 
is not meant to be clear. Nevertheless, it has succeeded in bring 
to the front the essential problem o f the French Treasury. 
Granted that the franc is to be pegged somewhere between its 
present internal and external values, wherein does the difficulty 
lie? It does not lie in the volume o f the notes. Even on the 
criterion o f internal value, the volume o f notes in issue is not 
particularly excessive. It does not lie in the inadequacy o f the 
gold reserve. The Bank o f France holds £139,000,000 in gold, 
which at the present rate o f exchange represents more than 50 
per cent o f the note issue. The difficulty lies in the menace o f 
the floating debt. The fear is that, i f  the franc is pegged, the 
holders of the floating debt will demand repayment and will 
then, directly or indirectly, spend or invest the proceeds abroad, 
taking advantage o f the facilities to exchange francs into foreign 
money at a fixed rate o f exchange. The political controversy in 
France seems chiefly to range round the problem how to ward 
off this danger.

In my opinion the danger is greatly over-estimated. I f  the 
franc is pegged the holders o f the floating debt will be less, and 
not more, anxious than at present, to remit their funds abroad. 
When the profits o f an ever-depreciating exchange cease to exist, 
the pressure on the part o f holders o f franc money claims to 
change these into foreign money claims will be diminished not 
increased. Nevertheless, the contingency must be faced, because 
otherwise the public will not feel the necessary confidence that
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the new value o f the franc will be maintained. No modern 
country, which uses, as we all do, paper money and bankers’ 
money, can maintain the value o f this money against a general

a  m i n r l r  r \ Ç  t U  a  r m  r t f  i f c  i r r t l u o  1 0  r r m n r p  f a  f r t  11
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What devices for warding off the menace o f the floating debt 
are the various parties in the French Chamber putting forward ? 
I hear o f three— the forced consolidation of this debt, which is 
M . Tardieu’s pian; the capital ievy, which is M . Blum’s plan; 
the foreign loan with the Bank o f France’s gold in the second 
line o f defence, which is the plan of the Experts and of 
M . Caillaux.

The forced consolidation o f the debt would undoubtedly be 
effective in removing this particular menace. But the arguments 
against it impress me. These are that a measure of semi
repudiation is hardly the way to restore confidence, and that it 
throws the whole of the sacrifice still required on a particular 
category o f wealth which has already been hard hit by deprecia
tion, whilst those citizens who have created the present trouble 
by their action in remitting their investments out o f the country 
will escape entirely. There is also the strong objection o f
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because months and even years would pass by before its 
proceeds could be collected. In principle I am not opposed to 
a capital levy. But it is not the appropriate remedy for the 
present crisis.

The arguments against M. Caillaux’s foreign loan are that it 
presumes a settlement o f the inter-allied debts in a hurry, 
possibly on more onerous terms than might be obtainable later 
on, and that it is distasteful and burdensome for France to incur 
obligations to foreign lenders. I sympathise with these objec
tions. I believe, indeed, that a foreign loan is unnecessary—  
but on one condition, namely, that the Bank o f France is ready 
to use its gold. In the most favourable circumstances the foreign
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loan will not exceed the Experts’ estimate o f £40,000,000. This 
sum could be taken from the Bank’s gold as a special masse de 
manœuvre and still leave £100,000,000 intact against the notes.
T* Vi 1 c 10 ft  rrVi t c n ln h n n  fn r  rh nop itrlin  f ln /1 oX 1 1 1 0  1 0  U I V  O V 1 U  U V / U  1V /I t U V f J V  X 1 V I I V I U I A V H  H 1 1 U  1 1 U U  C l

foreign loan distasteful. But if it be true that public opinion is 
implacably hostile to this, and would consider it a sign o f 
weakness, then in my judgement M . Caillaux’s programme is 
the next best alternative. Therefore, whilst I should sympathise 
both with M . Tardieu’s aversion to a foreign loan and with 
M . Blum ’s affection for a capital levy, I should vote with 
M . Caillaux, hoping with some confidence that the mere display 
o f the loan would be enough, and that France would be in a 
position to discharge it at an early date.

M r Churchill’s debt settlement with M . Caillaux this week 
shows that at least one o f France’s war-time creditors is not in 
a mood to take advantage o f her present difficulties, but rather 
to stretch concessions to help her. T h  ose o f us who believe that 
the total cancellation o f the inter-allied debts should have been 
a cardinal point of the proceedings o f the Paris Conference in 
1919 , and that M . Clemenceau and M . Klotz and M . Tardieu 
made a disastrous mistake in grasping at phantom milliards from 
Germany instead of getting rid of real burdens from the 
shoulders o f France, are bound to welcome the developments 
of these latter days. But France, like the rest o f us, must expect 
to pay some price for rearing up a race o f politicians who have 
neither aptitude nor inclination to understand the economic 
facts of the modern world.

There remains the question of the Budget. Here also I think 
that M. Caillaux is right. In their demands for new revenue or 
new economies the Experts appear unduly austere. In some 
articles which I wrote six months ago I argued that a higher 
internal price level was inevitable, and that the effect o f this in 
diminishing the real burden o f the national debt would come 
to the rescue o f the Treasury in the long run. T o  critics o f my 
supposed advocacy o f la vie chère, I replied that I was offering
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not advice but prophecy, and that there was nothing wrong in 
taking advantage o f the inevitable. The internal price level has 
been rising rapidly since I wrote, and the process o f adjustment 
is not yet complete. I would now re-emphasise a corollary to 
my former prophecy. I f  the franc is stabilised somethere 
between 160 and 170 to the £  sterling, internal prices are bound 
to rise much beyond their present level. In due course this rise 
of prices may require an increased note issue. It is important 
to face this possibility beforehand, lest otherwise a belated alarm 
is provoked by the inevitable consequences o f the inevitable.
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When The E n d  o f  Laissez-Faire  appeared, a commentator in The West
minster Gazette  suggested the appointment of an Economic General Staff 
along the lines suggested by Sir William Beveridge in The Nation  in 
December 1923 and January 19 2 4 11

To the Editor o f  The Westminster Gazette, 17  J u ly  IÇ26

Sir,1 Ï
In your leading article o f 12  July, in which you comment on
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Press, 2S.), your contributor ‘ J .  A. S .’ argues that one of the most 
pressing tasks o f the modern state is to remedy economic 
ignorance— inevitable ignorance due to the vastness and com
plexity o f the modern worid, and avoidable ignorance arising 
out o f the aptitudes and inclinations o f politicians. He therefore 
supports the appointment o f a body on the lines of the Economic 
General Staff proposed some little time ago by Sir William 
Beveridge.

I am sure that this is right. A whole series of events here and 
elsewhere have proved that the modern statesman needs to be 
supplemented by something additional to and a little different 
from the Civil Service. We shall never enjoy prosperity again

11 W . H. Beveridge, 'A n  Economic General Staff’, The Nation and Athenaeum, 29 December 
1923 and 5 January 1924.
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if we continue indefinitely without some deliberate machinery 
for mitigating the consequences o f selecting our governors on 
account o f their gifts o f oratory and their power o f detecting in
f r r i A ^  h m a  r U  f t  i i . ’ i n r l  n f  l i n m c f i 4!  r » r \ m m n  t cg u u u  u m v  v v i i i v i i  vr a j  l u v  vy m u  u i  u i i h u l i  u v i v u  v / p m i u i i  1 3

blowing. It is this need which I had in mind, amongst some other
things, in the latter part o f this sentence from my book:

‘ Perhaps the chief task o f Economists o f this hour is to
distinguish afresh the Agenda o f Government from the non-
Agenda; and the companion task o f Politics is to devise forms
of Government within a Democracy which should be capable
of accomplishing the Agenda.’ v

t ours, etc.,
J .  M.  K E Y N E S

A C T I V I T I E S  I 9 2 2 - I 9 2 9

On 9 August Keynes addressed the Independent Labour Party’s Summer 
School at Easton Lodge, Dunmow on ‘ The Future Balance of British 
Industry’ . N o extensive record of his remarks has survived, nor have any 
of his speech notes.

With the autumn Keynes returned to the subject of sterling in the columns 
of The Nation.

From  The Nation and Athenaeum, 23 October 1Q26

T H E  A U T U M N  P R O S P E C T S  F O R  S T E R L I N G :

S H O U L D  T H E  E M B A R G O  O N  F O R E I G N  L O A N S  

B E  R E I M P O S E D ?

The period o f autumn pressure, when Europe is a seasonal 
debtor to America, has come round for the second time since 
the gold standard was restored. It finds us with depleted 
resources after half a year’s coal strike, yet gaily lending almost 
as usual to smarten up the emporiums of our trade rivals— T  okyo, 
Hamburg, or wherever it may be. At the same time— since every 
day brings even the coal strike a day nearer its end— we all 
nourish a hope that afterwards a trade revival may come our way
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at last. It is a time, therefore, to look round and measure the 
prospects.

I f  we are to employ our population, though not at full stretch, 
yet reasonably well, we must hope for an increase o f the 
national productive activity by, say, 10 per cent. For this we 
shall require an additional working capital o f perhaps 
£ 1 00,000,000, some part of which will be spent abroad in 
purchasing raw materials, and most of which wili have to be 
found through the intermediary of the banking system. This 
sum is not beyond the capacity o f our current savings over six 
months, if  the surplus beyond what is required to finance normal 
capital improvements at home is available. But if the banks are 
to find the real resources which industry will need without 
resorting to inflationary methods, the new savings o f the public 
must be drawn into their hands in exchange for other assets—  
such as Stock Exchange investments now owned by the banks, 
undigested new issues financed by the banks, overdrafts by 
corporations, and the like, which can be repaid out of the
n m rw 'H s n f  flip iccnp n f  rwihlir Inane T h u s  flip rpsnnrrps tn
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finance a revival o f trade must be mainly found through the
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channels, instead of into new foreign issues of the type now
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be conditioned by the policy o f the Bank o f England. It is 
essential that the latter should not be restricting the basis of 
credit, and, if  prudently possible, should be slightly expanding 
it.

We may jeopardise our revival, therefore, if  we allow our not 
very abundant flow o f new savings to be drained away into 
foreign loans, and, generally speaking, if we allow the balance 
o f current international indebtedness to tend against us rather 
than for us, with the result o f pushing the Bank of England, not 
only towards dear money, but to a restriction o f the volume of 
credit. I f  this happens, there will be no revival o f trade. It is 
one o f the fatal traps latent in the gold standard that one of the
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easiest methods o f protecting it at any given moment consists 
in checking trade. Traders and manufacturers spend their 
working capital some months on the average before they recoup 
themselves out of the proceeds of sales. T o  prevent them from 
spending is, therefore, an efficient temporary expedient for 
diminishing our international indebtedness and thereby retain
ing our gold.

Experience shows that a policy o f laissez-faire in these matters 
means taking no action until the mischief has been done and then 
allowing the so-called ‘ natural forces’ thereby generated to 
administer a sharp rebuff to all enterprising persons. Let us, 
therefore, examine the autumn prospects for our international 
cash account and for the sterling exchange, with a view to seeing 
whether it is safe to let matters take their course.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The balance o f  trade

For the first nine months o f 1926 the excess o f imports over total 
exports has been £43,000,000 greater than for the same period 
of 1925— almost the whole (£42,000,000) o f this deterioration 
having occurred in the last two months o f the period, August 
and September. Since the published trade returns reflect 
business activity some little time in arrear, the deterioration is 
certain to continue during the last quarter o f 1926, whether the 
coal strike is settled or not, and will probably reach or exceed 
£75,000,000 by the end of the year. Furthermore, new foreign 
issues during the first nine months o f the year have been 
£31,000,000 more than in 1925, during the greater part o f which 
year the embargo on such issues was still in force. Thus we are 
already £74,000,000 down on the two visible items of trade and 
new investment taken together. A comparison with 1924 yields 
much the same result.

What is the effect o f these changes on our ability to invest 
abroad? The Board of Trade has compiled an estimate o f the 
invisible items in our favour in 1924 and 1925. It is possible,
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in my opinion, that this is an underestimate. T o  avoid undue 
pessimism, therefore, let us increase the official estimate o f our 
miscellaneous financial and trading profits by £60,000,000 per 
annum— which is probably an excessive allowance. On this 
assumption, and taking the invisible items at the same rate per 
annum in 1926 as in 1925, the international balance sheet for 
the last three years works out as follows:—
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(£  million)

1926

1924 1925 Jan.-Sep. Oct.-Dec,

Net favourable balance o f ‘ invisible’ items 447 474 355 119
Excess o f ‘ visible’ imports over exports 324 386 317 140
Balance available for foreign investment 123 88 38 - 2 1
Actual foreign issues on the London market 134 88 72

* Forecast.

This table indicates that at present we have no surplus for 
foreign investment, and that we must be providing for about half
n f  m i r  1 A n n c  Viir r o K n r r n w i n n *  m  fin  ̂  f n r m  r \ f  f a t n r » n i* a r t rui uui 1 vvvm  iv/aiu u j iv u u iiu u m g  111 u iv  1.1/1 in 01 i^m pui ai j

balances and bills held by foreign banks in London.
Are there any favourable influences to modity this conclusion ? 

Some there certainly are. Our shipping earnings have increased 
in recent months. Government receipts from reparations and 
interest on allied debt are a little larger. The restoration of the 
gold standard has probably increased our profits on international 
banking business. On the other hand, for the fact that some of 
our leading imports are relatively cheap— especially cotton, but 
also sugar, wheat, and maize, I have tried to allow in my forecast 
o f the excess o f imports during the last quarter o f the year. 
Moreover, we are no longer receiving abnormal profits on the 
sale o f rubber— a very large item not long ago. Taking all into 
account, and remembering that we have added £60,000,000 per 
annum to the official estimate o f our invisible earnings in order
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to correct a possible underestimate o f this item, no one, surely, 
can maintain that our surplus for foreign investment in 1926 as 
a whole will exceed £50,000,000 at the best, a figure which the 
actual issues on the London market have already exceeded, or 
can deny a risk of its sinking to zero.

The awkwardness of this for our future prospects is aggravated 
by the circumstance that the effect of foreign issues is generally 
delayed, some part o f the proceeds being at first deposited with 
London banks or invested in sterling bills or used to pay off 
indebtedness previously incurred. The growth o f London’s 
international banking business also adds to our risks, since it may 
cause a greater proportion o f the autumn pressure o f European 
indebtedness to America to fall on London than has been the 
case lately. Against this, however, we can probably reckon on 
the United States Federal Reserve Board doing what it can to 
ease our seasonal difficulties, and on its refraining from 
embarrassing us by raising the Federal Reserve discount rates, 
unless the American internal situation urgently requires this, of 
which there seems no sign, but quite the contrary, at present.

A C T I V I T I E S  I 9 2 2 - I 9 2 9

Should we restore the embargo?

Taking all the features o f this complex situation into account, 
is it sensible to allow foreign investment to proceed unhindered ? 
The austere philosophers of laissez-faire reply that, i f  we lend 
too much, this will bring its own remedy in due course. 
Certainly. But the remedy will take the form o f a reduction in 
the basis of credit, which will check indiscriminately foreign 
lending and home business. I f  this remedy has to be taken, the 
trade revival we hope for will not happen.

The orthodox doctrine o f leaving foreign investment to take 
care of itself on the assumption that i f  it is in the least degree 
more profitable or less troublesome to the individual to lend his 
money to Tokyo than to finance the employment o f labour in 
the North o f England, then the former is preferable, whilst if



practised to excess it will ‘ bring its own remedy’ . These notions 
purport to be very wise and intellectual. They accord with the 
repopularised motto of leaving everything to the resultant of
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himself ‘ without interference from government’ . They are ob
solete and dangerous, all the same. I did not criticise the embargo 
on foreign investment which preceded and accompanied the 
restoration o f the gold standard. I did not believe that this 
restoration would obviate the use of the embargo in future. I 
think that a central control of the volume of foreign investment 
is a permanent necessity for Great Britain, just as much as a 
rational Bank rate policy. Meanwhile, I should like to see the 
embargo reimposed at once.

The embargo is not a perfect instrument and might be much 
improved. It is not entirely fair, and it is not entirely effective. 
But it is broadly efficient on the whole in attaining the desired 
end o f checkins: new foreign investment bv the great bodv of 
ordinary investors. We ought to devise a permanent centralised 
control for the regulation o f foreign investment. The interesting 
pamphlet on Australian loans, lately published by M r Russell
r  nnl/a on/1 A/fr* T^otrannnrfa n u  i v x i  x y a v v i i u u i  1 . V iA u r  f k a  4 r * t c
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are working in regard to Dominion issues.12 We need a regular
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foreign investment business. Meanwhile, the embargo, though 
crude, is the best instrument we have.

M y argument, put shortly, is this. A trade revival at home 
will require real resources on the one hand and an undiminished 
basis o f money credit from the banking system on the other. But, 
unless we can strengthen our international balance sheet, we are 
in danger of temporarily running short o f the former and of 
putting the Bank of England in a position where the desire to 
protect its gold will cause it to restrict the latter. By checking 
foreign investment immediately we can lessen both dangers.

12 S . R. Cooke and E. H. Davenport, Australian Finance, dedicated to the Imperial Conference 
1926, (London, 1926).
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Moreover, if  we do this, the Bank o f England can feel sufficiently 
confident about the underlying solvency o f our position to allow 
its gold to flow out for the time being and even to use its 
American credits, i f  necessary, without these movements being 
allowed to impair the reserves o f the joint stock banks.

Is it wrong to exercise foresight? Does the individual sub
scriber to a Tokyo loan in response to large-scale newspaper
A / I  f  l \  a  M A D A t K I  a  f û r t n f i A n n  « n  a *«4-
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on employment in the North o f England three months hence 
with such care and understanding that those at the centre, the 
Treasury and the Bank o f England, are absolved from the duty 
of taking thought? I suggest that this is not a case where the 
irresponsible actions o f individuals are best left alone to produce 
what consequences they will.
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On 13  November Keynes returned to the same theme in an unsigned 
note.13

From  The Nation and Athenaeum, / j  Novem ber 1Ç 26
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the effect that there had better be no more foreign government 
loans for the present, has, we understand, been accepted in 
responsible City circles. An exception will be made in favour
of the Bulgarian loan, which is to appear shortly under the 
auspices of the League o f Nations. But other applicants will be 
quite definitely discouraged. Thus in effect, probably by 
agreement rather than by open compulsion, the old semi-official 
embargo has been largely restored.

During November and December Keynes’s energies were largely devoted 
to the reorganisation of the Lancashire cotton industry.14 However, he made 
one more interjection on financial matters. On 20 December the City Editor

13 Attributed to Keynes in the ‘ marked copy ’ of the issue in the Keynes Papers.
14 See chapter 7, below.
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of The Times, commenting on a report of an agreement concerning 
acceptance commissions by New York banks, suggested that recent reductions 
in similar rates in London were not good for either the market or the banks. 
Keynes wrote immediately.
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To the Editor o f  The Times, 20 December 1Ç26  

Sir,
Your reference today to the reduced rates for acceptance 

business now charged by the London banks raises a question 
o f some importance. For many borrowers 90-day acceptances 
and bank advances are alternatives, the choice between which 
is mainly determined by the cost. The cost o f the former is 
measured by the market rate of discount for bank bills plus 
acceptance commission plus stamp. The cost of the latter 
generally bears a more or less fixed relationship to Bank rate—  
e.g. j  per cent or, at most, 1 per cent above Bank rate. Thus the 
comparative expense o f the two methods of borrowing depends 
on the margin between the market rate of discount and the Bank 
rate. Now, I think it is correct to say that recently this difference 
has been narrower than it used to be, the strict management of 
the money market and the tight control now maintained by the 
Bank o f England being the chief cause o f this. The result is that, 
i f  the acceptance rate is maintained at the former figure of \  per 
cent for 90 days, this method o f borrowing compares unfavour-
„ui>. 1 1, . j _______  u — _______1  __________ u ; n „  auiy w m i uüiiK auvaiiLcs. i u i  exam ple, cuiiunci Liai unis aie

quoted today at 4 ^  per cent discount, which, with acceptance 
charges as above and stamp duty, adds up to 5 f  per cent 
discount, equal to slightly more than 6 per cent interest to the 
borrower, which is not a competitive price as compared with the 
cost o f bank advances. The shortage of commercial bills, 
doubtless a consequence o f this state of affairs, has led to the 
anomalous position of their commanding a discount rate lower 
than that on Treasury bills.

Unless there is some flaw in this calculation, is it right to 
criticise the banks for bringing down their rates for acceptance
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business to £ per cent? Is it not a very sound move in the interest 
o f keeping the London commercial bill market alive ?

I suggest that the action o f the banks in cheapening the cost 
o f borrowing by means o f bank acceptances is specially to be 
welcomed just now for the following reason. The volume o f bank 
advances is abnormally high. Yet i f  there is to be a revival o f 
trade they must probably go higher. Their present high level 
may be due in part to the decay o f acceptances consequent on the 
latter’ s relatively high cost. I f  acceptances can be brought down 
to a competitive level, this may bring a very necessary relief to 
the pressure on bank advances.

For business where their special experience is essential, the
\  per cent charged by the acceptance houses is doubtless
reasonable. But this does not apply to the case o f customers of
the banks who, i f  they do not use acceptances, will take out an
advance. There is no reason why the banks should charge more
for the former method o f accommodation than for the latter at
a time when it is the former which it is in the interest of
themselves and their customers to encourage. , ,

Yours, &c.,
J .  M . K E Y N E S
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Keynes’s letter drew comment from the City Editor and another corres- 
Dondent signing himself ‘ Accentor’ , both taking issue with Kevnes’s facts.I -----------------£7 S 3 ------------------------------- -----------------I " " 7    C7 ' ~ J

On 24 December, Keynes drafted a reply. It was never published and it is 
unclear whether it was ever sent.

To the Editor o /T h e Times, 24 December iç2Ô

A C C E P T A N C E S  V E R S U S  B A N K  A D V A N C E S

Sir,
It is evident that the facts are pretty obscure to outsiders like 

you and me. I did not infer, as I see I should, from your original 
statement (Dec. 20) about the reduction of the bankers’
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acceptance commissions to |  per cent that this suggested 
discrimination against home borrowers. On Dec. 22 you added 
that the reduction applied only to leading German banks. Your
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that it applies to foreign banks generally. Whether it never
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you quoted the New York Evening Post to the effect that certain 
London banks have been accepting Americanfinancial companies' 
bills for nothing. Today you tell us that the London money 
market is stricter than it used to be in insisting that bills must 
also be used to finance goods in transit or in storage, and 
also— which I take leave to doubt— that bank advances are 
seldom used for these purposes. It would be useful to know 
precisely for what borrowers and for what purposes the banks 
are lowering their commissions.

The criticisms o f ‘ Acceptor ’ against a gratuitous discrimina
tion in favour o f foreign borrowers as against domestic borrowers 
seem to be entirely sound. I f  this is all the banks have done or 
intend to do, my praise was premature. But this does not affect 
the point of my letter, the only point on which I am entitled 
to have an opinion, namely that a state of affairs in which a bank 
acceptance is more expensive than a bank overdraft tends to kill
i U *  A  Am^ctir' Knnl/ hill • ■i-hio ic <in nnom<i hr nnrl o m ic fA r fn n p
u i v  u v m v j u v  u u h a  u u i  ^ m a i  L i  l u  u  a n  a i i w i i i a i  j  a n u  a, i i i u i u i  l u u v ^

since there are many purposes for which such bills are appropriate 
and convenient for all concerned; and that it is a double 
misfortune at the present time when the banks are somewhat 
overloaded with advances. I am not concerned in any controversy 
about the wisdom of competition between banks and accepting 
houses. But I suggest that, i f  the banks would extend to English 
borrowers o f unexceptionable credit the concessions which they 
are making to Americans and Germans, they could ease their 
own position and that of their customers in the event of a trade
revival. [draft not signed or initialled]



Chapter 7

I N D U S T R I A L  R E O R G A N I S A T I O N :
C O T T O N

As in the case of coal, the cotton industry in Britain in the 1020s was finding 
it extremely difficult to adjust to changing market prospects which resulted 
from the rise of overseas competitors and the problems associated with the 
return to gold. On 24 October Keynes began to write an article on the 
industry. It appeared in The N ation  just under three weeks later.

From  The Nation and Athenaeum, 1 3  Novem ber iç2Ô

TH E P O S I T I O N  OF THE L A N C A S H I R E  C O T T O N  T R A D E

The heavy fall in the price o f raw cotton since the beginning 
of September may prove to have been, for the world as a whole, 
the most important economic event o f the year, not excepting 
the British coal strike. More than one third o f the cotton 
SDindles in the world are in Lancashire. Lancashire alone, i f  sher _ - ' - — ' ' ---------  * ----  -------
worked full-time, could consume 1,500,000 more bales of
\ mprif’in  rnttnn thic w a r  than lact Tl- ic thprpfnrp an nppacinnJ. &I1IV1 1VM1A WVIi LV/ll L.X XXLJ J VUA lim il IWÜLl J. V U1V1 VAV/A Ui X UVWHÜ1UU

to examine the causes o f Lancashire’s present plight.
The coal industry and the cotton industry have pursued in 

face o f their common difficulties diametrically opposite policies. 
The coal industry has ruined itself by uncontrolled over
production, thus bringing down prices to an unremunerative 
level, and is now engaged in an attempt to chase the price further 
downwards and to aggravate the overproduction by establishing 
an eight-hour day uncompensated by the closing of pits. The 
cotton industry, on the other hand, has ruined itself by 
organised short-time extending over five years, which, by 
increasing overhead expenses, has raised its cost o f production 
above the competitive level. Nevertheless, both these policies,
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opposite though they be, are based on a common fallacy. For 
both are founded on a belief that, i f  only the industries hang 
on, ‘ normal’ times will return when they may again hope to 
employ all their existing plant and labour on profitable terms. 
Neither industry has attempted what the Germans are calling 
‘ rationalisation’, that is to say, the concentration of demand on 
the most efficient plants, which are worked at full stretch and 
the rest closed down.

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

Has there been a world-wide slump in the cotton trade?

As compared with the volume of its pre-war export trade, 
Lancashire has lost about one third of its business. In the best 
post-war year the exports of piece goods have never reached 
two-thirds of the 19 13  figure, and, with the exception of the 
slump year 1921, have been very steady between 59 per cent and 
63 per cent o f 19 13 :—

Piece goods {exported) {millions o f square yards)

1913 7,075

1920 4,425 1923 4,140
1921 2,902 1924 4,444
1922 4,182 1925 4,434

These figures are noteworthy and depressing. In 1921 there was 
evidently an abnormal slump o f short duration which could be 
appropriately met by organised short-time, such as had proved 
effective in former days. But short-time has been continued ever 
since that year down to the present date. Is it right to assume 
that the pre-war scale is ‘ normal’ and that the steady figures 
prevailing since 1922 are ‘ abnormal’ and transitory?

Lancashire has comforted itself by blaming the continued 
depression through these years on a variety of external 
circumstances— such as the high price of cotton, the alleged 
reduced purchasing power o f the international market, the
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disturbances in China, and so forth. Doubtless at all times 
unfavourable factors can be discovered. If, however, we put the 
question to the test of the world consumption o f cotton, what 
do we find? Is it true that Lancashire has been suffering from 
world-wide causes which have affected all producers alike?

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

World consumption o f  all kinds o f  cotton fo r  the years ended 
jfuly 31st (thousands o f  bales) (International Cotton Federation

figures)

1913 23,000
IG'ÏI1 741 in cnc1 / , J u\nA1 7^7
1922 21,167 1925 22,294
1923 22,143 1926 24,681

This table shows that for the world as a whole there was 
something o f a slump in 1923-24 as well as in 19 20 -2 1, but that 
this was recovered in 1924-25 and 1925-26, with a total 
consumption comfortably in excess o f the pre-war figure.

The totals for 19 12 - 13  and 1925—26 can be analysed as 
follows:—

(T housands o f  bales)

1912-13 1925-26

Great Britain *  A 7 / m  J,U Ü
Germ any 1,728 1,148
France 1 ,0 10 1,179
Russia 2,509 i,75z
Italy 789 1,037
India 2,177 2,064
japan C588 A » i o
U .S .A . 5,786 6,395
Others 3,139 5,268

Total 23,000 24,681

These figures convey some very important information, which 
should be broadcasted throughout Lancashire and thrown on 
every cinema screen and advertised on every hoarding. We find,
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I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

as we should expect, a falling-off in Russia and Germany (i£  
million spindles in Alsace have been transferred from Germany 
to France), and a fair (but not sensational) increase in the United
C f r t f o r  T  n r l i < i n  r w  i l l  / ' r t n c ’ i i r v m H  n r l i i n U  û v  n o n  o n  r ' û / l  n  K r t  T r n n  vu i a t v a .  i i i u i a i i  m i n  w u i i a u i n p L i L f i i ,  v ^ n i L i i  w a ^/u  i u i i u u u  a  u a u  y  u a i

in 1925-26, is but little changed, and, on the average o f post-war 
years 19 19—26, was a little better than before the War. What of 
the rest? Those amongst whom Lancashire numbers many of 
her customers— France, Italy, and the others— are making a 
good deal more for themselves, whether under the protection 
of tariffs or for other reasons (such as two shifts in the twenty-four 
hours), than they used to do— having consumed 7,484,000 bales, 
i.e., 30 per cent of the world’s consumption, in 1925-26, as 
compared with 4,928,000 bales, i.e., 21 per cent of the world’s 
consumption, in 19 12 - 13 . At the same time Japan has increased 
her business by nearly 80 per cent during the same period in 
which Lancashire’s has fallen off by 30 per cent. Indeed Japan’s 
gain, measured in bales, which is, however, not an accurate guide 
to output, almost exactly balances our loss.

These figures surely show that during the last two years at 
least there has been no slump in the world’s consumption of
r-nH-nn Kut cnunH nmcrrpcc anc1 that T anrachirp Kac cnffprprl aV Wk UVV4ÜV4 /̂1 V^l Vt l -I—mil V L/W41V1 VU V*

definite loss of trade since the War, partly because her customers
.i,* fr»** fL A m  r  A

n u v v  m a i t i '  i n u i v  t u t  u i v m a v i v v a ,
KaoriiiPA Trtt\rt«auu pai liy  uttauav japan naa

been capturing her business. Is not Lancashire deceiving herself 
when she advances other explanations?

In order, however, to appreciate the full force o f these figures, 
we must analyse them further. For, uncorrected, they confuse 
together two branches of the trade which are pursuing opposite 
courses. I f  we take the consumption o f Egyptian cotton as an 
index of the state of the fine cotton trade, we find that 
Lancashire’s proportion since the War has been as high as it was 
before, and that in 1923-24 and 1924-25 it was better. This 
section o f the trade, moreover, has been working full-time. The 
conclusions o f this article do not apply, therefore, to the finer 
branches, where technical skill and the absence o f organised

n
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short-time have enabled our spinners fully to hold their 
own.

I f  we separate off the 22,000,000 spindles in Lancashire which
K i u p  K p p n  u  r i r t i n f T  f i i l l —t i m # 1 n n  Ç, n p r  p n u n t c  w p  i r p  I p f f  u i i  f t .11U T V' T » X XXX. IX XX L1X11V UX1 V11V illlVi WV/UXllJi T T V MX V XVI TT X kll

about 36,000,000 spindles which have been, for five years past, 
working half-time or not much more on American and coarser 
cottons. In this great industry, the greatest of British exports, 
we appear to have lost, not just in an isolated year, but as a 
phenomenon extending over the whole o f the post-war period, 
something approaching h a lf o f our former trade (say, 45 per 
cent).

The consequences o f  short-time

Ever since 1920, the Lancashire spinners of American and 
miscellaneous cottons have been meeting their inability to 
market their poods on the old scale, not hv closing- down the--------------    C7- - ------  ----  — -----  --------- 7 ------------ j  ------------C7 ---- ---  — --- --

weaker firms and the more inefficient plants, but by everyone 
working short-time— thus adding the embarrassment o f high 
overhead costs to the embarrassment of high labour costs

rtrt r t f  /TPÛP 1 rtû rt û ♦_rt*»n Ei rtM rt f^wiiivu, w uii nu ivuu^uun ui wagva uit ivdiuidiiun ui mv
gold standard, have been io  per cent more burdensome in 
1925—26 than before). The less Lancashire sells, the shorter the 
time she works, the higher therefore her costs— a cumulative 
progress towards perdition only limited by the rate at which 
other countries can erect new spindles.

The crushing effect of short-time work on the competitive 
position is strikingly illustrated by the following. In the half-year 
ending Ju ly, 1926, Japan actually consumed, for the first time 
in history, a greater weight of raw cotton than was consumed 
in Great Britain. Yet the number o f spindles in Great Britain 
was more than ten times the number in Japan. This figure has 
to be modified to allow for the smaller weight o f cotton required 
to spin a given length o f yard in the finer counts. After allowing 
for this, it seems, on the test o f cotton consumption that Japan’s
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I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

spindleage has had an output between 4\  and 5 times the output 
of comparable spindles in Great Britain using comparable 
cotton.

T K  10 / ' n n n l n c ' i n n  1 o  p i n e a l  1  t p n f r n K n r n  f a r l  K i r  1 * K a  c t n H c t i p p  r \ Çx 1 1 1 0  w i i w i u o i u i i  1 3  U1U3U1 j  t u n u u m a i v u  uV i n v  v/i

hours worked. Until May, 1923, the normal working week in 
Japan was 132 hours, when it was reduced to 120 hours, i.e., 
two daily shifts o f 10 hours each. The actual average weekly 
hours worked recently have not been less than 118 . ïn Great 
Britain the corresponding figure for the last half year has been 
28 hours per week. Thus a Japanese spindle has been worked 
between 4^ and 5 times as intensively as a comparable Lancashire 
spindle.

The consequences of this on overhead costs are obvious. 
When we add to this the difference in wages (Japanese male 
hands earn on the average about 3s. 3d. per shift, or, say, £ 1  
per week, and female hands 2s. 6|d. per shift, or, say, 15s. a 
week), it is evident that in this branch of the trade Lancashire 
is not on a competitive basis and only gets the business in excess 
of what her competitors can handle.

The comparison with Japan is, o f course, the extreme one. 
But comparisons elsewhere are the same in tendency. In 
Germany there has been a good deal of short-time amounting
rtf f f a rt K Al 1 f  rt A trtat* Aûtl f * rt 1P A P AtYl C l PKA»*f fima m Dalrtti/l

SlVaVUL LU dUUUL L/lsl LV11L. dli3U 3U111W 31IU1 t-llillL  111 X UldHU

and Czechoslovakia. But in France, Italy, Belgium, Switzerland, 
Holland, and Sweden practically full-time has been and is being 
worked. In the United States the spindles employed on American 
cotton have been worked twice as intensively as those in 
Lancashire.

Lancashire, finding herself at a disadvantage through tariffs 
and relatively high labour costs, has proceeded to put herself 
at a greater disadvantage still by increasing her overhead costs ; 
and to meet the additional burden o f the restored gold standard 
she has taken no steps whatever. The result is that the rate at 
which she is losing her trade (always excepting the finer 
branches) is only limited by the rate at which other producers

_ o _
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can erect new spindles. Lancashire starts with so large a 
percentage o f the total spindleage o f the world that she cannot 
lose her trade other than gradually. In the. four years between 
1921 and 1925 Japan increased the number o f her spindles by 
50 per cent. But since in 1921 Japan’s total spindles numbered 
only 10 per cent o f Lancashire’s (exclusive o f those spinning fine 
counts), this represents a fairly slow process, even allowing for 
the difference in the hours worked.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

The prospects ahead

Lancashire’s first need is to face these figures. I f  they are 
substantially correct, the termination o f the short-time policy 
is urgently called for, and the substitution for it o f a ‘ rational
ising’ process designed to cut down overhead costs by the 
amalgamation, grouping or elimination o f mills. The failure so 
far to eliminate weak mills is largely attributable to the banks, 
who have been too ready to protect old loans by new ones. There 
are said to be two hundred Lancashire mills on an unsound 
financial basis. It may be that only the bankers o f Lancashire 
are in a position to take the first step to break down the 
unorganised individualism which was well enough for an 
ever-expanding industry, but spells universal loss when some 
curtailment is necessary.

As it happens, Lancashire has just had a great stroke o f iuck, 
which may make a revision of policy much easier than it would 
otherwise have been. Owing to a cotton crop in the United States 
which has broken all records, raw cotton has suffered a 
catastrophic fall of price. It costs today about two thirds o f what 
it cost a year ago, although the price then was already moderate 
on post-war standards. It will be paradoxical i f  this fall o f price 
does not stimulate consumption considerably. The cotton trade 
of the world is justified in expecting an increased turn-over 
during the next year or two. Now since the unoccupied spindles 
outside Lancashire do not amount to any formidable figure,
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I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

Lancashire can rely on obtaining a fair proportion o f this coming 
year’s business, in spite o f her costs being above those o f her 
competitors. Thus a fortunate accident has given her a breathing-
ornino i«  11 rA orrru m eo flTno p a t v  i n  Y v i i iv i i  i u  i ^ u i g a m o v  n v i  a n  a  n o .

But it will only be a breathing-space, which it would be
imprudent to treat otherwise. The danger is lest Lancashire may 
consider the revival o f trade, when it comes, to be a justification 
of her past policy, and a return of the 4 normal ’ times for which 
she has been waiting so long. But in truth the times will not be 
normal. There will be a temporary recovery based on raw cotton 
well below the cost of production, and on the time lag, before 
cheaper producers can increase their spindleage. Present prices 
for raw cotton will not last for long; nor will the present 
limitations on spindleage elsewhere.

The mishandling of currency and credit by the Bank of 
England since the war, the stiff-neckedness of the coal owners, 
the aooarentlv suicidal behaviour of the leaders o f Lancashirer i j  • ■ ---- - ------------------
raises a question o f the suitability and adaptability o f our 
business men to the modern age of mingled progress and 
retrogression. What has happened to them— the class in which
^  f i r v n  f i i r r .  o  n r .  t i r o  o o n  1  ^  t r t  I / O  r\a  a n u i i  u i  i y \  kj ^ v i i w i a u u u s  a g u  v> l  luu iv i  a Hifif rt njuai aiiu

worthy pride? Are they too old or too obstinate? Or what? Is 
it that too many of them have risen not on their own legs, but 
on the shoulders o f their fathers and grandfathers? O f the coal 
owners all these suggestions may be true. But what o f our 
Lancashire lads, England’s pride for shrewdness? What have 
they to say for themselves?

Keynes’s article had an immediate impact: the Manchester evening 
newspapers of the day before The Nation  appeared were full of criticisms from 
leading cotton men. On 16 November the Short-Time Committee of the 
Federation of Master Cotton Spinners invited him to come to Manchester 
to discuss points raised in his article. On 19 November, Keynes accepted 
their invitation and met the General Committee of the Federation three days 
later. The discussion was private but at the end of the meeting a communiqué



appeared which made it clear that Keynes was advocating a cartel, enforced 
by the Federation and the banks, with transferable quotas to allow the 
concentration o f production in the most efficient firms.

The previous Saturday’s issue o f The N ation  had contained several letters 
on the problems of the trade and Keynes’s analysis. In the case o f two letters, 
Keynes appended brief comments, but he did promise a more substantial 
discussion of matters the next week. His two comments were in response 
to letters from Frederick W . Tattersall and Fred A. Tomlinson.

From  The Nation and Athenaeum, 20 Novem ber iÇ2Ô

I am grateful to M r Tattersall, from whom in the past I have 
learnt much o f my cotton statistics, for his criticisms and 
additions, particularly when he agrees with me on my main 
conclusion. I plead guilty, however, on only one point— my slip 
in saying that Japan had consumed a greater weight o f cotton 
than Lancashire. For I added that ‘ Japan’s gain measured in 
bales is not an accurate guide to output ’, and in comparing the 
intensity of Japan’s employment o f her machinery I hope that 
I made a sufficient correction. Further, M r TattersalPs arithmetic 
is surely wrong when he reduces Japan’s increment of production 
from 80 per cent, as stated by me, to 44 per cent. Japan used 
Indian bales before the war, as well as after; indeed, her 
proportion of American bales has considerably increased since 
the war : so that the effect of M r Tattersall’s correction is to make 
her percentage increase greater than 80, not less.

As regards potential consumption, does M r Tattersall deny 
that, if all the Lancashire mills capable o f using American and 
similar cottons were to be worked forty-eight hours a week for 
a year, Lancashire’s consumption o f these cottons would be 
quite 1,500,000 bales greater than in the year ended Ju ly  last?

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

M r Tomlinson’s details about hours are very interesting. But 
so far from overlooking the system of two shifts abroad as a 
factor in the situation, I expressly mentioned it as one of the 
causes o f Lancashire’s difficulties. I f  M r Tomlinson complains
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that I did not sufficiently emphasise it, I reply that it seemed 
to me premature to talk about two shifts in Lancashire so long 
as short time is being worked ! The implication o f M r T  omlinson’s
n r m i m a n t  10 f n  tu  m i r  p r m f e n H n n  f l i n f  o f n r o n f i 7_<iin,k f _
a i  g u i i i ^ i i L  ia  t o  u u n u u u i a i v  1 1 1  j  w i i i v i i u u i i  L i i a i  a  l vy u m j  - v i ^ i u -

hour week gravely increases the cost o f production. To my 
demand for a forty-eight-hour week, it is scarcely a defence of 
the twenty-eight hour-week, to reply that what we really require 
is a fifty-five-hour week. Doubtless M r Tomlinson does not 
intend it as such. But it is a red herring to talk about 
fifty-five-hour weeks and double shifts so long as organised 
short time continues. Surely the first step in the right direction 
is to get rid o f the latter.

From  The Nation and Athenaeum, 2 7  November 1Ç26

T H E  P R O S P E C T S  O F  T H E  L A N C A S H I R E  C O T T O N  T R A D E

I appreciate the spirit in which Lancashire has taken my article 
in The Nation o f November 13th, written by an outsider to the
i n H n c f r v  M v  a r t i r l p  h a s  h r r m o r h t  H n w n  n n  m p  a  f l n n r l  n f  r r i t i r a l--------   . • - j   -----------  -  - ~  — o —  « V - . . - *   .......... -  «  ----

and supplementary information in print, in letters, and by word
rtf* tv\ rt1 1 «-k T U  a tviiftûû rtf fUrt k j ' û / l rtf A/frt ofrtt* Z”1 rtfFrtrt
Ui 11IA/UL11* J. 11V X^UlllllliUW^ \J 1 L11V 1 VUWKH1UU U1 iVia^tW V^UUUH

Spinners has done me the courtesy o f asking me to meet them. 
The result is that I am better informed about the details and 
practical difficulties of the problem than I was a fortnight ago. 
M y purpose in this article is not to answer criticisms in a 
controversial spirit, but to put again my contentions, enlarged, 
but not materially changed on essentials, as they are after having 
heard Lancashire’s point o f view.

I must begin by contradicting two widespread misapprehen
sions about my previous article. I did not maintain, what would 
have been absurd, that Lancashire’s difficulties are wholly or 
mainly due to short-time. Short-time has been the result o f 
Lancashire’s finding her competitive position worsened and her

o
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markets narrowed from quite other causes, some o f them 
altogether beyond her control. M y point was that, her competitive 
position being already worsened by these other causes, the

« r t f t i r â  rtf n t % r t « f  t T r r t n  f i n  1 rti r\ n 1 Vvrtrtrt l i O r t  «4- f  V* rt rtflTrtrt+ rtf
^ i u i i d u v ç  u i  a i i u i  L - u i i i t  w a d  d u i v i v i a i  u v c a u ^ t  i t  n a v i  u i ç  c u t t L  u i

aggravating her inferiority, so that Lancashire’s progression to
perdition is progressive.

Nor did I maintain that Lancashire, instead o f organising 
short-time, ought to have worked the whole number o f her 
spindles full-time during the last five years. So far from denying 
the necessity for restriction o f output, my point was that a 
lasting curtailment, save in exceptionally favourable years, was 
probably inevitable, but that organised short-time, whilst well 
adapted for a temporary curtailment, was a disastrous expedient 
with which to meet a lasting one.

On the statistical side my figures have been supplemented and 
corrected in some particulars, but not so as to affect the
ü r f l T i i n n p n t  m i f - p r t > i l l v  M n  n r w a  ^ p t i i o c  t h o t  i n  t K p  U r n s r i M n  K r o n / ' l i  

mm g u i i i v i i i  m u i v i  i u . 1 1  j  . 1  i v  v/miv v i v m v i?  u u i l  1 1 1  t u v  ±  m in v i i v u n  u i  u n v n

Lancashire has lost between a third and a half o f her pre-war 
trade. No one denies that this is due, not to a world-wide 
depression in the consumption o f cotton goods, but to our 
customers and our competitors alike gaining ground on ourselves. 
There is only one important qualification to this, which I did 
not bring out in my previous article, namely, that our loss o f 
trade in India is not entirely due to the competition o f Japanese 
and native Indian mills, but also in part to a diminished 
aggregate consumption o f cotton goods in that country, as 
shown in M r Tattersall’s letter to last week’s Nation.

At my meeting with the Committee o f the Federation these 
conclusions were not seriously contested. Indeed, I think that 
some of the members were more pessimistic than I was. 
Furthermore, no one in Lancashire defends short-time on its 
merits. It is agreed that such a policy continued over a long 
period is economically unsound and must ruin everybody in 
time ; though possibly a contributory influence in favour o f the 
short-time policy, which is seldom mentioned, is to be found
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in the machinery o f the dole. Short-time, as it is worked in 
Lancashire, is, from one point o f view, an ingenious device for 
securing the maximum subsidy for the industry out of public 
funds. Thus the loss which it brings on the country as a whole 
is much greater than the loss which it brings on those in the 
industry itself.

In face, then, o f this large measure of agreement, how is it 
possible for the local press to sum up the situation by saying 
that few people can be found in Lancashire to accept my 
conclusions ?

I have no doubt about the explanation. There is a fearfully 
uneasy conscience abroad throughout the American branch. 
Everyone knows in his bones that the present policy is all wrong. 
But no one can think o f any practicable alternative. Lancashire 
does not really disagree with me when I say that their present 
policy is leading them progressively to perdition. They know 
that, if they cannot work full-time with raw cotton at its present 
price, they will never work full-time again. It is when I seem 
to suggest that I know an alternative, that I have a way out, 
that they disagree with me— which is expressed by saying that
diftft-f-itno ic lindnnVifii/Ilu irm ncr Vint- 1-Vi-it onunru» w Iir\ 
j i iv / i  c—um v 1 0  v u i u u u u l v u j  j  Tt i v i n ^  i / u t  lu a c  m u j  v u v  n  n v

it does not know what he is talking about. Lancashire, in short, 
must go to hell her own way; for any other route to any other 
destination is, in the circumstances, ‘ theoretical’ .

In speaking to the Committee of the Federation I said that 
the practicability o f an alternative depended upon how seriously 
the leaders o f the industry felt about the necessity of a change. 
After visiting Lancashire my impression is that many of them, 
if  not all, are fully alive to the actual facts o f the existing 
situation. Nor is there much for anyone to tell them, which they 
do not know already, about the complex causes o f the situation. 
What, in my opinion, Lancashire is not yet fully alive to, is the 
exact reason why a remedy is so difficult or why it must take 
a certain form.

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

5 8 9



A C T I V I T I E S  1 9 2 2 - I 9 2 9

The problem o f surplus capacity

The method o f building up a growing industry by individuals
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profitable opportunities to do so, works perfectly well. But— a 
point which is familiar to students o f other industries and other 
places, but is a new idea to Lancashire— this system includes 
no provision whatever for reversing the process, except the slow 
and dragging cure which time brings at last by decay and 
obsolescence.

Let us suppose that there are 36,000,000 efficient spindles in 
existence. Let us suppose that the demand at prices which pay 
interest and depreciation on the value o f a spindle as measured 
by cost o f replacement, will only occupy 30,000,000 spindles 
save in exceptionally favourable years. What will happen in an 
unorganised industry? Competition between the owners of the
7  f t  a a a  a a a  c n i n d l p c  w i l l  H r n r p  r l  a  u r n  n r m p c  t m u a r / l c  f l i p  n m n t  i t
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which no contribution at all is left towards overhead expenses. 
Each individual will accept not the price which yields him a 
normal return, but the price which is preferable to abandoning 
his plant altogether and closing down his organisation. I f  this 
goes on for long, the mills which are financially the weaker, 
though not perhaps technically inefficient, wili become bankrupt. 
But even this will not bring a solution. The spindles o f the 
bankrupt mills will not cease to exist. They will be sold at a low 
price and thus transferred into stronger hands on terms which 
will enable the competition to persist in conditions too severe 
for other businesses to earn their interest charges. And so the 
losses will continue until the gradual growth o f demand over a 
long period or the obsolescence o f the older spindles restores 
equilibrium at last.

The policy of organised short-time delays this result but by 
increasing working costs and aggravating financial losses all 
round it leads to a still greater loss o f trade. It suits no one except 
those who stand aside from loyalty to the Federation’s orders.
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Now this problem of excess productive capacity is not a new 
one in the world at large, and there are recognised ways of 
tackling it. All these are variations o f the cartel, the holding
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last Monday. By these means, and by these means only, can the
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reserve against future requirements, so that the rest of the
industry can earn normal profits meanwhile.

This analysis o f the situation is not yet a living thing in the 
mind o f the average cotton-spinner. The nature of the remedy 
is repugnant to his intensely individual temperament and 
traditions. It is not clear that there is anyone in Lancashire with 
enough authority or initiative to set the ball rolling. There is 
no obvious way to bring in the recalcitrant minority. These are 
the ‘ practical’ difficulties in trying to get off the ’bus, even 
though the passengers see well enough where the ’bus is going
to.

The present prospects

Nevertheless, I do not believe that short-time will last much
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a mistake. Moreover, it is not loyally observed. At the first breath
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will surely bring as soon as merchants are convinced that the 
bottom has been touched, it is likely to be abandoned. With the 
coal strike finished and cotton so cheap that it is much below 
its cost of production, there will be nothing more to wait for.

Whatever else may follow, the abandonment o f organised 
short-time will be the first step towards putting the industry on 
a sounder basis. But this will not cure— it may even aggravate-— 
the financial unsoundness o f the industry, which, in my revised 
opinion, is a bigger factor than short-time in causing its present 
disorders. The financial clean-up of an industry, which was, in 
many cases, overcapitalised in the boom and has been losing 
money for five years, is just as necessary as is the concentration



of production. Both these things must come, whether or not the 
industry feels ripe for ‘ rationalisation’ . But neither o f them in 
themselves will solve the problem o f surplus capacity. That is 
why I ventured, in all diffidence, to suggest to the industry that 
the idea o f cartels, holding companies or amalgamations deserved 
consideration. The formation o f holding companies at the 
bottom of the slump is not likely to prove unprofitable to those 
who have the pluck and the initiative to take the lead. It will 
facilitate the financial clean-up as well as help to solve the 
problem of surplus capacity. I f  the formation o f a cartel is 
attempted, it will not be absolutely necessary, however desirable, 
for everyone to come in, any more than with organised short-time. 
Experience elsewhere shows that a cartel can sometimes be 
successful even where it does not cover the whole o f the 
industry. But for any important move forward the sympathy and 
the assistance o f the banks will be essential.

A C T I V I T I E S  I 9 2 2 - 1 9 2 9

On 26 November John Ryan, a member of the committee attempting to 
form a Cotton Yarn Association to reconstruct the spinning section o f the 
trade, wrote to Keynes enclosing some literature on the Association and 
offering to send a small delegation to London to discuss its plans and aims. 
T o  this Keynes replied.

To lOHN r y a n . w  November 10 26* > u  y

Dear Sir,
I have your letter o f November 26, for which I am very much 

obliged, sending me full particulars about the Cotton Yarn 
Association. I am very glad to have these particulars, since, 
whilst I already knew about the Association in a general way, 
I had not seen the full details.

I have now read carefully all that you have sent me, and I 
am ready to agree that this Association probably represents by 
far the most hopeful move in the direction which, in my opinion, 
is essential for the recovery of Lancashire’s prosperity. With a
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few modifications, I believe this Association, if  it is formed, 
could go a long way towards achieving the objects which I 
sought to obtain by my proposal for a cartel. I should much like 
to have an opportunity o f discussing the matter with the 
members o f your Committee, and of making such suggestions 
as have occurred to me. I f  any o f your members are likely to 
be in London in the new future. I should be delighted if  they 
would lunch or dine with me here for the purpose o f a talk. 
Unfortunately, at the moment I am not a position to name a 
day. Up to December 9 I shall be engaged in Cambridge. The 
week after that I may have to go to Paris to represent the Inter
national Chamber o f Commerce at a Conference, but the day 
has not yet been settled. Subject to that I shall be in London 
the whole of the week beginning December 12. I f  you could be 
so kind as to suggest one or two days convenient to your 
Committee, I could then let you know later on how they would
f i t  i n  
i l l  1 1 1
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Yours faithfully, 

[copy initialled] j .m .k .

Ryan replied on 3 December suggesting that if the Committee could 
release part of Keynes’s letter of 30 November to the press it would 
strengthen its cause. Keynes authorised a statement paraphrasing the second 
sentence o f the second paragraph of his letter. This appeared in the 
newspapers on 9 and 10 December. Keynes met a deputation from the 
Committee for three hours on 16 December.

After the meeting Keynes prepared another article for The Nation.

From  Th e Nation and Athenaeum, 24  December 19 26

T H E  C O T T O N  Y A R N  A S S O C I A T I O N

A week ago the Federation o f Master Cotton Spinners finally 
abandoned the false expedient of short-time. They did this, if 
I interpret their mood rightly, not as a surrender to the forces 
of disorganisation and beggar-my-neighbour competition, but
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to clear the ground for some more effective plan o f joint action. 
The possibility o f such an alternative now depends, having 
regard to the practical politics o f the industry, on whether there

m il’ll*/! n a a <* l««n a  f*
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Lancashire to bring to birth the embryonic Cotton Yarn 
Association. The Articles o f this Association are sufficiently 
comprehensive to serve as the framework for a real reorganisation 
on modern ‘ rationalised*7 lines, and also to bring about many 
obvious long-desired reforms, the need o f which no one 
disputes, but which single individuals, acting separately, are 
powerless to effect. The Association has already half the 
industry behind it. The more active spirits are putting their 
hopes in it. I f  it fails, no one will have the heart to begin anything 
else;— in which case we can but look forward to a slow, cruel 
process o f loss and bankruptcy which will leave no one un
hurt,-----perhaps mitigated at first but probably aggravated in
tfi p 1__
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abnormally cheap cotton.
The project for the Cotton Yarn Association has now been 

under discussion and in course of development for some six 
months by a Committee representing about two thirds o f the 
American section of the spinning trade. It is estimated that the 
number of spindles spinning American yarn for sale (i.e., 
excluding those spinning other cottons or specialties o f yarn for 
use by associated concerns) is about 28,000,000. So long ago as 
last August 233 companies, owning 70 per cent of this total 
number and representing 93 per cent o f those who replied to 
a circular letter, had declared themselves in favour o f the 
proposed Association in principle. This initial success was 
followed, however, by a disappointment. The promoters o f the 
Association, which takes the form o f a limited company with 
share capital, considered that the participation of 70 per cent 
o f the industry was necessary to success. But when it came to 
inviting subscriptions not much more than one third responded 
in the first instance. The number of the supporters o f the scheme
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has, however, increased gradually in recent weeks, until nearly
15,000,000 spindles, or about a half of the whole industry, have 
come in. It remains to overcome the opposition, or more 
probably the lethargy, o f those controlling another 5,000,000 
spindles before the Association can begin to function.

The powers o f the Association are wide; its purposes at 
present not very precisely defined. It will accomplish much or 
little according to the spirit in which it is managed and 
supported. Before I catalogue the purposes which it may fulfil, 
I had better restate, in the light o f recent discussions with the 
leaders of the industry, the elements o f its problem.

(1) For various reasons, some perhaps avoidable, other 
certainly unavoidable, Lancashire has found, since the War, a 
worsened competitive position and diminished markets for her 
American cotton goods. The loss o f markets is not disputed; nor 
its magnitude; nor, in any responsible person’s expectation, 
apart from temporary spurts or booms, can anything in the near 
future short of a miracle restore the demand to its pre-war level. 
A controversialist driven into a corner can sometimes be found 
to deny this. But such is not the opinion of the industry itself.
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no permanent, lasting change in outside circumstances, which 
is in the least degree probable, will enable them to sell at a profit 
50 per cent more yarn in the next three years than in the past
three years.

(2) The industry is faced, therefore, with the problem of 
surplus capacity, with which so many o f our staple exports are 
faced at this moment. The prevalence of the complaint is due 
to many causes, but the culminating fact was, o f course, the 
restoration o f the gold standard. It was easy to predict beforehand 
that this measure must be followed by one or other o f two 
things— either a struggle to reduce costs, partly wages in the 
industry itself, partly charges by other industries, or else an 
obliteration o f profits followed eventually by an adjustment of 
the scale o f outputs to the reduction of outlets. But it was not
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easy to say which o f the alternatives would prevail. The coal 
industry has chosen the first alternative so far, but will probably 
be driven to the second later on. The cotton industry, on the
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in the stage of the obliteration o f profits and of feeling its way
towards the adjustment o f output.

(3) The Lancashire spinners of American cotton have been 
peculiarly defenceless for dealing with surplus capacity. The 
large number o f independent units (some 330 separate firms 
within one small geographical area), a long tradition o f com
petition, secretiveness, and non-co-operation, heavy overhead 
expenses on capital account which are always running, whether 
the mills are busy or not— these and other factors have caused 
the spinners to suffer most from conditions which have im
poverished all branches o f the trade alike. Previous experience 
had provided them with only one expedient— that o f short-time
ic  rprnmmf'nHpH h u  d Tnm m ittpp r » f  flip \ t ic fp r  t  fitfnn Qi
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ners’ Federation, subject to a periodic ballot of its members. 
For five disastrous years this remedy has been tried in vain. 
Last week it was abandoned.

Since the idea o f curtailing output was not fundamentally 
vicious (as some critics, but not I, seem to think), it will be useful 
to consider why the policy of short-time broke down so badly. 
The reasons were undoubtedly the following. In the first place, 
short time practised by mill A  tempered the force o f competition 
for mill B ; yet, since there was no penalty i f  mill B  took 
advantage of this to work longer than the hours recommended, 
the temptations to disloyalty have proved irresistible to many 
spinners. In the second place, the Short-Time Committee has 
worked without any proper statistical basis;— its own constitu
ents have refused it the necessary information, in particular the 
state of their order books, so that the Committee, working in 
the dark as to the immediate prospects, has always been a few 
weeks out o f date in its ideas and its prescribed hours o f working 
have often been out o f touch with the real situation, sometimes
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in one direction and sometimes in the other, a maladjustment 
which has made loyalty difficult even for those who would have 
liked to be loyal. The withholding o f relevant and even essential 
information from the Short-Time Committee by its own 
constituents has been carried to a point which an American or 
a German business man would deem incredible. The secretive
ness practised by our business world, from the Bank o f England 
downwards, would be excessive in criminals seeking to evade 
justice, and is, in fact, a major factor in British inefficiency. In 
the third place, the American branch o f the trade is itself highly 
complex and includes many sub-branches, not all o f which have 
equal order-books or like prospects at a given date. But the 
short-time policy as practised hitherto has made no allowance 
for these differences, prescribing for all mills alike uniform 
working hours, which may have been excessive for some sections 
but were certainly inadequate for others. In the fourth place, 
short time, being essentially an expedient to meet a temporary 
situation, has done nothing whatever to adjust the scale or the 
direction or the costs of the industry to permanently changed 
circumstances. It leads to nothing— except a slow bleeding to 
death.

(4) In course o f time the illness o f surplus capacity has led 
to a complication, almost worse than itself, namely financial 
exhaustion. Excessive competition, resulting from surplus cap
acity, has, in many cases, brought the level o f profits below that 
o f interest charges and other unavoidable outgoings. The 
resulting losses have been provided out o f bank loans and other 
resources which ought only to have been used as current 
working capital. The consequence is that the normal borrowing 
capacity o f the industry has been exhausted in meeting losses, 
and is not available for new business. A large part of the industry 
has lost its working capital and is so heavily mortgaged that no 
means to replenish it is in sight. In short, the spinners, as a class, 
are frightfully hard-up, which leads to the pest of what is known 
as ‘ weak selling’ . There are always spinners with no money at
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the bank and accounts due at the end o f the week, who have, 
therefore, much less than a normal bargaining resistance, so that 
they cannot carry stocks of yarn even for a matter o f days, and
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of a surplus capacity, which abolishes normal profits, since it 
makes it worth while to accept any price which is better than 
closing down, ‘ weak selling ’ carries the trouble a stage further 
and leads to prices which are worse than closing down. Nor do 
these low prices help towards the recovery o f markets, since 
concessions made in such circumstances are liable to be absorbed 
by the other factors in the trade. Moreover, they encourage 
hand-to-mouth buying, since only so can the buyer take full 
advantage o f the weakness and necessities o f the seller. All the 
spinners whom I have seen are agreed that this involuntary 
selling by financially necessitous mills is causing the final loss 
of blood which no one can suffer and live. Not even the
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bankruptcy overtakes the worse-placed, since the spindles do 
not disappear along with their owners, but are merely trans
ferred into other hands at a lower capitalisation. It is a case where 
joint action is in the interests o f every unit in the trade.

There are, therefore, three objectives before the industry 
which are in the following order o f urgency in point o f time 
though not perhaps o f ultimate importance— the elimination of 
weak sellers and replenishment of working capital ; the adjustment 
of surplus capacity to the actual and potential demand; the 
securing o f organised economies and improvements which may 
lead later on to the maintenance, and perhaps to the recovery, 
of markets. I believe that this is the correct order o f events and 
that the industry is right in being more preoccupied at the 
moment with the recovery o f ‘ margins ’ than with the recovery 
o f markets. Markets can never be recovered by selling at a loss 
but only by being able to sell profitably at a reasonable price. 
The first step towards this must be the avoidance o f further 
losses and the financial rehabilitation o f the industry.
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How can this Association help the spinners? No one can say that 
a very new experiment will be successful. But the Association 
will have sufficient powers, in my opinion, to do what is needful, 
i f  they are rightly used. Its leading features, stripped of all detail, 
are the following:—

(i) The members will be pledged to loyalty to the Association’s 
orders under penalties both financial and personal.

(ii) The members will undertake to furnish prompt and 
complete statistics to the Association, including duplicate copies 
of every contract booked.

(iii) The Association will fix a minimum price, below which 
members will be forbidden to sell, adapted to every type o f yarn 
by the method familiar to Lancashire of points ‘ on’ and ‘ off’ 
a standard basis. It is not yet clear whether this minimum is to 
be fixed so as to yield normal profits to the normal mill, in which 
case the basic price will probably prove to be the maximum as 
well as the minimum, and will work out as a cut-and-dried 
system o f price fixing, or whether it is to be fixed at a protective 
minimum. It appears to me very important that it should take 
the latter form, thus leaving room for the normal play of 
competition; that is to say, the Association’s minimum should 
be aimed not at the cheap, competitive producer, but solely at 
the weak seller. It should be a minimum which it would not be 
worth anyone’s while to undercut on purpose.

(iv) The Association wili, in the iight of the full statistics in 
their hands, fix separate quotas o f output for each distinct 
section o f the trade. As in the case of prices, these quotas should 
be fixed, not below what some of the stronger spinners might 
reasonably wish them to be, but protectively, so as to avoid what, 
in the light o f the combined statistics of the trade, is obviously 
a senseless overproduction beyond what the market can absorb 
at prices which will cover costs. It is desirable that these quotas 
should be made transferable with a view to the concentration 
of production, and also that production should be permitted in 
excess o f the quota on payment of a modest fine.

(v) The Association, which will have an initial capital o f not
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less than £200,000 (namely, £ 1  per 100 spindles) will be 
authorised to raise loans. This side o f its possible activities is 
not developed in its original prospectus. I see here, however, 
an invaluable opportunity, which I must not stop to develop in 
detail in this place, o f working out a scheme o f co-operative 
credit by which the prime necessity of finding fresh working 
capital for the industry may be satisfied. Moreover, i f  the 
Association could undertake to lend with suitable safeguards 
against stocks of yarn valued at the Association’s minimum 
price, this would be by far the most effective protection against 
involuntary ‘ weak selling’ and against forced unfaithfulness to 
the minimum price.

(\i) The Association will be free to establish an Inauirv
' f  j. v

Bureau for the information o f spinners as to the standing and 
enffaffemprits nf mannfartiirers. varn acrents. and merchants tn
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work out standard forms of contract which will protect spinners’ 
interests as those now used do not, to bargain with other and 
better organised sections o f the trade, to study foreign markets 
and foreign requirements, and generally to promote a healthy 
and efficient industry which can regain in the new conditions 
some measure of the prosperity and pre-eminence o f the past.

Is not such an Association a constructive effort in tune with 
the spirit of these times, which is at least worth a trial by men 
otherwise desperate? Has a spinner a sufficient motive for 
standing out? I do not see that he has. The Association will have 
powers and facilities to achieve whatever was reasonable in the 
discarded short-time policy, free from the disabilities o f the old 
Short-Time Committee. It will have practically all the powers 
o f the typical continental cartel. It may be that amalgamations 
and larger units will be reauired for full efficiencv. But the

j. j  ------------

Association will provide a framework within which these can be 
gradually organised. It is a movement started within the 
industry by some o f its own leaders o f their own initiative, which 
has already gone three-quarters o f the way towards securing the 
necessary support. Every spinner who is still standing out ought 
to ask himself just why he is doing so.
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I suggest that the Association deserves the open approval and 
practical assistance of other interests which are concerned with 
the prosperity o f Lancashire— in particular the banks. What
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whatever, so far as I can hear. Their main preoccupation appears 
to have been to use their special knowledge and position to 
secure that, when bankruptcy is at hand and the crash comes, 
they snail be somewhat better secured than anyone else. They 
have been more concerned to get mortgages against their 
advances than to see that these should be used for their proper 
purpose o f financing current business and not merely to meet 
losses. I f  the banks have an answer to this, I do not know what 
it is. For they seem to be a species of deaf mutes. I f  only they 
could hear what is said and make an intelligible reply ! Perhaps 
they can. I f  so, here is their chance. I f  they lend their powerful 
influence to the Association’s support, it will assuredly be 
launched and a new chapter begun.

In the New  Year Keynes went further on the Association’s behalf. On 
4 January he returned to Manchester to address a meeting of spinners of 
American cotton. Prior to his speech, he met representatives of the weaving 
section. Keynes’s notes for his speech ran as follows.
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But no one has a right to destructive criticism unless he is 
prepared to give his assistance to any attempts at construction 
which he may find going on.
The Cotton Yarn Assoc11.
Probably no need to explain its main outlines.
What are the objections?
The objectors are somewhat silent.
But I have made enquiry by word o f mouth and read what the 
press has to say.
Let me put the opposition case as well as I can and weigh how 
much it is worth.

i. The Assoc11, comes too late. The argument of the 
optimists.
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We have touched bottom.
We have only to wait a matter o f weeks for a revival o f trade 
probably accompanied by an upward turn in the price of cotton. 
The impairment o f spinners’ margins is a usual accompaniment 
o f a falling price for the commodity. But it is a passing 
phenomenon and must not be attributed to other causes. Just 
lately spinners in Italy, Japan and India have been feeling the 
wind nearly as much as here.
There is not a word in this with which I disagree. I think—  
fortunately— that it is all true. It will be astonishing if  
abnormally cheap cotton slowly rising in price towards its 
proper value does not stimulate demand. It will be astonishing 
if  Lancashire does not get its share o f this. In which case we 
may normally expect some recovery o f margins.

But I do not draw from this the conclusion that the Assoc11, 
is not needed. On the contrary I look on this prospective revival 
as something which may produce a favourable atmosphere for 
the Assoc11, in its difficult early stages,

For the stimulus from cheap cotton slowly rising is obviously 
temporary. It obviously will not cure the industry’s deeper 
troubles. It gives a breathing space o f which advantage must be 
taken— and not treated simply as a means to put off the evil day. 
Moreover the Assocn. can confer on the trade, I think, positive 
advantages. It is a great mistake to consider it merely a rainy 
weather device.

2, The influence of the Association will be towards higher 
prices; whereas Lancashire’s only chance o f repairing her 
position is by asking at all times the lowest possible prices. 
Whether or not this is a reasonable objection, depends on what 
the price policy of the Assoc11, is to be. I think that the promoters 
of the Association would do well to make their price policy 
somewhat clearer than in their original prospectus. This pros
pectus seemed to suggest that the price-fixing policy would be 
aimed at securing margins which would give everyone normal 
profits even if short-time were being worked and mills were
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capitalised at the fairly full figure of 50/- a spindle. This seems 
to me to be going the wrong way to work. The remarks about 
this in last Thursday’s M .G . Commercial are quite sound, I
til ini- Tllp minimiim nrifp etimilsl Kp o vprv Irtw nrntpptivpî /i 1W UAAWLAAVA W  U » VX J  AW TV V/LVVL1 T V
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minimum with plenty of room for competition above it.
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practice but only to cut out involuntary weak selling.
But this argument serves, Ï suspect, to cover up something 

else not nearly so reasonable. Lancashire industry is a complex 
affair. There are plenty o f people in Lancashire who would like 
to keep the spinners in a weak competitive position. In some 
of the criticisms of the Yarn Assoc11, which I have seen I think 
I can detect the voice of others than the spinners.

Now I don’t agree at all with the idea that it is in Lancashire’s 
interest to cut prices to an indefinite extent. Manufacture is 
meant to pay its way. No one can build up a healthy or 
progressive business on losses. The suggestion that it is really 
prudent to try to win back markets by selling at a loss is cant. 
I f  the Assoc11 fixes prices which will stop the spinning industry 
from bleeding to death, it will do good to all branches of the
f r i  At* in A nnt rmlv tn tl»p cnmn prcLA WVt V U1XU 11WI W ill J LW LliV J^/llAiXVX U*

Therefore I do not trust this objection very far. No one can 
make improvements or show enterprise who is on the edge of 
bankruptcy. I regard the recovery of a reasonable margin as the 
first step towards a healthy industry capable of making an 
effective attempt to hold and recover markets.

3. The industry is riddled with unsound finance; some of it 
the result of the overcapitalisation of the boom period, some 
of it is the accumulated losses o f several bad years running, some 
of it— undoubtedly— is the result of inferior management. A 
thorough financial clean-up is overdue. The Association is an 
attempt to avoid this clean-up. In proportion as it succeeds, it 
will just put off this return to wholesome conditions. The weaker 
managements might be eliminated ; lost capital might be written 
off ; and the industry might pass into stronger hands on a basis
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of a capitalisation so low that it can compete on favourable terms 
with the whole world. Leave matters alone for another two years 
and this is what will happen— so runs the argument: loss and 
injury to individuals no doubt, but salvation to the industry and 
those who live by it in the long run. The Association is 
really— looked at frankly and cynically— an attempt to save 
those who had much better not be saved.

This brings us in my opinion to the crux o f the whole matter. 
The question of supporting or opposing the Association really 
hangs on this. Is it in the interests o f the stronger firms and of 
the industry as a whole that bankruptcy should be allowed to 
do its work ?— until reconstructions and the passing of spindles 
at a very low capitalisation into stronger hands has done its work.

A solution o f this kind is the counterpart o f the way in which 
Lancashire industry was built up. The arguments in favour of 
it are by no means negligible. We must try to apply very clear 
thinking to it. In the first place there are obviously going to be 
reconstructions, Association or no Association.

In the second place the process o f bankruptcy is going to be 
very disastrous for everybody. Is it desirable that Lancashire 
should spend this coming year of cheap cotton in a process of 
neighbour-begging ?

But in the third place— and this is the real point—suppose 
every spinning establishment in Lancashire was capitalised on 
the basis of 10 /- a spindle, would all be well? In my opinion 
the real problem would remain exactly as it is.

I f  high capitalisation and bad management were the essential 
troubles, reconstructions and bankruptcies might be the right 
solution. But they are only secondary troubles. The real 
trouble— and this is the beginning, the middle and the end of 
my argument— is surplus capacity— not necessarily permanent 
but at least prolonged and with no end in sight.

Now when there is surplus capacity in an industry, there is 
no solution merely by writing down capital. Unless there is some 
concerted effort, everyone will lose money until there is a
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concerted effort. The more bankrupt concerns come into the 
market, not the better but the worse it will be for those who 
are still solvent.

T t i o  n r n E lp m  ic n n t  n p u ; Tt I iüc Vi «n n ptiP fl m o m - tim p c  U pfnrpA. 11V UUXV111 AU 11V/L AAV TT • A L 11UU AlU|/ /̂VllVU 1X1U11J L1111VO L/ViUI W

in every industrial country. It is only to Lancashire that it is
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circumstances there is no solution for anyone except in united 
action— either something like this Yarn Assoc11, or more drastic 
amalgamation into trusts.

I venture to predict that the survival of an industry organised 
as Lancashire now is, which suffers from surplus capacity, is 
simply impossible.

I f  you refuse to do anything now, you will just lose your 
money for a year or two more and then be driven to just the same 
thing in the end.

M ay I say a word to the banks—Those professional deaf-mutes 
as I have called them, some distinguished representatives of 
which I see here in person. I don’t think there can be the 
slightest doubt on which side their bread is buttered— on the 
side of this Yarn Association without any manner of doubt.

T h p r p  m a  v  Vif» en m p  nartif»c in  T anfacViirp* wVin micrVit n lan ciH l vJ.VA V A A“ V W  ÜUA1AV «. A VA VU AAA . mAAVUUAUl V TT AAV .

regard the process o f widespread bankruptcy as serving their
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extent the proprietors o f the weaker concerns in question. I f  half 
the mills in Lancashire, the financially weaker half, were to be 
liquidated and sold off at something between io /- and £ i  a 
spindle, how much would the banks lose?

Is it not worth the while of the banks to consider whether 
they should not give this Association their enthusiastic support ?

I have heard no argument to the contrary except that it is 
against their traditions ever to do anything whatever in any 
conceivable circumstances— that they are, in fact, to change my 
metaphor, professional paralytics.

I tell them to have courage, to rise from their beds and walk, 
to resume the functions of hearing and o f speech.
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After all in Germany in parallel circumstances the banks 
would be represented on the boards o f most o f the companies 
concerned. I do not advocate this. I think there are great
advantages in the English system- < 4 - I ri a j X  4. n
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extremes.
After aii not much is asked o f the banks. Oniy two things that 

I am aware of—that they should publicly declare their support 
of the Association, and that they should use their influence with 
their customers to persuade them to join;— though perhaps I 
might add a third thing to consider sympathetically with the 
management o f the Association the possibility o f devising some 
measure of co-operative credit, a point to which I attach much 
importance though I must not take time in enlarging on it today.

Since the Liverpool and Manchester brokers are represented 
today, perhaps I may say a word to them too. It is obvious 
that they are interested in the reformation o f the credit o f the
c m n n a r c  T enrrrroef l*In û\r t-U a  Knnl//it*c i m n  \A K a  nr*Hnrifjp i l l l lV i  d. X JU g g V J l  I l ia  L LllVJ IUU 11AV L11V u a iiA v i o t w u iu  u v  a v i j i i g

in their own interests if  they use their influence in support of 
the Association.

The interest of the weaker spinners and o f all those who have 
lent money to them seems to me to lie with the Association 
beyond all possibility o f doubt.

What I want to urge once more before sitting down is that 
it is also in the interest o f the strongest non-turnover mills. In 
other industries it has generally been the strongest elements in 
the trade which have organised cartels. For there is only [one] 
thing in the world which can prevent the highly efficient, 
strongly financed mill from making money— namely the exist
ence o f surplus capacity. And to deal with the problem is the 
object of the Association.

After Keynes’s speech, the meeting passed a motion supporting the 
Association. There was one opposing vote.

In the ensuing weeks Keynes continued to give the Association support
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and advice. He also encouraged individual manufacturers, who wrote to him, 
to join it.

On 8 January Professor G . W . Daniels of Manchester University gave 
Keynes another opportunity to support the Association. Speaking on 
‘ Industrial Combinations’ to the Association of managers of Textile Works 
in Manchester, Professor Daniels criticised the Cotton Yarn Association as 
not having the stability necessary to achieve its objects or the ability to assist 
materially in the larger object of restoring the competitive position of the 
industry. On reading a report of the speech. Keynes wrote to The Guardicm.

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

To the Editor o f  The Manchester Guardian, io  Ja n u a ry  1Q27

Sir,
Professor Daniels’s very interesting lecture on industrial 

combinations in relation to the cotton industry underestimated, 
judging by your report, what to my mind is the essential point. 
Cartels abroad have fallen, as Professor Daniels recognised, into 
two distinct classes. The first class have aimed at some monopoly 
advantage, generally by exploiting the home market behind a 
tariff wall, more rarely by taking the full profit of a material 
monopoly such as potash. The second class have come into 
existence as a means o f mitigating the evils of surplus capacity. 
Pre-war economic text-books dealt mainly with the first class 
because they used to be the predominating type, the problem 
of surplus capacity not being so prevalent formerly as it is now. 
Nevertheless, there were several examples of the second class
i n  n r o _nr<i *- /loi/I V” UCll via. 1 in/1 p/v v»«i11  ̂t*»ifmnn1icii 1 r t a l  c  < in / 1anvi Liiv 3 U“ u a n v u  la i iu i ia i t s in g  u a i Lvia a i iu

amalgamations of latter-day Germany, of course, belong to it.
Professor Daniels’s objections amounted, however, to an 

argument that the conditions for a successful operation o f the 
first type o f cartel do not exist in Lancashire today. This is not 
relevant to anything I have proposed. Nor did he illustrate his 
argument by reference to the bleachers’ and dyers’ associations 
or to the artificial silk industry.

The Lancashire textile industry, so far from being peculiarly 
unfitted for combined action, is, in fact, one in which combi
nation has been remarkably successful in each branch in which
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it has been tried— too successful, perhaps, so long as there are 
other, unorganised, sections to prey upon. Professor Daniels’s 
lecture suggested that he is not one o f those who fail to recognise 
the existence o f the problem o f surplus capacity. I f  so, does he 
not think that concerted action is essential ? As a practical man, 
does he see any likelihood o f such action in the near future, 
except via the only movement on foot— namely, the projected 
Cotton Yarn Association?

Certainly Lancashire’s best hope as a world market lies in the 
discovery in one direction or another, o f real economies— which 
selling at a loss is not. I initially approached the problem, as he 
does, from that point of view, and denounced short-time 
because, so far from being a real economy, it definitely increased 
the real cost. I have never abandoned that standpoint. But 
further inquiry convinced me that the first step towards 
increased real efficiency must be found in some organisation 
which could restore the solvency o f the spinners, could establish 
a proper statistical basis for their policy, and could stand up to
fL  a Kûffa** 
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not the end, o f salvation but it is a beginning, and the Cotton 
Yarn Association comes much nearer to supplying it than 
anything else in the least likely to be started. I f  Professor Daniels 
knows anything better and more likely to happen let him tell
us.

How difficult it is to do anything where something like 
unanimity is required between opposed temperaments ! There 
were always two elements of opposition— the pure stick-in- 
the-muds and those whom I have called the bankruptcy party, 
who think that they see some advantage to themselves in the ruin 
of their neighbours. But the more subtle obstructionists are now 
in the field— those who are reasonable enough to admit the force 
o f the arguments for doing something but oppose any actual plan 
on the ground that it is not the ideal solution and the 
pseudo-critics, o f whom a leader-writer in last Thursday’s 
Manchester Guardian Commercial offers a first-class example,

608



who adopt an all-embracing agnosticism and declare that the 
subject is so vast and our ignorance of it so profound that any 
action whatever is out of the question. Your leader in last 
Wednesday’s Manchester Guardian struck, if I may say so, the 
right note— namely, that there is nothing to be afraid of in the 
Cotton Yarn Association and that it is in the circumstances ‘ a 
risk worth taking’ .

Yours, &c.,
J.  M.  K E Y N E S

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

During the following month the Association was successfully launched. 
Keynes welcomed it in an unsigned note in The Nation.

From  The Nation and Athenaeum, 26 February 19 2 7

The Cotton Yarn Association, the objects o f which have been 
explained and supported by M r Keynes in these columns, was, 
after many doubts and difficulties, successfully launched in 
Manchester on 18 February. The Association had set itself to 
secure the adhesion of 19,000,000 spindles, which would 
represent 70 per cent o f the American yarns spun for sale. They 
have in fact obtained 20.602. coc soindles. which is about 76 ner"  ' --------------------------------------------------7 ~ y~? y _r ---------------7 -------------------------- — t r  '

cent o f the industry. This result is a great success for M r 
H. Dixon and M r Ryan, the Chairman and Secretary of the 
organising committee. The Association has a stiff task in front

1 f  n  «  / 4  «  4- t  n  <4 m i R t - f i v l  r v i  1 1  A  R  I r » i r r t  I ^ i t  i  r t  rt / 4  i  t ù +'C» 4 T t t f l  11
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be able to command. We hope that, so far as its minimum price 
policy is concerned, it will keep the official figure below what 
spinners can normally hope to obtain. It starts, however, in a 
decidedly favourable atmosphere. There is no doubt that the 
revival o f business in Manchester since the beginning o f the year 
has been in respect o f volume on a really substantial scale, 
though profit-margins have remained unsatisfactory, and scarcely 
began to recover until the last week or two. Some authorities 
estimate that the volume of output in the American section, both 
spinning and weaving, has increased from 60-65 Per cent of
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capacity at the end o f last year to 75-80 per cent at the present 
time. This should have a favourable influence over export 
statistics in due course.
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Life for the Association proved difficult, however, as a decline in demand 
set in during 1927. Keynes commented on the problem late in August.

From  Th e Nation and Athenaeum, 27  August iQ 2 j

T H E  P R O G R E S S  O F  T H E  C O T T O N  Y A R N  A S S O C I A T I O N

Seven months ago the Lancashire spinners o f American cotton 
came to the belated conclusion that joint action and even some 
surrender of the individual right to cut prices might be better 
than an indefinite continuance o f financial loss. It was not an 
undisputed conclusion— there were a good many people, 
especially amongst other sections o f the industry, who thought 
that a fair dose of bankruptcy would clear the air and be more 
in accordance with the traditions of Lancashire, and anyhow that 
an attempt on the part o f the spinners to stop losing money 
would be incompatible with the prosperity o f Lancashire as a 
whole. Nevertheless 75 per cent of the mills were persuaded to 
join the newly founded Cotton Yarn Association, binding 
themselves to conform to its rules and practices.

The Association has been managed with great energy and 
ability. The first step was to grade what is in fact a highly 
diversified industry into separate sections which could be 
treated in a uniform manner without serious inconsistency, and 
to organise proper statistics. The next step was to prescribe 
standard working hours per week for each section which should 
conform to the buying power o f the market in the light o f 
statistics, and to fix minimum prices for the several grades o f 
yarn which would aim at protecting the spinner from actual loss. 
The short-time rules differed from the arrangements in force 
prior to the existence o f the Yarn Association in that the
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statistical basis was securer, the hours to be worked were not 
uniform for the whole industry but were adapted to the state 
o f demand in each section, and the members o f the Association 
were bound, and not merely recommended, to observe them. 
The minimum price policy approached dangerous ground, and 
had been much criticised in advance. It was feared that the 
minimum would rise to the level of spinners’ hopes and desires 
rather than fall to a merely protective level. In fact the prices 
have been fixed reasonably, and, whilst they leave room for small 
differences of opinion, no one has pretended that they represent 
more than the barest living wage for a typical firm. Finally the 
system of transferable quotas has been instituted whereby the
mn/'pnh'otinn nf nrAfluptinn in thp li inHc nf thp ctrnno'pctW ltW llll UUUii V/l vyuu^liuu lit LllV XXMXXVXkX VSX li IV kJLl Vli^ViJl

producers is facilitated. At present this system is in its infancy.
rtl /\nn nmTrk«*/i1 *\nfV***n r t i rn  n n  n  n 1 **nn  i  r rtfû/1  V% 1  T

i  ^ i c v c i  t u ^ i c a a  a ç v t i t u  L i a i i a i c i s  i m  v t  u t t n  u n t a u )  n t g u u a t v u ,

which for a payment of yd. per spindle the right to work 
additional hours has been transferred from firms short of orders 
to other firms better placed for securing them. Nor has the 
Association been afraid to exercise authority over its members— a 
firm has recently been fined £300 f ° r selling below the prescribed 
minimum price— and it has been supported, on the whole, with 
much more loyalty than the critics o f the scheme anticipated.

Nevertheless, in spite of so much energy, loyalty, and 
apparent success, the Association is now at a crisis of its 
fortunes. A point has been reached at which the opportunities 
of the spinners outside the Association to obtain all its benefits 
without paying any part of the price are becoming intolerable. 
In nresent conditions a membershio o f 7? ner cent of theX * f 1

industry is doubtfully sufficient for effective operation.
The main reason for this is— I am sorry to say- -fhaf flip

pessimists, amongst whom I have been numbered, have so far 
proved right. That is to say, in spite o f some months of very 
cheap cotton (not so cheap now), and a record world production 
of goods spun from American cotton, the Lancashire spinners 
have never been within sight of being able to employ all their
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machinery. During a short spurt in the spring o f the year 
demand brought up average output to nearly 85 per cent o f 
capacity. Since then the falling away has been so serious that 
a figure o f 50 to 60 per cent is nearer the mark, and for some 
important descriptions o f yarn the figure is between 40 and 50 
per cent. Now so long as average production was round 80 per 
cent the existence o f 25 per cent o f the industry outside the 
Association was not verv serious. Assuming that this numbers------------------------------------------------ - —   j  --------------------------— ~

of non-members could, under cover o f the Association, work roo
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of the Association could still work 73 per cent. But i f  average 
production falls to 60 per cent, then i f  the non-members use 
these methods to work something like full-time, the members 
are left with only 46 per cent of their capacity employed. Thus 
the greater the amount o f necessary short-time, the larger the 
percentage of the industry which the Association needs to 
control.

These figures and the similar story told by the statistics of 
exports certainly indicate that all the different interests centred 
in Manchester ought to reconsider their methods and make a 
concerted effort to develop and recapture business. But to 
suppose that the right way to do this is to ruin the spinners by 
encoiiraerine- the forces of disorganisation to nroduce a situationC> c>  --------- --  " " - mt ------ --------
where everyone sells at a loss, is surely most misguided.
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I found myself in the minority when I was last in Manchester, 
but which is perhaps gaining ground— that a proportion o f idle 
machinery will continue for some time to be the rule except only 
in abnormal and temporary conditions of demand, at any rate 
this is the situation which does now exist and has existed for some 
years. Lancashire will do better, therefore, to organise herself 
to deal with the problem o f surplus capacity so long as it 
continues to exist, than to keep up a perennial illusion that all 
will be well to-morrow. With this object, the chief contribution 
to efficiency and economy of working which the spinners as a 
body are able to make can lie in no other direction than in
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facilitating a concentration of production. In other respects the 
recovery o f markets and the resuscitation o f Lancashire’s trade 
must necessarily depend on the energy and ability and public 
spirit o f the other factors in the industry.

Actual experience o f the Association’s methods and the 
progress of events since its formation have greatly strengthened 
opinion in its favour— so much so that the Midland Bank in their 
last Monthly Review have committed themselves to the view 
that ‘ the failure of the Yarn Association would be a disaster for 
the trade’ . I f  the Association commanded a membership of 
practically the whole trade, it could by a combination o f pre
scribed hours and transferable quotas move steadily towards 
the appropriate degree of concentration of production. Nothing 
seems more certain, therefore, than that it is in the interests of 
the spinners as a whole to strengthen the Association. But the 
trouble is that these considerations do not seem to weigh against 
the obvious advantages to the outside firm. For not only can they 
get for nothing the advantages for which a member seeking a 
transferable quota is ready to pay. But by just underbidding the 
Association’s minimum price, they can obtain for nothing all, 
and more than all, the advantages of the Association’s regulation
of output. Here is something being done in the general interest. 
I should like to offer a small prize for the best name to describe 
those who, in spite of the perilous position of a great industry
frt htL h/^L f t L ûtv»caI V ial/"\nrr etan 1 i-ka o rlxrn nt<i n*oc
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joining in the subscription. But the practical problem is how 
best to persuade, cajole, or compel them to come in.

First there is coercion by legislation. Where a trade association 
represents a large majority o f an industry, the Board of Trade 
should, in my opinion, have power at its discretion, on the 
application of the Association, to extend certain of its rules to 
the whole o f the industry, subject to an opportunity to consumers, 
to operatives, and to the minority of the industry to show 
reasons to the contrary. I f  such powers could be brought into 
existence, here would be a case for their application.

Second, there is coercion by public opinion. In a concentrated
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area such as Lancashire, something might be hoped from this.
T i m  1 liv V  «“% *•*-! 
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opinion, especially amongst shareholders. Meetings have been
1 1 1  • . I. _ 1 _ î - l . i  A I  J 1______ T » ______________________________ 1neia in me last ioruugiu m wiunam, jvuyiun, Diacupuui, 
Ashton-under-Lyne, and Rochdale, in each case with the Mayor 
o f the town in the chair. Nevertheless, public opinion, though 
strongly sympathetic, is still passive on the whole. The press and 
the banks from being lukewarm have become friendly, but they 
have not yet become active. So far— perhaps better things are 
in store— the Federation ofMaster Cotton Spinners’ Associations 
has not done what it might; and, so long as this is so, the apathy 
o f outside bodies can scarcely be condemned. It is to be hoped 
that the round-table conference between representatives o f the 
Federation and o f the Yarn Association, which is to meet 
shortly, will find that they can agree on drastic action in the 
common interest.

Third, there is coercion by retaliatory measures, taken by the 
Association or by others interested, particularly the banks. It is 
evident that the banks could do a good deal i f  they chose. The 
powers of the Association in this direction are seriously limited 
by its iack of financial resources. All such methods are, however, 
obviously undesirable in themselves. It would be much better, 
i f  only it were possible, to set in motion through Lancashire a 
sufficiently overwhelming wave o f feeling that the concerted 
action for which the Yarn Association stands is a necessary thing 
in the general interest, and that those who steal its fruits are 
wanting both in fairness and in public spirit.

In an attempt to increase the coverage of the Association by enlarging its 
membership, it held a meeting in Manchester Tow n Hall on 6 September. 

Keynes was the main speaker. His notes appear below.

M r Lord Mayor,
I feel myself here today in a very delicate and unenviable 

position. I am not a cotton man. I am not a professional orator.
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The problem before us for discussion is a very broad one, where 
there is no need o f the subtleties o f an economist. I have nothing 
novel or sensational to propound. I am just an individual bold 
enough or foolish enough to offer himself up for this sacrifice—  
and in that spirit I hope you will accept me!

M y presence here is a sequel to a previous visit to Manchester 
some eight months ago. A  good deal has happened since then. 
Important fresh experience has been gained— some of it en- 
couraeine. some o f it most deoressiner. The encouraerine— verv 
encouraging— event has been the emergence, out of the cloud 
of words in which we were then moving, o f a constructive 
organisation. Action has begun. And I take it that we are here
t A r l I V / T t *  T A r /1  \Atrr^r  f n  n t*A r» iA tA  f i i fn i* /»
i t / u a j   ̂ xTxi xjv/i u  i T i a j u i )  l u  ^/iv /u u / lv i u i u j .v  a v u v n
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and vigorous policy o f construction. Our task, therefore, is a task
Oi persuasion -to persuade and unite the public opinion and the
press of Lancashire on a course of action.

The first step to agreement is to discover just where we dis
agree. Let me, therefore, put the broad argument step by step. 
No-one disputes that Lancashire has lost something approaching 
one third o f her pre-war export trade in American cotton goods. 
This state of affairs has persisted for several years. During the 
past year— a period of abnormally cheap cotton during which 
the aggregate world production of American cotton goods has 
been on the largest scale ever experienced— Lancashire has spun 
not only much less American yarn than before the War, but 
actually less than in the preceding year which included the 
months o f the General Strike. Lancashire’s proportion of the 
world consumotion o f American cotton, which 20 vears ago was

a ; v w

around 30 per cent, fell from 16 per cent in 1925-26 to 13 per 
cent in 1926—27. It seems to me to be scarcely possible to 
exaggerate the seriousness of the situation, and— therefore— the 
need to support anyone who has a constructive policy to suggest.

Let me put in a few sentences the deplorable facts of the 
Lancashire trade in yarns and cloths made from American 
cotton :—
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ACTIVITIES 19 2 2 -19 2 9

Thousands of looms are standing idle
2.000. 000 spindles silent
20.000. 000 spindles working three days a week
40,000 mill workers unemployed and most of the rest on half 
wages
4.000. 000 spindles under moratorium schemes 
Shareholders not only with no dividends but having to pay 
heavy calls on their shares
Banks refusing further advances even to technically efficient 
concerns
Sheds and mills not being kept in good repair owing to heavy 
capital losses.
Now it follows from the figures just given that Lancashire’s 

mills are not fully employed. It would be an exaggeration to say 
that thev have been three-auarters emoloved on the average ofS  - i i wf I S

the last six months. But let us take this figure— 75 per cent 
production— for the sake of illustration. Furthermore no-one 
now expects— particularly since the rise in raw cotton prices—  
that anything is going to happen suddenly to increase the 
demand to capacity. No-one supposes that Lancashire’s produc
tion will exceed 75 per cent on the average of the rest of this 
year. Does anyone disagree with my argument up to this point?

In this case there seem to me to be two legitimate objectives 
before the spinners— in seeking which they deserve outside 
support— namely to prevent the surplus capacity from leading 
to a cut-throat competition which will cause further financial 
losses and widespread distress through Lancashire; and, 
secondly, to spread the necessary amount of short-time 
fairly— I emphasise fa irly— through the industry. Does anyone 
advocate cut-throat competition, pricing below the cost of 
production ? Whom can such methods benefit in the long run ?

This meeting is agreed, therefore, that organised curtailment 
is necessary. I f  so, should it be spread fairly? Or unfairly? 
Should everyone agree to take his share ? Or— relying on the fact 
that legal compulsion is at present impossible— should a
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minority o f individuals try to make money for themselves by 
taking advantage o f the loyalty of the majority? Now I can 
understand a few individuals holding this view,— though I 
confess I was surprised to find a leading article in last Thursday’s 
Manchester Guardian Commercial encouraging the ‘ indepen
dents’ to continue on their way so long as it pays them, and 
sneered at any appeal to the general interest. For if three-quarters 
of the trade curtail and i f  there is no legal compulsion on the 
minority to do so and no retaliatory methods are practicable, is 
it not obvious that it must pay the minority to stand out so iong 
as they can. But if they are encouraged to do this, must not the 
Yarn Association break down sooner or later? I f  we do not want 
this, should we not do everything possible to bring the 
independents in? Undoubtedly it pays the minority to stand out. 
That is the essence o f the difficulty. It seems to me that either 
the Yarn Association is a bad thing for the spinners as a whole, 
in which case the sooner it is closed down the better. Or, if  it 
is a good thing, then it is the duty o f the independents— and 
in the long run their interest— to come in.

As M r Kendrick points out in a powerful letter to 
today’s M,[anchester]G.[uardian]— one o f the best contributions 
yet to this controversy— the power of the Yarn Association to 
help the trade would be immensely increased if  it were a ioo 
per cent association. Spinners should be engaged in a 
competitive contest with the world not with one another. It is 
only common sense to have a policy. Only through the Associa
tion is this possible. It seems to me to be fearfully short-sighted 
to take advantage of the Association’s existence and not join it. 
The Association, therefore, deserves and requires the support 
of shareholders, banks, the strong sanctions o f the industry and 
o f public opinion in urging the independents to recognise that 
sturdy individualism can have a bad side as well as a good one, 
and that unity is sometimes strength. I believe that the 
Association, i f  it comprises practically the whole industry, might 
initiate a new epoch o f prosperity for spinners.
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But I should leave more than half of my task o f persuasion 
undone if  I were to stop here. I have not the slightest doubt 
what is the true explanation o f the latent opposition to the policy 
of the Yarn Association. It has been expressed very clearly in 
a statement recently issued by M r Bootham speaking on behalf 
o f the Amalgamation o f Operative Cotton Spinners. It is a 
feeling that the policy o f the Association is a defeatist policy—  
that, in M r Bootham’s words, ‘ they are not really working for 
a return to anything like the pre-war volume o f trade’ .

Well, personally I think it is unlikely that it is in Lancashire’s 
power to recover in the near future her pre-war volume of 
exports. But I am certain that it is a complete mistake to believe 
that it is not the policy o f the Yarn Association to retrieve the 
situation to the utmost degree possible. What the Association 
has been attempting with very great ability and energy in very 
difficult circumstances— is to do one thing at a time. It is quite 
useless to expect an industry, which has been trying desperately 
to save itself from bankruptcy and to get any business which 
can be done at a profit, to be laying well thought-out plans for 
future expansion. So far as the spinners are concerned, the first 
thing has been to get them on their legs and to build up an 
organisation capable in course o f time o f securing a concentration 
o f production.

The real defeatist policy in my opinion is that o f the 
opponents o f the Association— o f those who think that Lanca
shire can only hold her markets i f  the spinners produce at a 
loss. For if this were true, it is absolutely certain that sooner 
or later Lancashire will lose her markets. T o  build up trade on 
the losses o f a large section of the industry is to build on a 
quicksand. It would be a suicidal policy for the other sections 
of the trade to survive on the losses o f the spinners. I can 
imagine nothing more short-sighted. The prosperity and finan
cial strength of the spinners is the only possible foundation for 
the prosperity and financial strength o f Lancashire as a whole.

Nevertheless, public opinion, though it may express itself

A C T I V I T I E S  1922-1929
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wrongly, generally has its roots in common sense. It would, 
indeed, be fatal for Lancashire to acquiesce in defeatism. And 
whilst the Yarn Association, so far from being a defeatist move, 
is a first and essential step o f a constructive character, it is 
certainly not enough by itself—if only because it embraces only 
one section of the trade— and in this opinion I know that 
prominent members o f the Association agree with me. The 
Association has necessarily been chiefly engaged at the start in 
salvage. We need something more positive and more compre
hensive. Has not the time come for the cotton textile industry 
as a whole to take stock of what is really a very bad situation?

I suggest, M r Lord Mayor, that this meeting should not limit 
itself to the very necessary duty o f rallying opinion to the 
support o f the Yarn Association, but that it should invite the 
summons o f what one might term an unofficial Royal Com
mission on the state of the industry. Such a conference as I have 
in mind should include responsible representatives from every 
section of the industry including the operatives who might play 
a very valuable and important part, for you here in Lancashire 
have the unique advantage that the operatives know almost as 
much about the industry as the masters and have opinions well 
worth listening to. But it must not be too large in numbers. It 
should have an adequate staff and funds and be prepared to work 
very hard.

The Lancashire textile industry is so highly specialised, 
broken up into so many sections, so strongly monopolised in 
some parts and so disorganised in others, that, if no concerted 
action is taken, things may drift from bad to worse, just because 
it is not in the interest or in the power of any one individual 
or any one firm to do what is in the interest o f the whole. I 
venture to say that there is no-one even in Manchester who 
understands the cotton trade from top to bottom. Indeed there 
is so much secretiveness and suspicion that it is almost impossible 
for anyone to know all the facts. We need, therefore, a pooling 
of knowledge and, if  possible, to secure a whole series of agreed
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economies at every stage o f the handling o f the goods, which 
may be insignificant separately but add up to a figure which may 
make just the difference between being on a competitive basis

n ri L* At t r>a n u  u t u i g  d u u v c  i l .

The Cotton Conference— if  I may so style it— should have 
exceedingly wide terms o f reference.

(1) Its first task should be to ascertain the facts. It should 
set out to discover just what the costs are at every stage o f 
production and to compare these costs with corresponding costs 
abroad and with what they were here before the War. Then, at 
last, one might have some definite idea as to where and how costs 
can be cut, so as to put Lancashire on a competitive basis with 
the rest o f the world.

(2) It should consider whether a separate overhead organi
sation for each mill can be afforded in these days o f high salaries. 
M ay it not be that overhead expenses have become top-heavy

id tlidt T ■jnf'icliii'f' ic nnf t-aInner fiill idvdntilirp nf fhp pmnftmipc
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of management which her local concentration ought to facilitate ? 
Have the higher staffs and their salaries been cut as they should 
have been from the inflated basis on which they were put in 
1920? Is the industry carrying more directors, managers, 
salesmen and middlemen o f all kinds than are really necessary? 
I speak as an outsider to the industry— I do not know. But I 
can see that there may well be a body of vested interests strong 
enough to keep up the overheads to an unnecessary figure.

When an industry has reached a certain age and has ceased 
to progress, there will always be many individuals occupying key 
positions, some of them redundant, some o f them incompetent, 
some o f them just overpaid, who are likely to be discomforted 
by any change and therefore resist it. It is acquiescence in such 
a situation which before now has caused great industries to 
dwindle and decay.

(3) The comparative importance o f outside expenses such as 
freight and transport charges, tariffs on dyes and local rating 
should be carefully estimated with a view to collective agitation
tirL ût*ü -*4- »r
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(4) By no means least important, the financial organisation 
of the mills should be considered,— not merely the reconstruc
tion of individual mills in difficulties, but the question of 
reforming the general methods by which mills obtain their 
capital.

(5) Lastly there is the question whether Lancashire’s tradi
tional organisation for marketing and merchanting at each stage 
should not be overhauled and brought up to date. M ay it not 
be that the Manchester Exchange— the seething turmoil of 
which has been a matter of so much pride— is, in some respects, 
today a very wasteful and uneconomical way of transacting 
business ? Does the merchant system encourage the merchants 
to care about turnover as much as the interests of the rest of 
the industry require? M ay it not be something that the 
maximum profit plus safety to the merchant is found at a lower 
level of turnover than is required by the maximum profit of the 
industry as a whole? Is there room for some collective 
propaganda and display for Lancashire goods abroad ? Again I 
do not know. And I am not sure that anyone knows.

Are not these matters worth some hours of collective discus-
ciriti ? Tc tliprp flip 1 picf plimpp that tlipv r*an Kp talrpn nr»O l C / l l  • JLO L J U V l  V  l l i v  1 V U J I  V 1 1 U 1 1 W  L 1 1 U L  L 1 1 V J  V U 1 1  W  Cfc* A * V 'A  J.

successfully by any individual? It is at least possible that a 
Cotton Conference, which means business, which was courage
ous and intelligent, might initiate something useful. Possibly 
something permanent might grow out o f it— a central office of 
information, conciliation, discussion and organisation, represen
ting both masters and employees— a Cotton Parliament so to 
speak. Lancashire men are lions against the rest of the world, 
but— in my experience—  they are terribly afraid o f one another. 
But the times are evil— very evil indeed. Why should not the 
different interests— all the different interests— pluck up courage 
for once to speak to one another frankly, truthfully and 
constructively across a table?

The Manchester meeting did not succeed in its goal. Keynes reflected on 
the result in November.
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From  Th e Nation and Athenaeum, i g  Novem ber i g 2 j

T H E  R E T R E A T  O F  T H E  C O T T O N  Y A R N  A S S O C I A T I O N

A fortnight ago the Cotton Yarn Association relieved its 
members o f the obligation to observe a percentage of short-time 
and a scale o f minimum selling prices. Thus after six months’ 
attempt at regulation, the market in cotton yarn has been again 
abandoned to unfettered competition and unrestricted supply. 
In view o f previous articles which have appeared in The Nation, 
readers may be glad to have a short summary o f the events of 
the past year.

Exactly a year ago (November 13th, 1926) I wrote an article 
in The Nation attacking short-time in the cotton industry as 
practised by the Federation o f Master Cotton Spinners, 
arguing that this method was futile in face o f a more or less
lictr__lUiJt.ll L fncr cu m** r Inc nananifrv T cpüvp ficrnr^c fn chnw tïvif tfî#1 n rn cn rvf1UU VUL/UVllr i h v«l vw

of Lancashire’s recovering her pre-war trade was remote, and 
concluded: ‘ Lancashire’s first need is to face these figures. I f  
they are substantially correct, the termination o f the short-time 
policy is urgently called for, and the substitution for it o f a 
“ rationalisation”  process designed to cut down overhead costs 
by the amalgamation, grouping, or elimination o f mills.’ This 
article obtained an unexpected degree o f attention in Lancashire, 
arousing indignation, in some quarters on the ground that it was 
wrong to act on any other assumption than that Lancashire 
would recover her pre-war position, and in others on the ground 
that short-time was the only practicable remedy. It ended in my 
being invited to meet the Short-Time Committee o f the 
Federation.

At this meeting (November 22nd, 1926) I was challenged to 
suggest an alternative. I replied that, the existence o f surplus 
capacity being granted, I knew of no methods o f curtailing the 
scale of an industry except bankruptcy, cartels, or amalgama
tions, or variations of these three, and continued :— ‘ Bankruptcy
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would not take place without a grave struggle ; and losses on the 
part o f those made bankrupt would react on those not made 
bankrupt. . .  In a cartel the individual businesses maintain their 
separate identity. They are each allotted quotas by the cartel 
managers. These quotas are transferable. . .  The remaining type 
which has been appropriate in certain industries, are amalgam
ations, either complete amalgamations or, more probably, 
holding companies which buy a great number of mills in order 
to close down some o f them, strengthen their finances, and 
concentrate the business on those that remain.’

In the discussions which followed this meeting it emerged 
clearly that there were no individuals in Lancashire ready to take 
the initiative to form an amalgamation, but that there was in 
existence an active Committee with ideas analogous to that of 
the cartel. There was nothing else constructive in the field; and 
the plans and personnel o f this Committee seemed to represent, 
as they still do, the best hopes o f the future.

Out o f this Committee emerged the Cotton Yarn Association. 
There was a danger that the Association’s policy might be no 
more than the old short-time practices plus an attempt to fix 
prices unduly high, but there was reason to hope that the 
Association might develop along cartel lines leading eventually 
to a concentration o f output.

The first task was to persuade spinners owning 19,000,000 
spindles— which proportion o f the industry (in the neighbour
hood o f 70 per cent) was fixed on as representing the minimum 
effective membership— to join up. After three months’ hard 
work by the Committee this objective was just achieved, and on 
April 22nd, 1927, the members were alloted their quotas, which 
varied according to the class o f yarn spun. This was followed 
on M ay 13  th by a list o f minimum prices to be observed by the 
members, and later in the summer by an arrangement which 
made the allotted quotas o f output transferable between mem
bers. At the same time the statistical side o f the Association’s 
work was developed and perfected, so that for the first time full
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details o f output, stock, and unfilled orders were available to 
guide the management in fixing the allotment o f quotas. Thus a 
complete machinery was set up for the operation o f a cartel.
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goods had been maintained at even 70 per cent o f capacity, the 
Cotton Yarn Association would probably have been successful. 
Last winter most spinners were anticipating this level o f output. 
But my own more gloomy forecasts were nearer the truth. 
Demand sank to 50 or 60 per cent. In such conditions a cartel 
covering not more than 70 per cent o f the industry was not 
strong enough for effective operation. Outside firms could, by 
undercutting the Association’s minimum prices by a fraction 
o f a penny, secure far more than their due proportion o f the 
business going. Thus the efforts o f the Association to curtail 
output redounded, especially in certain sections, much more to 
the advantage o f non-members than to that of members.

Cl early this was an impossible situation. Either the Association 
must increase its membership or it must release its members 
from their restrictions. At a crowded meeting held in Manchester 
on September 6th, with the Lord Mayor in the chair, a new 
campaign was launched to bring in the minority. At the same
time it was proposed that all sections of the industry should 
support an ‘ unofficial Royal Commission’ to discover how 
Lancashire could reduce her costs and regain her markets.

This meeting was followed by prolonged negotiations in a 
Committee, convened under the auspices o f the Federation of 
Master Cotton Spinners, representing both the Yarn Association 
and spinners outside the Association. After endless hours of 
wrangling and substantial concessions by the Association from 
their own ideas of sound policy, a compromise was threshed out 
by which an agreed system of short-time and minimum prices 
should be observed both by members of the Association and by 
non-members. The Federation recommended this solution to 
the trade; the members o f the Yarn Association honoured the 
bargain reached by their representatives ; but the non-members
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repudiated the bargain reached by theirs. So the attempt at a 
concordat had proved entirely abortive.

In view o f this no course was open to the Yarn Association
PYcent tn rplcaep their m pm hprc fnr the tim e heincr at  leact V k. VJ A AÂAVAAll/VA V 1 Vi ki 4- V kiii A V V V lll ̂  M L *  VMtJ L

from all restrictions, and to return to unfettered competition
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in some ways preferable even to the success of the compromise, 
since the latter almost abandoned the cartel idea and was little 
better than a return to the futile short-time practices of 1926 
and earlier years.

The future is obscure. Bankruptcy is beginning, but whether 
this will clear the way or only make things worse, is hard to say. 
Perhaps the Yarn Association may revive its cartel functions 
later on with more hope of success. Perhaps its leading spirits 
will feel that the best chance now lies in some closer form of 
amalgamation and that a smaller number of mills coming 
together more intimately, e.g., with common financial arrange
ments, might be stronger than a larger number more loosely 
associated.

One thing at least has been accomplished in this year o f wordy
w arfare M o st nennle in L a n cash ire  nnw  recnenise the existence-------- . ---- - t “ ***—------- --- --------a----------------------
of a problem o f surplus capacity. What was assailed, when I
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indignation, is now commonplace. An important paper by M r 
Barnard Ellinger on ‘ Lancashire’s Declining Trade with 
China’, read before the Manchester Statistical Society on 
November 9th, confirms the extreme seriousness of the position 
and the necessity of new methods, but it does not suggest that 
the bankruptcy of the spinners is the highway to success. On 
the other hand, no one has yet propounded any fourth alternative 
to the three original alternatives o f bankruptcy, cartellisation, 
or combines.

I have paid several visits to Manchester in the past year in 
conditions where I have had exceptional opportunities of 
hearing opinions from all quarters; and I have always come away



with a feeling o f intense pessimism. I am not surprised at the 
breakdown o f the loyal efforts which have been made with so 
much ability and good temper by M r Lincoln Tattersall and his 
fellow directors o f the Yarn Association and M r John Ryan, their 
Secretary. There is something desperately discouraging—  
insensitive, stale, unadaptable— in the atmosphere o f Lancashire 
today towards any constructive effort— an atmosphere much 
more ominous in my opinion than the statistical facts o f the 
industry. It is hardly an exaggeration to say that the efforts of 
the Yarn Association have been watched even in more or less 
impartial quarters with a curious, half-malicious hostility which 
would scarcely be deserved even i f  the Association’s ideas were 
intellectually misguided.

The atmosphere is compounded o f several different elements 
which it is difficult to distinguish and describe. First o f all, o f 
course, there is the temper o f the minority spinners, sturdy, 
independent, greedy, short-sighted, as full as Guelphs and 
Ghibellines of local jealousies and passions and ruthlessness to 
neighbours across the way, born o f ancient feuds and ancestral 
struggles to survive. The Capulets o f Royton will not lie down 
with its Montagus. On the other hand, the leaders o f the 
operatives play a waiting game, and will not readily subscribe 
to any policy which aims at a regulated curtailment.

Next there are the innumerable other elements in the vast 
cotton industry, who have been accustomed too long to enjoy 
a mediocre prosperity at the expense o f the spinners’ losses, and 
whose immediate interest might be affected unfavourably by a 
strengthening o f the spinners’ position— who rather prefer, in 
fact, to see the spinners weak and tender to the touch. 
Manchester itself is, of course, a lily o f the field so far as spinning 
is concerned. Oldham, Rochdale, and Royton are apart from 
Manchester, and Manchester’s direct sympathies are not prim
arily with the spinners. The export houses and warehousemen, 
the strong and prosperous spinners and manufacturers o f fine 
cottons, the leaders o f the monopolistic finishing trades, the
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great engineering firms, all these have a certain contempt for the 
small men, the spinners of American cotton. Yet it is well to 
remember that these small men occupy a key position in what 
is still the greatest export industry o f the country.

Then there are the moralists who remember the unholy 
goings on of the boom period, reflect that Nemesis follows, and 
perhaps half-welcome her. Finally, there is a respectable body 
o f academic opinion which has been taught (and teaches) to 
distrust monopolies, combines, and the like, and wonders, 
perhaps with reason, whether the existing combines do not 
contain unwholesome elements which one would not wish to see 
one more section of the industry learning to imitate. Thus and 
with these ingredients, good and bad and indifferent, phlegm 
and spleen and frog’s brains, and rosemary for remembrance, 
is the witch’s cauldron filled. And it is all, to my mind, very 
depressing and very ominous too.

All through the year The Manchester Guardian has warmly 
supported those who have been trying to do something. For this 
reason the division o f Manchester opinion and the lack of any 
general will to action is all the better illustrated by the perverse
aftifnrJp n f  Tbt> M/mrhpctpr G uardian Gntnmprrtal A vf*ar acrnj  ~

when this controversy first began, they deprecated combines; 
they do not like short-time; they are opposed to cartels, and have 
sniped at the Yarn Association from the outset; yet, as a final 
completion o f the closed circle o f negatives, they objected, in 
an article last week (November ioth, 1927) which, in view of
previous articles, can only be described as impudent, to the Yarn 
Association’s retreat, and— after having done nothing to help 
the Association to win through— blame its reluctant abandon
ment of regulations which were penalising its own members 
against outsiders. At the same time the existence o f a surplus 
capacity problem is now unreservedly recognised. The sterile 
unhelpfulness o f the Manchester atmosphere could not be better 
shown.
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In a comment on Keynes’s article The Manchester G uardian Comm ercial 
suggested, under the title ‘ The Conversion of M r K eyn es’ , that he was 
showing signs o f accepting that newspaper’s point of view. Keynes replied.

To the Editor o f  The Manchester Guardian Commercial, 27  Novem ber iQ 2 j

Sir,
I am afraid that I cannot respond to the politeness o f your 

article last Thursday under the titie ‘ The Conversion o f M r 
Keynes ’ , for the article seems to me to be wanting in candour.

A  year ago I advocated amalgamations in the American cotton 
spinning industry. In reply you wrote (November 18 ,19 26) : ‘ At 
the risk o f being included among those who in M r Keynes’s eyes 
are too old or too obstinate to live in the modern age, we venture 
to doubt whether his suggestion of amalgamation is immediately 
applicable to the cotton trade as it exists today— or, at any rate, 
to the American section of the trade.’ You went on to give your 
reasons— namely, that amalgamation must be preceded by 
individual firms being brought to a state of maximum efficiency 
(obviously an impossible requirement when the object of 
amalgamation is to remedy inefficiency) ; whereas at present, you 
went on, this is not the case— ‘ not, as is generally thought, 
because of excessive loan and interest charges but rather because 
of high labour costs. It is for the trade itself to decide whether 
these are due to lower efficiency among those employed in the 
trade or— as is more likely— to old and inefficient plant and 
machinery’ . You reiterated the same standpoint in several 
successive articles—namely, that combination is no good as a 
remedy for inefficiency and overproduction, but is only appro
priate for individual firms already organised at maximum 
efficiency, which, we all agree, is not true o f the American cotton 
spinners today.

When a year later I recur tentatively to my original suggestion 
of amalgamations as an alternative to a cartel to meet the present 
troubles, you pretend to welcome ‘ the conversion o f M r 
Keynes’ to the ‘ lines which we ourselves advocated a year ago’ .
I say that this is wanting in candour.

A C T I V I T I E S  1922-1929
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Further, you opposed the attempt o f the Yarn Association to 
secure an agreed regulation o f prices and output, and you now 
oppose the cessation of the attempt. This also oversteps the due 
bounds o f controversial inconsistency.

We have a problem where all the possible alternatives are 
open to objection, and the task is to find the least objectionable. 
In such a case there is plenty o f room for honest difference of 
opinion and keen debate. But there are certain standards of 
controversy which one expects a reputable journal to maintain.

Yours, &c.,
J.  M,  K E Y N E S

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N

On 17  January 1928 the Royal Statistical Society discussed a paper by 
Professor G . W . Daniels and John Jewkes, entitled ‘ The Post-war Depres
sion in the Lancashire Cotton Industry’ . In the course of the discussion 
Keynes made some observations.

From  Th e Journal of the Royal Statistical Society, part i l , 1Q28

M r J . M . K eynes said that Professor Daniel’s paper raised so many points 
of interest that he would only select one or two of the more striking. His 
most remarkable conclusion, if  it could be substantiated, was to the effect 
that the margins in the American section were greater than before the War, 
and greater than in the Egyptian section, after allowing for changes in prices. 
On the face o f it, that ran counter to almost universal experience, and M r 
Keynes thought that Professor Daniels’s results ought to be modified a good 
deal, because he had corrected his price changes in margins by means of the 
Statist index number of wholesale prices. It was no good to correct by 
reference to the Statist wholesale index charges which excluded rates, 
commissions, etc., but were in the main wages and salaries of one kind or 
another. It was useless to correct changes in wages and salaries by means 
of the Statist wholesale index. The figures of any industry worked out on 
that basis would disclose very unexpected results. Even if the cost-of-living 
index number were used the facts could probably be understated, and the 
wholesale index number appeared to bear no proper relation to what was 
relevant. If, indeed, it were the case that the spinners were getting more than 
pre-war in the sense that they were getting larger contributions towards 
increased profit, they would not be in the condition in which they were in 

today.
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That miscalculation, if  it was one, was perhaps connected with the 
over-emphasis which Professor Daniels laid on the recapitalisation of the 
industry during the boom period. It was quite clear that some very imprudent 
things were done, and the industry had suffered from this boom in many 
indirect ways. Some o f the shrewdest people in the industry had left it. 
Instead of the industry being owned and controlled largely by people who 
knew and understood it, a large body o f outside shareholders and directors 

were substituted for them.

M r Keynes believed Professor Daniels would have kept nearer to the truth 
if  he had tried to break up the composite figure which a cotton spinner called

A C T I V I T I E S  1922-1929
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items had been subtracted, the balance left for interest and depreciation had 
gone up more than in proportion to the replacement cost of a new spindle. 
It was known that that was not the case. T o  get a rough idea of the order 
of magnitude, with a normal mill spinning a medium count, if the fixed 
capital stood at 20s. a spindle, id. per lb. would have to be set aside for 
interest and depreciation would be sd. I f  mills were succeeding in getting 
that 5d. which the boom period presumed, that would be a tremendous factor 
in the situation. In fact a mill would be lucky if  it got id., and very few mills 
got id. at the present time. Also, that id. only represented interest and 
depreciation on the pre-war replacement prices o f the spindle, whereas to 
cover today’s cost a surplus o f 2^d. might be needed.

AH that part o f the paper about the boom period, while very interesting 
in itself, seemed to M r Keynes to have next to no bearing on the main 
problem under discussion, and it would appear that there were some serious 
inconsistencies in Professor Daniels’s view as to how far the overcapitalisation 
was leading to high prices.

Sir Sydney Chapman had pointed out that on page 17 7  it was said that 
high capitalisation required high prices. On page 180 M r Daniels suggested 
that the trouble was that the mills were not in a position to cut prices as 
they should. On the other hand, the truth was very weii put forth on page 
17 1 , where it was pointed out that the actual capitalisation o f the mill did

m n f  a n  f k l ù r t n t  n  a n t i r t i  T1<T£i a i n r l  t l r n  r  « #«+*a 1 A i m  *■% +• <■» r r  a  r  Q  r  i f  i t r n  o  r \ n i  n  f a
iiUL 1 1 » till* 1V49L a n w i  v iu iiii i^ s  a n u  n oa  i u v i w a i u . v /i i  p a g v  i u i  i l vraa p u im t u

out that it was the overcapitalised mills that were the worst as regards 
nrice cuttiner. The rieht storv was aiven on naee m  and the wrone storvI--------  -------- C7 ------  C7 •/ U  JT t? f  -  ------  -----  ------ O ---- " - J

on pages 1 8 0 -8 1. M r Keynes was a little sorry that Professor Daniels had 
so much emphasised the financial problem because although it was a very 
real one, it had been an obstacle in the way o f the education o f opinion in 
Lancashire. Anyone who had lived in Lancashire during the boom period 
had been so much shocked at what was going on that he was now disposed 
to attribute a great part o f the present troubles o f the industry to those past
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historical events. But if the average o f the whole industry, even at the present 
time, were considered, it would be found that the spindles were not on an 
average valued at their replacement cost. I f  the whole of the ordinary capital 
were written off, the whole of the trouble would not be wiped out; it was 
necessary to probe further. M r Keynes agreed with almost every word that 
M r Ellinger had said. M r Ellinger had published a very important paper 
showing that spinners were not charging a high price for spinning on world 
standards, and there was no reason for supposing that they were the real

TU  a f a  i i r a « * a  f i t  m t l l c i  r t f  t i r k i r t l s  f U a  f aa i A i j i v i a i  i  i i v i v  w v i v  a t  x v a a i  m i v v  i i u u u t v u  u u u s  u i  m u u i  t u v  A g g i t g a L t

capital was less than that of Messrs Coats. It was evident that under modern 
conditions an industry organised in an out-of-date manner would not----------------------------- _ -- — -  ̂ " C  ■ • _ ■ ' ■ — ■ ' _ -------------- ------------

produce the best results, but the sort of economies that could be got by 
reorganising the spinning side by itself could not possibly make enough 
difference for Lancashire to recapture markets. Something more drastic had 
to take place, and the difficulty was that it was nobody’s business to take 
the steps, and no one was in a position to do so. Anything that could be 
any good would upset vested interest in many directions.

There was probably no hall in Manchester large enough to hold all the 
directors o f cotton companies; they ran into thousands. One of the first things 
should be to dismiss the vast majority of these people, but the persons to 
whom this proposal would have to be made would be precisely those 
directors. It might be o f benefit to the shareholders, who were otherwise in 
a hopeless position. I f  any section o f the industry were taken it would be 
found that a large proportion of those concerned believed that their interests 
were bound up with the continuance o f the present state of affairs, and 
therefore there was a real risk of nothing being done and the industry going 
downhill. That was why it was important to try and discover the really weak 
spots and do something, where it was possible to be practical at all. The cotton 
industry was not one in which it could be hoped that the ideal course would 
be taken at present.

So far as the spinners were concerned, M r Keynes thought that they had 
to tackle the problem of over-capacity, and they would also have to form 
a combine within themselves to make the necessary economies. Outside that 
there was the problem o f the cotton industry as a whole, and how to regain 
trade. Attention was concentrated on the spinners because they formed the 
weakest unit, and therefore the losses of the industry as a whole had fallen 
on them disproportionately. M r Keynes would like that weak unit to be made 
stronger, and if it were made stronger there might be some chances o f the 
other units, no longer able to live on the losses of the spinners, waking up 
themselves.

I N D U S T R I A L  R E O R G A N I S A T I O N :  C O T T O N
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After 1928 Keynes continued to take a friendly interest in the cotton 
industry. When in January 1929 the Bank o f England formed the Lancashire 
Cotton Corporation, with much o f the management coming from the Cotton 
Yarn Association, Keynes welcomed the move.

A C T I V I T I E S  1922-1929

From  Th e Nation and Athenaeum, 2 February iç 2 ç

T H E  L A N C A S H I R E  C O T T O N  C O R P O R A T I O N

One is disposed to murmur with Galileo— It moves all the same. 
And quickly too, if  we view the situation in perspective. The 
movement to reorganise the Lancashire industry o f American 
cotton spinning which took shape two years ago in the formation 
o f the Cotton Yarn Association, has borne fruit today in the 
registration, under the auspices o f the Bank o f England, o f a vast 
combine which will absorb at the start approaching one third
nf the whnle inductrv— anH nerhans mnrh more hefnre lono1—--  T   — V.V.W j  ----r  ~ ------------ - ----------“ t?
and will have at its command the best brains in the business and 
adequate financial resources to rationalise, economise, and 
experiment. As one who has been in close enough touch with 
this movement to know something o f the difficulties and 
obstacles which have been overcome, I think it should be 
recognised how much Lancashire and the country owe to M r 
Lincoln Tattersall and M r John Ryan, whose wisdom and 
skilled diplomacy and indomitable patience and good temper 
have steered their ambitious project to success. They now 
have— in conjunction with Sir Kenneth Stewart and their other 
colleagues— quite a different task to accomplish, namely, to 
achieve a business success as great as the diplomatic success 
already to their credit.

The financial structure o f the new concern is very interesting. 
Most of the mills to be taken over are so heavily indebted to 
their banks as not to be in a position to resist any reasonable 
proposal supported by the latter. This has been the engine to 
secure the assent of boards to a scheme, which, however
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advantageous to creditors and shareholders, involves all the 
directors (several hundreds o f them), in deprivation of office. At 
the same time the scheme is tender to shareholders and 
unsecured creditors, all o f whom will get something and retain 
some tangible interest in the prosperity of the new combine, 
although most o f them would on a forced liquidation get much 
less than nothing. The arrangements are also such as to allow

i i l l  r  „ i _time to snarenoiaers ror me aiscnarge oi tneir iiaDinties in 
respect o f share capital not yet called up, and to give them a 
valuable asset in exchange for such calls when they are made.

The most ticklish question, however, related to the treatment, 
not o f the weaker creditors, but o f the stronger. Would the 
banks, in particular, who hold in many cases a first mortgage 
on the physical assets of the mills, saddle the new concern with 
an obligation to pay heavy debenture interest from the start, 
whether it was earned or not ? Or would they allow it a breathing 
space and seek their security in its future business success rather 
than in its present physical assets ? This has not been satisfactorily 
settled without a struggle. But in the end the banks and other 
prior creditors are to be satisfied with 5 ! per cent convertible
inpnmp HpKpnhirp ct-nrt nn whirll intprpet will Kp ivivalllp fin 1 \r............ "'-WAikUl V U Vil TT 111 Vil 4ÜI.V1 VLTk II 111 W  «  V1V JU 1 W 1 1 1 V

if it is earned, so that the combine will be freed from all fixed 
interest charges in respect o f the indebtedness of the companies 
absorbed. This was a matter of great importance, since it is 
exceedingly likely that the combine will not succeed in earning
the interest on these income debentures until it has had time 
to reorganise its constituent members and to try out its new 
ideas. Thus there was a danger that it might be compelled in 
its early years to pay away liquid resources in debenture interest 
which it had not earned. But under the scheme adopted, the 
combine will have no fixed liabilities whatever, except in respect 
o f the new money which it will raise. And here also it has a 
favoured position at the outset. Pending the issue of first 
debentures, the new money required (perhaps about 
£2,000,000) is being put up by the Bank o f England on easy
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terms, the exact details o f which have not yet been published, 
subject only to the directorate o f the Corporation obtaining the 
Bank’s approval. This incursion o f the Bank o f England—

1 rt f  a t-fs û rt ir 1m 1 f nrlt /\1 aU ail a/l 11 r m  fUû an/Iaumtwiiai irttt m uit ua^ uut wnui îiV/ai ivwij m luw viiu_ 4 n f  a“til LU
the field o f rationalisation is in itself a matter o f much interest 
and, in my opinion, o f congratulation. There are other matters 
on which the post-war policy o f the Bank o f England has been 
gravely at fault. But in two spheres the present Governor has 
deserved unqualified praise— for his powerful and unselfish 
support of the European reconstruction schemes sponsored by 
the Financial Committee o f the League o f Nations, and for the 
friendly relations which he has established with the Federal 
Reserve System in the United States. His present action had 
added a third, where, failing decisive intervention by the Bank 
of England, the separatist interests o f the Big Five might have 
caused disastrous delays or spoilt the details o f the plan.

Anntlipr h/Vlieli mipchnn uric wliptlipr fT»/* varinnc intprpctcL 111W11V1 u v a i ik j i i Ï UVlJ UV1I T ? UtJ T » IIVUIVI r t*4- * V M Lf IlikVl VIJL17

concerned would allow a really drastic writing down o f the 
spindleage to be taken over. Here, again, after a struggle, sound 
business principles have prevailed. The mills taken over are to 
be valued according to their age and condition, but by reference 
to a basis which will leave the combine with its plant standing 
in the aggregate well below present replacement cost and at a 
much lower figure than the plant o f its competitors in any part 
of the world. Indeed, the total loan and share capital o f the whole 
thing will be extraordinarily small compared with its national 
importance— probably of the order o f some £10,000,000 or less 
than a tenth o f the present market capitalisation o f the single 
firm o f Courtaulds.

Thus it is fair to say that the purely financial side o f the 
problem of the American cotton spinners in Lancashire has now 
been solved. They can devote themselves with unembarrassed 
minds to their technical and marketing problems.

It has been clear from the outset that a combine on these
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principles was the right line o f evolution. M y first rash incursion 
into the affairs o f Lancashire in November, 1926, was to 
advocate this. Failing a combine, but as a possible first step 
towards it, it seemed that some kind of cartel might prevent the 
industry from bleeding to death by continued selling below cost 
price. The Cotton Yarn Association’s unsuccessful attempt at 
a cartel paved the way for the present more drastic scheme— a 
scheme which always lay, I think, from the beginning at the back 
of the minds of those responsible for the Yarn Association. For 
the cartel could scarcely be more than a means of avoiding losses, 
and nothing less than a combine could effect economies in 
production.

T o  this technical problem the best part o f the industry can 
now devote itself, freed from financial embarrassments. How 
much can it hope to achieve? No one can say beforehand. In 
technical experience, in size, and in financial strength the new 
combine will start at a considerable advantage over its competitors 
in every country. There is reason to hope that it may be able 
to effect economies, over what the separate mills could 
accomplish, ranging from a fraction of a penny a pound in the
marspr mi infs un tn several nenre in the finer T he emnnmies—  -------- r — —  —      —  — ---------- ------ ----

will come from several sources, and most of them are likely to 
be small taken separately. To dispense with five hundred 
directors and reduce the host of independent managers, salesmen,
____ ] ___________ ; ______*n 1___________ ________1_________: _____rr ,L ~  u . . n ,  u . „ . : _________iuiu scvrciarics win uc suiiicuung tu ucgin wiut. 11 1c  uuik uuymg
on the one hand o f cotton and other stores, together with 
financial resources to take advantage o f the right moments to 
buy, and the bulk selling of yarn and disposal of waste on the 
other, with some elimination o f agents and brokerages, may be 
worth a good deal. For example, a concern which buys 500,000 
tons of coal a year is in a very different position to avoid 
intermediate charges from one which buys 5,000 tons. But it may 
turn out that the larger advantages will come from certain other 
directions which can only be explored gradually. The
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specialisation of individual mills on spinning a uniform product 
is one example. A further integration with other branches o f the 
cotton industry— the combine proposes from the start to absorb 
a considerable number o f looms— may be the beginning o f a 
movement which will transform the whole structure o f Lanca
shire’s traditional organisation. But we must give it time and 
not expect results too quickly.

The Lancashire Cotton Corporation is a signai example o f a 
piece o f work where the hope o f quick large profits for 
individuals has played a minimum part and the interest o f 
carrying through a durable, constructive effort has been 
uppermost.

A C T I V I T I E S  1922-1929

Keynes’s article required one reply to a letter signed ‘ C ritic’ which 
appeared in The Manchester Evening Chronicle for 19 February.1

To the Editor o f  The Manchester Evening Chronicle, i g  February ig 2 g

Sir,
M y attention has been called to a letter published in your issue 

of February n  accusing: me o f having ‘ made a great howler’ 
in my recent article in The Nation on the Lancashire Cotton 
Corporation, on the ground that I said that the new combine 
might be able to effect economies ‘ ranging from a penny or two
5  n r m n H  i n  l T w = >  / ' A i r c p r  r n i i n t c  ’
4* p u u iiu  ill U1V VUHi a v i  VV7U11 LU ■

I f  your correspondent will kindly read the actual text of my
i l l  L i n e  111 'T'h~ __1 ne i\uiwn . . . u : ____ _____________j —  u „ i ____ . . . . . .  ~ __: n  c _ j, w h i c h  a p p e a l  e u  un 1 c u i u a i y  11c  w in  i m u

that the correct version as printed is as follows ‘ ranging from 
a fraction of a penny a pound in the coarser counts.’

J.  M.  K E Y N E S

Keynes’s final contribution to the discussions was that of a professional 
economist.

1 The mistake had been in The Evening Chronicle's report of Keynes’s article.
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To the E d itor o f  The Manchester Guardian, 25 A p ril 1 Q 2 9

Sir,
Since it seems probable that the Cotton Yarn Association will 

be wound up at an early date, it becomes a matter o f considerable 
importance that some means should be found o f continuing the 
Association’s statistical work. Doubtless the formation o f the 
Lancashire Cotton Corporation, with the result that a solution 
is being sought through the method of the combine rather than 
bv looser methods of association, means that the major nurnoses

«■ * / i l

for which the Cotton Yarn Association was originally formed 
are now superseded. But this is not the case so far as relates to 
their statistical work. This must have been of very real value 
to the industry. Cannot some means be found to carry on this 
necessary work, either by maintaining an ad hoc body solely for 
this purpose, or by transferring the present machinery to some 
existing body? Would it be practicable for the Statistical Bureau 
of the Chamber o f Commerce to take on the work?

Yours, &c.,
J .  M . K E Y N E S
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Chapter 8

I N D U S T R Y ,  EC O N O M Y, C U R R E N C Y
AND T R A D E

Keynes began 1927 with a series of speeches. On 4 January he spoke on the 
cotton industry in Manchester (above, pp. 601-6). Th e next day he addressed
fU  A T A n  /I A n  T « W 1 ft n  f4 « yï ft ̂ /t/t A nAAAt A H  A*t A f it  A NT A ft  Att «■% 1 T « It /ttfftl 1 a a 1̂. 
Liiv j-fiFiiuuii i j i u u  at V jd u u iu a it i  naauvidLivpxi a l  l u v  ^ tu iu iid i  i ^ i u l i a i  v_-.uau.

Th e full text of his remarks survives.1

x t n t? n a t  r o t f  * vt t*vLlULKALiaiVl AINU r \  t r t  t  ' r jt« r\ xrl i M / U ^ l R  I

I am sure that the recent malaise in the Liberal Party has been 
due to something much more important than personalities, and 
rightly considered, much more encouraging. It is due to the fact 
that the subject matter of Liberalism is changing. The 
destruction o f private monopoly, the fight against landlordism 
and protection, the development o f personal and religious 
liberty, the evolution o f democratic government at home and 
throughout the Empire— on all those issues the battle has been 
largely won.

Today and in the years to come the battle is going to be 
fought on new issues. The problems of today are different, and, 
in the main, these new problems are industrial or, i f  you like, 
economic. Now, this change, which will be a disturbing thing 
for all the historic parties, is partly a result o f the victory of 
democracy, and of the new self-consciousness and the new 
organisation of the wage-earning classes. But it is not entirely 
psychological in its origins. It is due also, as I believe, to the 
arrival o f a new industrial revolution, a new economic transition 
which we have to meet with new expedients and new solutions.

J It was published later in the year in a collection of papers entitled Liberal Points of View;
edited by H. L . Nathan and H. Heathcote Williams.
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The main political problem of today is the safe guidance of 
the country through this transition and towards the establishment 
o f an economically efficient and economically just society in the 
changed conditions. There is a dual aim before the statesman— a 
society which is just and a society which is efficient; and more 
and more in terms o f our old solutions we are feeling ourselves 
confronted with a dilemma, a seeming contradiction very often 
between the policy which appears to be just and the policy which 
seems to be in the interests of efficiency.

On these issues between the Tories and Labour there is a 
sharp cleavage on both points. They disagree as to what is just; 
they disagree as to what is efficient; and so they can engage with 
conviction and enthusiasm on the business o f cutting one 
another’s throats.

But Liberals are in a more difficult position. They are inclined 
to sympathise with Labour about what is just, but to suspect 
that in the ignorant blind striving after justice Labour may 
destroy what is at least as important and is a necessary condition 
o f any social progress at all— namely, efficiency.

It is useless to suppose that we can pursue ideal justice 
regardless o f ways and means in the economic world. No one 
can look at the evolution o f society and not admit to himself that 
some measure o f social injustice has often been the necessary 
condition o f social progress. I f  society had always been strictly
1 1 1  T m yv 4- yi 4- 1 1 nil «*/\ 4* it i n  4" m n â 1 1 a tm /\ m 1 r at « mj u s t ,  j. a m  i iu L  at a n  s u i t  m a t  w c  m i g i i L  n u i  s l u i  u c  h u j u k c v ô  u i

a forest.
The task o f the statesman is to see to it that the best possible 

compromise is achieved between our ultimate aims and our 
practical means o f reaching them. The great danger of today, 
as I see it, is lest the immense destructive force o f organised 
Labour should, in its blindness and ignorance, destroy the 
opportunity for the contrivings of science and constructive 
industry before these have had time to guide the transition along 
sound lines. The Labour Party is organising an immense force 
to ends which may be right, but by dubious paths which may
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lead not to construction but to a destructive loss o f the 
opportunities which would otherwise exist.

It is the task o f Liberals, as I conceive it, to guide the
f + U  a  rt nr ar fni* r /a/»i n 1 iupfi/izs n l y \ n / r  n K / i n n a l r
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will not be inconsistent with social efficiency; and a party which 
pursues that task with sincerity and devotion will exercise an 
influence over the future o f this country altogether dispropor
tionate to its numerical strength or to its Parliamentary position.

The very extreme Conservatives, led by Sir Ernest Benn and 
his friends— with whom, I am afraid, some so-called Liberal 
leaders may partly sympathise— Sir Ernest Benn and his friends 
would like to undo all the hardly-won little which we have in 
the way o f conscious and deliberate control o f economic forces 
for the public good, and replace it by a return to chaos. I cannot 
believe that that can be the policy o f the Liberal Party if its 
aspirations are as I have described them.

"Til a mnt*A m nrlpr«ifp P nncpruoHtrPC n n AAf RoU min
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to temper the same logic with mercy and expediency; but the 
result is that they have no plan, which leaves them at the mercy 
of the noisy anti-trade union, anti-communist, an ti-e very thing 
man who has always been the muscle and brawn o f their Party.

The Labour Party has got tied up with all sorts o f encum
bering and old-fashioned luggage. They respond to anti
communist rubbish with anti-capitalist rubbish. I do not believe 
that class war or nationalisation is attractive or stimulating in 
the least degree to modern minds. I was talking to a prominent 
Labour politician not long ago somewhat on these lines, and I 
ventured to say that perhaps the old gag about the Conservatives 
being the stupid party ought now to be applied to Labour. ‘ N o,’ 
he said, ‘ not the stupid party— the silly party.’

The consequence o f all this is that, whether in or out o f office, 
the business o f orderly evolution seems likely to remain in 
Liberal hands. I f  we cannot carry out our policies ourselves, we 
can at least develop them and hope with some confidence that 
others will steal them.
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What are the great changes o f which I have been speaking, 
which have made this alteration o f programme so essential? 
They are partly psychological and they are partly material. The
i n r l n e f r i d l  n / a f f p - M m i n t r  f l a c c M  a r p  n n w  ac a A  (A  a w d  r p c n  I t  n fU I M U l J L i .  1W1 fT Wh VlUUÜVkJ M1 V "  a »U U  Vi v i v r v u  j. v u u i v  v/ a

the franchise reforms of the last two generations, on the road
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the forefront o f practical politics the industrial problems which
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which has attained political power in this country has made its 
own problems the dominant problems of the age.

It is not only that. It is also that the optimistic Zeitgeist of 
the nineteenth century has given way to a pessimistic Zeitgeist. 
The spirit o f the age is not optimistic as it used to be. We are 
disappointed with the results o f our existing methods of carrying 
on. We used to think that private ambition and compound 
interest would between them carry us to paradise. Our material 
conditions seemed to be steadily on the up-grade. Now we are 
fully content i f  we can prevent them from deteriorating; which 
means that the working classes no longer have sufficient hopes 
in the general trend o f things to divert their attention from other 
grievances. We no longer have sufficient confidence in the future 
to be satisfied with the present.

R i i f  i f  tc n n n K r  n c iT p k n ln rrm n l  a n r r a c  iirlnipU n r o  r o o n n n c i  1 , 1 » .  
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there are also great changes in the world of things associated with 
these changes in the world o f feelings and of desires. The old 
picture, the old schematism as to the actual nature o f the 
economic world we live in is hopelessly out o f date ; the picture 
of numerous small capitalists, each staking his fortune on his 
judgement, and the most judicious surviving, bears increasingly 
little relation to the facts. I have been spending some time lately 
in conference with the spinning industry o f Lancashire. They 
are living industrially in the old world; and they are suffering 
intolerable pains from their failure to adapt themselves to the 
conditions o f the new economic world. Businesses are increas
ingly owned by the public, who know nothing about the details



of the true financial position o f the concern, and they are run 
in their daily management by salaried persons who, perhaps, are 
risking little or nothing o f their own fortunes. There has been 
a series o f three articles in The Economist in recent weeks, 
analysing the distribution o f the share-holding o f the great 
combines amongst shareholders. It is a remarkable result that 
it is innumerable small holdings, averaging £300 to £400 each, 
which make up the great combines o f today— concerns which 
one thinks o f as representing the wealth o f financial magnates 
rather than of small investors. But these small investors who own 
these businesses have no power whatever of controlling them 
and no knowledge whatever of their real position. How remote 
that is from the old picture o f owners staking their fortunes on 
their judgement, and the most judicious surviving.

Moreover, the day o f the small unit is over, partly for 
technical reasons, even more for marketing reasons. T o  get the 
market is half the task o f the modern businessman, and modern 
methods o f capturing markets are hopelessly inapplicable on the 
small scale of the old competitive industry. In fact, under 
modern conditions the wastes and expenses o f cut-throat 
competition and the beggar-my-neighbour business, which we 
used to applaud so whole-heartedly, are so devastating that every 
go-ahead and prosperous industry spends half its time trying to 
get rid of them ; and those industries which still persist in small 
units and free competition— like coal and cotton, to take two 
prominent examples— are rapidly going bankrupt and will con
tinue to go bankrupt until they alter their ways.

But there is another important feature in this transitional age. 
Methods which were well adapted to continually expanding 
business are ill adapted to stationary or declining industries. You 
can increase the scale of industries by small additions arranged 
by individuals. I f  there comes a need to shift from one industry 
to another, to curtail particular industries by small decrements, 
just as they have been expanded by small increments, no 
corresponding method is available to isolated, unorganised,

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

6 4 2



I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND TRA DE

individual effort. Combination in the business world, just as 
much as in the labour world, is the order o f the day; it would 
be useless as well as foolish to try to combat it. Our task is to 
take advantage o f it, to regulate it, to turn it into the right 
channels.

I was told today by a friend who lately visited an asylum that 
he had commented to the authorities on the small number of
warders that seemed with safety able to take charge of such a 
large number of dangerous lunatics. ‘ How is it,’ he said, ‘ that 
it is safe for you to run this concern with such a small staff?’ 
‘ Oh,’ came the answer, ‘ lunatics never combine’ . I wish I had 
heard that story soon enough to repeat it in Manchester 
yesterday.

What is the remedy for the serious evils which we are 
suffering consequent upon our failure so far to adapt ourselves 
to the economic transition in which we are living? Certainly not 
backward to chaos. Certainly onwards towards order, towards 
society taking intelligent control of its own affairs. But equally 
it is not to class war, it is not to spoliation, it is not to the highly 
centralised system o f state socialism. We need the maximum 
degree o f decentralisation which is compatible with large units 
and regulated competition.

I could give you a long list of the sort o f directions in the 
economic and industrial sphere where we have got to be

E/\ 1.r A rt 11 ri Cx m  é" U a  /\1 /Irtirn
jjitpaitu. i v j  a  imv wiiivu in me uiu uap mAA Uf UU1U ildVt uwil

thought unorthodox. First of all, and this is perhaps the least 
controversial, it must be the avowed and deliberate business of 
the Government to make itself responsible for the wholesale 
collection and dissemination o f industrial knowledge. The first 
condition o f successful control and of useful interference of 
whatever kind from above is that it must be done with 
knowledge— which it has never been hitherto. An immense 
amount o f economic and industrial knowledge is to be had for 
the gathering by a body with the authority and with the 
resources of Government. O f all modern industrial countries we
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are now the most backward in that respect. The industries 
themselves do not know what they should know about their own 
affairs. Each individual spends his time concealing from his
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to know, just as it would be useful for him to know the 
corresponding facts about them. ït is pure waste and inefficiency 
to try to do without the pooling of knowledge. There is no 
country in the world in which the secretiveness o f businessmen 
and their unwillingness to pool their knowledge is a greater 
factor o f inefficiency than it is in this country. The Government, 
in my opinion, should make it a deliberate act o f policy to break 
down that secretiveness, that failure to secure the collection of 
knowledge which is important and relevant to industrial society 
as a whole.

But it must not only collect and distribute facts which will be 
useful to the business world itself. The Government o f the
f n t n r p  r\i 1 nr Vi t t n  r r l  i f  o c n n p  n f  flip» n n m p  ta c lfC  n f  e f ü t p c m o n -
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ship to be prepared beforehand with facts and policies for 
industrial mishaps and maladjustments before they occur, to see 
them coming along and to be provided with some sort o f manner 
o f handling them before it is too late. Just as it has been formerly 
supposed to be the business of the Government to have foresight 
where diplomacy and war are concerned, and not to wait until 
the last moment before taking any steps, so in the industrial 
world it ought to be the business of the Government to be 
forewarned and forearmed against every industrial misfortune 
which might befall the country.

We have two signal examples lately, the treatment o f currency 
policy and of the coal question, in which the Government was 
taken by surprise and had to begin too late to collect the 
knowledge which, if they had had it earlier, might have 
materially altered their initial policy.

I have said that this is the least controversial o f the directions 
in which progress seems to me to be now required. M y next 
point follows on what I was saying a few minutes ago about the
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new distribution o f the ownership of big business. Governments 
must consider it their business to take some responsibility for 
seeing that the vast body o f private investors are able to 
invest their savings with a reasonable degree of knowledge and 
security and in the directions most conducive to national 
prosperity. They might also find some way of restoring a greater 
association o f financial interest with activity in the industry and 
responsibility for its daily management. This is peculiarly a case 
in which we are living between two worlds. In fact, big business 
is coming to be owned by the man in the street, but we run our 
affairs on the assumption that the owner is the man who is 
directing it, who is consciously and knowingly taking the risks, 
and so forth. I f  that is carried much further it is bound to end 
in all sorts of disasters and misfortunes, and, in my opinion, it 
is time that, in such matters as the reform of company law, 
publicity of accounts, and so forth, the Government shall feel 
a responsibility to adjust things to the new state of affairs which 
has arisen.

It must also be prepared to experiment with all kinds of new 
sorts o f partnership between the state and private enterprise. 
The solution lies neither with nationalisation nor with un
regulated private competition; it lies in a great variety o f ex
periments, o f attempts to get the best of both worlds.

In England there have been made already without due
recognition a good many experiments in that direction. ____ _

v v c  w a i n

to carry forward that natural evolution more deliberately, 
knowing what we are doing, and doing it on purpose. The 
Government must recognise the trend of soundly run business 
towards trusts and combines. It must be prepared to recognise 
their existence as beneficent institutions in right conditions; 
and it must adopt an attitude towards them at the same time 
of encouragement and regulation. In some quarters there is 
supposed to have been a traditional Liberal Party attitude 
towards trusts, to harry them out of existence i f  possible— their 
existence was to be made difficult. I believe that policy (if it ever
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was the policy o f the Liberal Party) is a wrong policy in modern 
conditions. It should be not discouragement, but encouragement 
for them to live and exist in right conditions conducive to the 
general welfare. So far from their being any natural incompa
tibility between the two, I believe that these great concerns run 
by salaried persons with a sufficient degree o f decentralisation 
may, i f  they are handled by politicians and statesmen in the right 
manner, become a pattern and model o f the way in which the 
world o f the future will get the best both o f large units and of 
the advantages that might be expected from nationalisation, 
whilst maintaining the advantages o f private enterprise and 
decentralised control.

I must not linger for any length of time on any one o f the 
several points which I lay before you, because I am attempting 
an outline, not a complete exposition, o f far too big a subject. 
It is not only in the direction of the regulation o f capital that 
the state must be prepared for new functions. It must be 
prepared to regard the regulation o f the wages o f great industrial 
groups as being not merely of private concern, and it must quite 
deliberately in its wages and hours policy treat the gradual 
betterment o f the economic welfare o f the workers as the first 
charge on the national wealth, and not leave it to the accident 
of private organisations and of private bargaining. But in this 
age of transition it is not only wages and hours which are going 
to determine the health and prosperity of the labouring classes. 
The problem of the education and the mobility of labour is going 
to be at least as important. The haphazard methods o f the past 
by which different groups of industry have been recruited is, 
perhaps, one of the major causes of the present scale of 
unemployment. It is not so much that there is no work to be 
done, but that men drop into occupations with no knowledge, 
by mere accident of circumstance and parentage and locality, 
often finding themselves in the wrong market, trained for 
something for which there is no demand, or not trained at all. 
There is no remedy for that by unregulated private action. It
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must be the concern o f the state to know and have a policy as 
to where labour is required, what sort o f training is wanted; and 
then when there are maladjustments, as there are in the coal 
industry, to work out plans for the transfer o f labour from 
localities and trades where there is no demand to other localities 
and other trades which are expanding and not declining. That 
is one example of the general policy which Government has to 
be prepared for— namely, the deliberate regulation from the 
centre in all kinds o f spheres of action where the individual is 
absolutely powerless left to himself. Leave individuals to go on 
doing what they are doing more or less satisfactorily, even 
though individual action is not perfect— where it exists and is 
functioning, leave it alone— but do from the centre those things 
which, if  they are not done from the centre, will not be done 
at all. I have given several examples o f that, and as the 
machinery gets built up and the policy is developed, not a year 
will pass without an important addition to the spheres where 
it may be usefully employed without any detriment to the 
advantages o f our existing form of society.

The conditions for me and for many others of sustaining any 
live interest in narfv nolifics are. first of all. that mv nartv should~ - - - - - -  -------------- r ” ‘  l --------------------------------1 --------- ----------------- 7 * -------------~ ~ J  X T —  -------------------

see the broad outlines o f this new industrial problem, that it 
should be prepared to adopt an active policy towards it, and be 
ready to evolve new methods and a new attitude on the part of
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with Labour whenever Labour is inclined to help with our active 
policy— a by no means impossible contingency unless we are 
going to have a Tory Government for ever.

It is a vast programme that I have briefly outlined— one of 
great practical and technical difficulty, but it is what really 
matters in the political world today. It is the task lying to the 
hand of the new Liberalism. An attempt is now being made to 
work out some first outlines o f such a policy by the Liberal 
Industrial Committee, initiated by the Liberal Summer School 
and encouraged and supported by M r Lloyd George. It is far
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too soon to foreshadow an unwritten report; but perhaps I have 
indicated some of the lines, not exactly on which we are going 
to report, but along which some of us are tackling the problem, 
the type of action which is passing through our minds and is 
receiving an impartial consideration.

Perhaps I ought to stop there, but I should like in all sincerity 
to add another word. Many o f those who, without disrespect, 
I may call the old Liberals, are blind to this new problem, are 
suspicious of and hostile to any policy directed towards solving 
it, and they are not ready to co-operate with Labour on any likely 
terms. I f  that is true (I may be doing individuals an injustice) 
it means that on the economic issue they are Conservatives. This 
is compatible with remaining good Liberals on the old issues—  
free traders, supporters o f self-government in democracy, 
moderation in armaments, the liberty o f the subject, and so 
on— all the great good old causes— it means that they remain 
good Liberals in respect o f the things which mattered most 
twenty-five years ago, but that they are Conservatives in respect 
of the new problems which are now in the centre o f the picture.

A party cannot live by its past, however distinguished. I f  this 
wing had captured the Party it would have died o f inanition 
within five years, for it would not have differed on anything 
which was o f first political importance at the moment from the 
more moderate Conservatives. Apart from free trade, M r 
Baldwin is probably as good a Liberal as many of them. He is 
a Conservative because, like them, he has not a vestige o f a pian 
or an idea for the new problems o f today.

In my judgement, there is no sufficient purpose for a Liberal 
Party, no reason why it should continue to exist, except to 
contribute, firstly, to international peace in all its aspects, and, 
secondly, to the gradual evolution o f a reformed economic 
society which shall be acceptable, just, and efficient in the 
changed conditions o f the age. The test o f a man’s Liberalism 
today must not be his attitude towards the questions which were 
important a generation ago, but to those which are most 
important to the generation coming.
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Keynes returned to industry on two more occasions in the ensuing weeks. 
On 1 8 January, he took the chair for a discussion on ‘ State Control of 
Industry’ at a meeting of the British Institute of Philosophical Studies. On 
16 February he took part in a broadcast discussion on ‘ University Men in 
Business’ , the script of which survives.
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U N I V E R S I T Y  M E N  I N  B U S I N E S S

S I R  E R N E S T  b e n n : w e are going to nave a conversation or 
discussion— I  am not at all clear how it ought to be described— on 
the question o f  '' University Men in Business'. We are to have the 
advantage o f hearing M r Maynard Keynes and M r Ernest Walls, 
and it is my function to stand, or sit, between these two experts and, 
as chairman, keep them in order.

M r Walls as the Managing Director o f Lever Bros. Ltd. will 
speak with very exceptional authority on the subject from the point 
o f  view o f the business man. No one can tell us better than he can 
what it is that business looks to secure from the universities. On the 
other hand, we are fortunate in being able to hear M r J .  M. Keynes 
on the other side o f the question ; and he will be able to tell us how 
the universities look at the matter, and what it is that the 
universities can give to the business life o f  the nation.

There are all sorts o f great big questions involved in this 
discussion. First, the difference between education and instruction. 
Is a university education the basis upon which a business career can 
be subsequently built and to which business knowledge can be added, 
or is it suggested that the universities can actually teach a man how 
to do business? But there are bigger and more immediate questions. 
There is the vital matter o f industrial peace, a matter which is 
exercising the minds o f  every serious citizen today. Surely no one 
will deny that industrial peace would be easier o f  achievement i f  
both branches o f  the industrial army possessed a higher degree o f  
education?

I  notice in a recent discussion on this same question a reference 
to the class instinct o f  the undergraduate. Class instinct is surely 
a bad thing, and I  hope that M r Keynes will be able to show us
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that the universities are able to break down, and not in fact to build 
upy anything in the nature o f  class instinct. As a business man 
without a university education, I  have always suspected a certain

• yi L L  y 11 y/ a A'll f 2iy h t  a  s> h » s J >snuvvtrj uçu/f/cu' uy me uruva jute* H/tmn uriucj mun uj irtçtf
products into professions— the civil service, the arts and other
sidelines tn human endeavour. Surely the main line o f  human 
endeavour must always be the production o f  the material require
ments o f the human race, and that is business.

As I  hope M r Keynes may be able to tell us that the universities 
are looking more and more to business as a profession and as a career, 
so I  hope M r Walls will be able to assure us that business men are 
looking more and more to the universities to supply the recruits for  
the business o f the future.

M y job, however, is not to carry on this discussion— merely to 
introduce. M y instructions from M r Sieve king were to introduce 
fo r five minutes. Having to the best o f my ability complied with that 
command, I  am now going to ask you to listen to M r Walls. 
m r  w a l l s : In your kind introduction, S ir  Ernest, you said that 
my function would be to state as fa r  as I  can what appeared to be 
the requirements o f business— what business calls fo r  from the

T 1 ‘ 1 J  * f ï i  1 + £* *  / **universities. 1 jear it is a itttie utjjicuU, apart jrorn tne immensity
o f the subject, because /  am myself prejudiced, as I  am bound to 
say at the outset, in favour o f the university man in business, as 
my own career has been that I  entered business immediately I  came 
down from the university and have remained in the same business 
ever since. As fa r  as I  am personally concerned, any success I  have 
had in business I  put down entirely to my university training. 
c h a i r m a n : Entirely?
w a l l s : Yes, I  think so. I  think I  would say entirely. Where I  
think the universities can help us in business especially is in the 
direction making the career o f business more o f a profession than 
it is today. You said just now that the universities are turning out 
men fo r certain professions such as the church, the civil service, the 
law and so on. Apparently today it is expected that an undergraduate 
at the end o f his career will leap straight from the university into
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business and settle down immediately into it. No one expects the 
same thing o f a lawyer or any other professional man ; and I  think 
that this gap between the professional life o f business and the
d w a i w f t i  t c  /v /n «ifirtP  1  c t l %/> /t v /> ft  t  a c t  / I t  /Tts’u  / / i ;  t i t  / i t  m /> I t / i 'iw i  t  n  f'/t r  o
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and— to be perfectly frank— the universities do not, as it seems to
___/ cn .
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M y point about the professional character o f business, I  think, 
is well reinforced by the experience o f the present time when more 
and more important positions in business are being occupied by 
professional men— lawyers, fo r instance, are becoming more and 
more business men— and this I  take to be on account o f their 
professional training. The present day business world is largely made 
up o f limited liability companies in which the directors are in effect 
trustees for shareholders. Then again business is being done on a very 
much larger scale than has ever been the case and, in addition, we 
have in every direction amalgamations and combines which are not 
only national, but are tending to become international, so that 
the men who will be required to direct and organise these modern 
types o f business must be professional in the sense that they have 
been definitely trained fo r the position they will occupy and have
h/i/t thp nAi'i/ivitnap n f  thp hiahpvt pAurntinn mhirh mp rnn trnip thpnt
t v w w  t f /•'U' i /y v r r b  rpr^frv<fi>  \ s  w  w i p  w u  v  i s  t  *  M ' l H ' H f  v  v  w i r  ^  r v v  i / * v \ p * * v *

In a word, what modern business calls for is a professionally trained
t  £•/* MA P! I» Ï» M l /TM PT M  p i  •f Zl Pi PI11 / l  P f *  P\ M  1 I' ■ OfM ’t ’ I t  Pi /I 1 A/t \ PtAP t**  -f 4 P> t* / l  p i  PI I t  II MrMi/uàt'ficùà mutt unu m o ijutdiivrt , \ju-n w t  wntun pr w tw c ntrn

in the same way that they have successfully supplied the older 
professions?
c h a i r m a n : What do you say to that, M r Keynes? 
m r  m a y n a r d  K e y n e s : The men whom the universities have 
supplied to the business world in the past, have belonged to two 
quite distinct types. There are, first of all the sons o f wealthy 
business parents who are sent to a public school and a university 
with the idea from the outset that they will at the end o f it all, 
find a safe berth in the family business or in some other concern 
where the family has influence. This will work out according 
to programme, unless the young man shows himself quite 
unusually incompetent. He has no great incentive to stretch his



energies in any direction which is not naturally agreeable to him. 
The degree he takes will not be too much scrutinised. For him, 
the university is a pleasant and delightful interlude without
miir*U ponAiie Konrinrr Uio A it i im  rAArm u ^ i i  swi lu u o  u v a i  m g  u n  m a  l u i u i w  t a i  t v i  •

The other type consists o f undergraduates with no family or 
other influence in the business world, who are faced with the 
necessity o f earning a living immediately after the conclusion 
o f their university career, and have nothing "but themselves to 
depend upon. These young men are naturally, as a rule, pretty 
serious workers. They measure themselves against their con
temporaries; and those who know them through their three 
university years can probably form a shrewd judgement at the 
end o f that time, both about their brains and about their 
temperamental suitability for one walk o f life or another.

Now, in the past, the majority o f university men in business 
have belonged as a rule to the first type. I hold no brief for these.
T I m n p  f l i p  l iT m r p r c i t v  r ln p c  t h p m  nr» h d r m  • T (■h i n t  it  t n a v  r ln  c n m p
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of them quite a lot o f good. But it is not for what they have 
learned at their university that they have been selected for a 
business career, and I don’t think that it’s the universities who 
should be blamed, if parental affection had encouraged them to 
lead too easy a life when they were young and has put them in 
too safe a job when they were grown-up. Indeed, my own 
opinion is that hereditary influence in higher business appoint
ments is one of the greatest dangers to efficiency in British 
business. So many of our industries are now reaching a difficult 
age. They are becoming second and third generation businesses. 
They are getting into the hands o f men who didn’t create them 
and who couldn’t possibly have created them.

I fancy, however, that the other type, those who have been 
deliberately chosen on the ground o f their university record, is 
going to become increasingly important. There has always been 
a certain number o f this type entering business, but it is a 
comparatively new thing for them to do so in large numbers. 
In the case of the University o f Cambridge (about which I know
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most), it dates from the development o f the University 
Appointments Board, which is an organisation the whole 
purpose of which is to keep in touch with the requirements of 
the business world and to make sure that no one is recommended 
from Cambridge who isn’t well suited to the job offered, not only 
by his intellectual attainments but by character and tempera
ment. A man’s university career ought to be a testing time, 
universities can reasonably claim to be judged by the success 
of those who are selected because they have passed successfully 
through this testing time, and not by those who have passed 
straight on through family influence, quite irrespective o f what 
they may have done at the university or what their university 
thinks of them.
C H A I R M A N :  Have you in mind any examples o f  men mho have 
been selected on the sole ground o f their university success? 
k e y n e s : Well, Sir Ernest, there is one very big concern— the 
Shell Oil Group, which has now been taking men from 
Cambridge regularly through the Appointments Board for some 
twenty years, so that they have now had time to estimate the
success o f this method from pretty long experience. Sir Robert 
W M  £*xr n  t r p ^ t A f  n f  tV ie> Q h p l l  C r m i n  ( « r V in  h v  t h  p w a v
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is a good specimen himself of the university man in business)
«  * *  4 - n  U l n  ^  f  r v  < - U  r t  T T  n n f
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told them that the thing which stood out and impressed itself 
on him more than anything else was the remarkable staff by 
which the Company was served. ‘ Many of them,’ he said, 
‘ joined us originally straight from the university, and they 
constitute today a highly trained and intelligent body o f men 
who are serving our interests with devotion and ability. There 
is more active competition in the oil business today than at any 
time within my memory. But we are holding our own, and I 
think we owe this, as much as to any other single factor, to a 
unique staff.’ The Secretary of one o f the Argentine Railways, 
who has been taking Cambridge men lately, reports that the only 
difficulty the Company has is that other people are so anxious
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to snap their men up. I know another great company trading 
in India and the East which is now almost exclusively staffed 
by men of good academic attainments, mostly from a single 
Cambridge College, judging by results certainly one o f the most 
prosperous concerns in the country.
c h a i r m a n : Well, M r Walls, what have you to say to that? 
w a l l s : Those are very useful examples, M r Keynes. What I  
would be interested to know is what kind o f vocational training, i f  
any, followed the university course in these cases.

It seems to me that there is probably required fo r  business 
something in the nature o f such vocational training (either im
mediately following the university career or overlapping with it), in 
the same way that the lawyer has a specialised legal education, fo r  
example ; and this is a point on which I  am sure M r Keynes you 
can give us some very useful suggestions, fo r  I  fee l strongly that it 
is here that the real gap exists. O f course, fo r highly specialised 
work— engineering, chemistry and so on— vocational training o f  
university type exists, and I  imagine it is realised by everybody that
f  \ U AJ I >■ Ijm m  mm s% m* m 4- m n  S» t* /t/M ̂  M 1  m 1 -4- T  /ï /M>« 4- lm A M ImAM/m f r  MA /IÆ0 /t
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o f the commercial side o f business rather than any specialised part 
ana, indeed, more o f what we might call commerce than what would 
be classed as production.

Then, there is the international side o f  business and the utter lack 
o f foreign languages amongst our business people. We have gone on 

fo r several generations in our insular pride without finding it 
necessary to learn any other language than our own. This is hardly 
likely to continue to be possible, all the more so i f  one o f  the features 
o f the immediate future is the internationalisation o f  business, which 
will certainly bring great demands in the direction o f  language. 
k e y n e s : M y own view, M r Walls, is that it is a mistake for 
the universities to attempt vocational training. Their business 
is to develop a man’s intelligence and character in such a way 
that he can pick up relatively quickly the special details o f that 
business he turns to subsequently. I am sure that the special 
training you speak of is something that can only be taught by
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business men to business men. I agree with you about languages; 
and there, I think, the universities are open to criticism and, 
perhaps, the schools even more. Every young man ought to have 
mastered either French or German (preferably both) by 
spending some of his vacations abroad, by the time he leaves 
the university.
c h a i r m a n : In that case it will be vacational and not vocational 
training? Where, then, would you draw the line? Does chemistry 
come within the category o f vocational training? What about 
engineering, electrical engineering? Where do you stop? 
k e y n e s : I doubt if  any of these things come into the scheme 
that M r Walls mentioned. The engineering laboratory at 
Cambridge, which trains a great number of men for business, 
is a totally different thing from an actual engineering works. The 
chemistry we teach is a necessary foundation for the commercial 
chemist, but, fortunately for its educational value, it is in itself 
something totally different from the work o f the average, 
commercial chemist.
w a l l s : I  think the greatest complaint which I  have come across 
myself amongst business men when they are talking about this
sin  /i ■% a i st&t A + liz> n  / fa  fro A f'/t 11 n f* 1 mmavpi /■n » miiïm
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to make good in business, /  think the greatest objection I  have come 
across is that the university man when he comes down and enters 
into business, is apt to take a theoretical view about the various 
questions and problems that come before him—  
k e y n e s : What do you mean by ‘ theoretical’ ? 
w a l l s : What do I  mean by ‘ theoretical7? I  think the business 
man calls theoretical any effort to deal with a problem in a general 
way rather than bringing it down to what he would call ‘ Brass 
tacks\
k e y n e s : M ay not a training when they are young to look at 
the world rather more broadly, help them to take a more 
profound view o f things when they have added business 
experience to their education?
w a l l s : The difficulty is this. A  young man o f 23, say, entering
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a business without any knowledge o f  that business, is immediately 
pitted against other young men o f the same age who have had a 
good many years in the business and know all manner o f  practical 
details connected with the business—facts and figures and so on, o f  
which he is obviously completely ignorant. It is one o f  the difficulties, 
I  think. A  university man will get the essential facts and figures 
in a very short time, but in the early stages he is likely to be subject 
to criticism. Possibly the answer is in an intermediate period o f  
vocational training fo r  business following the university— I  agree 
with you, M r Keynes, that it is not the university's function to give 
this training and that it must be linked up with actual business. But 
there is, I  think, undoubtedly amongst business men a feeling that 
the university man is rather apt to look on the practical questions 
with too airy a view, his head rather in the skies. That may possibly 
be a  s e lf-O r n te r t iv e  d e v ic e  o f  th e  b u sin ess  m a n .~ j  1: - -------  "  ------ --- ---- ------------

One last point is this. I  fee l strongly myself that we want 
university men in business, properly trained and ready fo r  business, 
because business itself is in such desperate need. When we have over 
a million unemployed as a regular feature o f our national life it 
cannot be said that the business men o f  the country, whatever their 
difficulties, have really succeeded in paying a national dividend. 
And many o f our existing business methods need considerable 
reinforcement at the present time i f  we are to compete successfully 
with America, for example. There seems a need o f new points o f  
view, and it is to the young men who have had the advantage o f  
the finest education and training that we know how to give them 
that we ought to be looking fo r the reconstruction o f  British business. 
k e y n e s : What we do want in this country is some general 
scheme of training worked out by the big businesses themselves.
I believe that large engineering concerns, like Daimlers and 
Metropolitan-Vickers, already have an elaborate and well 
thought-out scheme for training their university apprentices. I 
rather think that Sir Hugo Hurst o f the General Electric 
Company was the first man in this country to set up a regular 
training scheme in the business for producing commercial
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material from the universities. I believe that is the right line, 
rather than to try to drive university teachers to attempt 
something for which they have no real qualifications. 
c h a i r m a n : I  remember one o f the first Mayors o f the London 
Boroughs who on election said that he hoped to discharge the duties 
o f the h’office without partiality on the one ’and or h’impartiality 
on the h’ other. That was twenty-five years ago, but it’s a statement 
o f the principles o f good chairmanship which I  have never failed  
to remember. As Chairman, I  can agree with both o f these 
distinguished debaters, or I  can discharge my duties equally 
satisfactorily by differing from both o f them. And in a way I  do 
differ, at all events on some points from what has been said by M r  
Keynes and M r Walls.

It seems to me that we ought to have started by defining business. 
We have talked about industry: we have talked technicalities. But 
we don’t seem to have on the table, as it were, a very clearly defined 
notion as to what business is. The world at the moment is fu ll o f  
producers who know how to produce, who want to produce their own 
products, and who don’t seem to me at least, to pay much attention 
to what the consumer wants. I  would define business as bringing the

MM /l A  M t  J» /I MM /K M  A  /* f1 M M 4A4 SIAM ■#■/» iY St /  i t  /> A*
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in the whole o f the work o f providing us with the necessities o f life.
But that by the way. I  want fo r the moment to do a little 

quarrelling with each o f my friends.
Don’t you think, M r Keynes, that you are a little bit hard on 

what may be described as the hereditary business, though it is, o f 
course, true that there are cases where pampered sons are jobbed 
into father’s business, and this goes on.
k e y n e s : I am not referring to the extreme cases. They drop  

out soon enough.

c h a i r m a n : But have you made enough allowance for the fact 
that some businesses at least are really more than one life’s work? 
For instance, in my business o f publishing and journalism, it is now 
commonly supposed that you must have enough printers’ ink in the 
blood to succeed in it. /  fee l that there is a great deal in that. One
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life is often too short a time to know all there is to know about the 
intricacies and complexities o f many o f our trades. Only a few  weeks 
ago, I  heard a Scotchman make a twenty minutes' speech on the 
herring, from the boyhood o f his grandfather to the evening o f  his 
own life devoted to the study o f the herring, and at the end he 
calculated that he was just beginning to understand something about 
that useful and modest commodity. You can name concerns where

r __ : k . ____ 1 .  __me jurnuy iruumun ts me vusis uj me irusmess.
Now, turning to M r Walls, /  am going to quarrel even more 

definitely with him.
He said his success was entirely due to his university training— a 

most serious statement fo r one o f  our princes o f  commerce to make: 
I  ventured to interrupt him and make him repeat the word 
‘ entirely'. I  know nothing o f his business except as an observer and 
admirer. He is associated in my mind with two great big things— good 
soap and good advertising— and I  should like to hear from him what 
the University o f Oxford did in giving him a training in 
either.
k e y n e s : I am surprised that you do not consider Oxford a 
good training for advertising,
w i !  t «  • Atttmpritttr Mmtr ttnint S ir  F rn p tt vnp npp/i in n il  inAiistrwIT it ĴI y j * J -» *»■ V » * • j  V wi • I H»  ̂ »*• \f K'bVW w ► *■ n* fc» V •

efficient production o f goods and efficient marketing o f  goods. That 
I  think is what you mean by ‘ good soap and good advertising'. Now 
as regards production with which the technical side o f business is 
mainly concerned /  think it would be universally agreed that we 
require in our managements the highest scientific skill attainable—  
the highest standards o f scientific education and training. 
c h a i r m a n : But this is that point I  made as to defining the nature 
o f business. I  should say that your technical man really belongs to 
a higher grade o f labour. He is concerned with production ; he may 
be concerned with the industry, but not with business. 
w a l l s : I  agree, I  agree. And I  endeavoured in my remarks to 
differentiate between production and business or i f  you like the 
commercial side o f business: the two things are distinct.

Then, o f course, you come to the advertising side, ifyo u  regard 
that as commerce—
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c h a i r m a n : I  regard that as the essence o f the commercial side 
o f business.
w a l l s : Well then i f  we are to take advertising and selling as the 
essence o f business and in an age where production is always 
overtaking demand they are certainly o f  prime importance, is it not 
in this field  especially that you want a clear mind, a man with his 
brains trained to think, to generalise and analyse situations, perhaps 
more than in any other branch o f business? What business men are 
apt to think is that the marketing o f  goods is a spectacular corner 
o f business; that i f  you are a born showman, i f  I  may use that term, 
you will be able to sell anything. M y own view about the selling 
problem o f business is that, first o f all, it is an analytical question 
and that the whole subject can be made, and in many directions is 
being made, a very scientific job indeed; but i f  it is, then you want 
men who have had a considerable training in the art o f  analysis and 
o f clear thinking. Apart from that you want something else, which 
is the biggest need we have in business. You want the creative 
ability. Everybody is born with a creative instinct, and that instinct 
can be developed in many ways, but the finest way o f developing it 
so as to bring the best results is by suitable education. This need 
o f creative ability I  would count our greatest need in business today ; 
and while, o f  course, there will always be geniuses arising who 
possess that ability inborn to an extraordinary degree, it is perfectly 
certain that in some measure it is an inborn faculty and can be to 
a considerable extent trained and developed successfully, and to a 
much greater extent than at present. Creative ability and 
imagination— these are the great needs o f the business o f the 

future:— Can we look to the universities to supply them in the 
business men o f  the future?
c h a i r m a n : Well, M r Keynes, it seems to me that I  shall have 
to appeal to you from the Chair, even i f  you do come from 
Cambridge, to put in a word for advertising and salesmanship. M r 
Walls’ modesty seems to need correcting. Surely, i f  you look to 
America, where business and industry have succeeded in a way 
unknown in any other country and at any other time, advertising 
has developed to an extent which we don’t begin to understand here.
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k e y n e s : Well, Sir Ernest, advertising has become a highly 
intellectual business. That is a reason why the universities may 
be useful in regard to it. But I think M r Walls put his finger 
on the practical difficulty when he dwelt on the problem 
confronting the university man immediately on his leaving the 
university and arriving at his business appointment. Obviously 
he will be extremely ‘ green’ at first. He will naturally be an 
object of some amusement. 
c h a i r m a n : Yes I  agree.
k e y n e s : H alf the trouble would disappear i f  business men 
would pay him, in spite of that, a reasonable salary from the 
beginning (having regard to the expense o f his education), and 
find some way of training him for the higher work o f the 
business. For example, if  the managing director can give such 
a man a post as his private secretary and let him see from the 
inside all his own problems and all the matters that arise in 
running a big business. Experience of a year or two o f that kind 
will probably do more to make him fit to take his place than years 
in other departments.
w a l l s : I  mould rather see him starting with all his training, at 
the bottom o f the ladder. G f  course he is going to mount it much 

faster than the untrained man ever could do. 
k e y n e s : In the case of small business, a university career is 
of more doubtful advantage. I f  a man is to run the whole thing 
himself, he must begin when he is young and when he is still 
content with very small earnings. .  . [A page o f typescript is 
missing at this point]. . .think the discussion has only served to 
indicate the outlines o f  this great question and to shorn how much 
there is in it. There can be no doubt that in these days business men 
are more in need o f learning than any other class, because their 
responsibilities are, perhaps, greater than those o f  most people. 
Equally, I  think, the universities have something to learn about 
business, and to me it is really good to know that the great centres 
o f learning are thinking more and more about their responsibilities
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to  th e  b u s in e ss  w o r ld  a n d  th e  d e v e lo p m e n t  on b e tte r  lin e s  o f  th is  m ost 

im p o r t a n t  o f  a l l  s o c ia l  s e r v ic e s .

I f  a s  a  r e s u lt  o f  t o -n ig h t ’ s t a lk  n o th in g  m o re  h a p p e n s  th a n  th a t  

a  m ill io n  lis te n e rs  w i l l  h e n c e fo rth  co n n ect th e  tw o  id e a s  o f  e d u c a tio n  

a n d  b u s in e ss , th e  t r o u b le , su ch  a s  it  is , in v o lv e d  w i l l  h a v e  b een  a m p ly  

w o rth  w h ile . A  m illio n  seed s  f u l l  o f  p ro m is e  o f  g o o d  w i l l  h a v e  been  

s o w n , a n d  w e  m a y  lo o k  f o r  e v e n  b e tte r  th in g s  f r o m  b o th  e d u c a tio n  

a n d  b u sin ess  in  c o m in g  g e n e ra t io n s .

M a y  /, a s  C h a ir m a n , in  co n c lu s io n , on b e h a l f  o f  e v e r y o n e  o f  

th e  l is te n e r s , e x p re s s  o u r  d e e p  sense o f  o b lig a t io n  b o th  to 

Mr 7. M. Kevnes and Mr Ernest Walls far all that, thev have- - - -----------̂ ------------ -------------- - -------------------------------------- ------------- j  -  ---------- ---------------- ------------------------------------- -

t o ld  us f r o m  t h e ir  re s p e c t iv e  a n d  e q u a lly  a u t h o r it a t iv e  p o in ts  o f  

v ie w .
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Keynes did not neglect his traditional interests, however; he made his 
annual speech to the meeting of the National Mutual ( J M K ,  vol. xii) and 
continued his regular survey of the speeches of the chairmen of the clearing 
banks with an article in The N ation  on 12  February under the title ‘ M r 
M cKenna on Monetary Policy’ (j f M K , vol. ix, pp. 200-6).

In his article of 12 February, amongst other things, Keynes discussed the 
movement o f sheltered and unsheltered prices since m id-1924. This section 
of the article drew a critical comment from D. T . Jack of the University of 
St Andrews, who argued that the same movement had occurred in the United 
States and suggested that this should affect Keynes’s argument. Keynes 
replied in the next issue.

To the Editor o f  The Nation and Athenaeum, i g  February i g 2 j

S H E L T E R E D  A N D  U N S H E L T E R E D  P R I C E  L E V E L S

Sir,
In your last issue, Mr D. T. Jack endeavours to work out 

some figures for the U.S. to compare sheltered and unsheltered 
price levels corresponding to those which I published for the 
U.K. in your issue of February 12th. He thinks that his figures 
show that the relative movements have been much the same in



the two countries, and asks whether this conclusion would affect 
my argument.

There is first of all the question of statistical fact. I depended 
on a fairly wide range of known figures, some of which appeared 
explicitly in my table, and others of which corroborated these. 
Those which appeared explicitly included wages and cost of 
living. Those which corroborated the general conclusion sug
gested by these figures, namely, that the sheltered value of 
sterling had remained practically unchanged during the last 
thirty months, included ‘ rent, rates, cost of social insurance, 
railway charges, and the various items on either side of the 
national budget which are practically fixed in terms of money’. 
For the U.S. Mr Jack cites only the cost-of-living figures. For 
these he has no data later than June, 1926. Over the twenty-four 
months for which he has figures, it appears that, whilst, as one 
would expect, their movements both up and down have been 
smaller and slower than those of wholesale prices, their relative 
position has been practically unchanged, namely (to repeat his

TTûrt**1 xt a
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to unsheltered in U.S.), 117, 115, n o , n o , 114, 115. During
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the period in which the T  T 0CAO. ratio of sheltered prices to
unsheltered, as calculated by Mr Jack, moved from 117 to 115, 
the U.K. ratio, as aiso calculated by him, moved from 104 to 
116. These figures do not support his contention that the relative 
price movements have "been much the same in U.S. as in U.K. 
Such plausibility as his conclusion has is, therefore, mainly 
derived from the figure which—since the actual figure is not yet 
available—he has had to invent for December, 1926. f/'this 
figure proves to be correct, then it will be true that the cost of 
living in U.S. has agreed with that in the U.K. in not following 
wholesale prices downwards during the twelve months of 1926. 
At present even this result is hypothetical and unproved. By 
inventing a different figure for December, 1926, he could have 
produced an opposite result.

Suppose, however, that the figure of the U.S. cost of living
6 6 2



when known supports Mr Jack’s anticipations, and suppose that 
the other indicators of sheltered values in U.S. which he does 
not know would, if known, tend to the same conclusion, would 
these facts, if realised, affect my argument? Not materially, in 
my opinion.

In the first place they would not affect the conclusion that 
the disequilibrium caused by the return to gold remains 
uncorrected. In the second place, they would show, at the most, 
that those of our manufactured exports which compete with 
similar exports from the U.S. are not at a greater disadvantage 
than they were a year ago. The U.S., however, is not our chief 
competitor in our staple export trades ; and a considerable part 
of the U.S. exports consist of the raw materials and agricultural 
products, the price of which is reflected rather by the fall in the 
wholesale index number than by the steadiness of the cost- 
of-living index number.

Mr Jack would have produced a stronger and better estab
lished case if he had pointed out that the gold cost of living in 
Germany, France, Italy, and Belgium rose during 1926, in spite 
of a fall of wholesale prices, largely as the result of financial

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND TRA DE
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changes. These measures have undoubtedly improved our com
petitive position relatively to theirs, especially in the case of 
France. On the other hand, prior to this, our relative disad
vantage was overwhelming.

To summarise the net result on our relative position of all 
the international price changes of the last eighteen months 
affecting the products of our customers on the one hand and of 
our competitors on the other, is impossible in any precise terms. 
I was not attempting this; I had not overlooked the European 
deflations when I concluded that, in our own case, the position 
as regards equilibrium between our sheltered and unsheltered 
price-levels ‘ is assuredly no better than it was eighteen months 
ago’ . Of course, this is not the only factor in the situation. 
Indeed, one of my principal conclusions was the possibility of
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our return to prosperity, though not to our previous scale of 
exports, without ever restoring the old equilibrium.

Yours, &c.,
J.  M.  K E Y N E S

A C T I V I T I E S  1922-1929

The same week that Keynes’s letter appeared, The N ation  published an 
article entitled ‘ Books and the Public’ in the hope of opening a discussion
rtf fhp nrrthlpmc nf thp Vinnl- mductnr T«rrt 1 ntpr If Pirnpc mnrlp hie
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contribution to the discussion.

From  The Nation and Athenaeum, 72 M arch iQ 2 j

A R E  B O O K S  T O O  D E A R ?

The editor of T h e  N a t io n  has initiated a discussion in these 
columns as to the health of an industry, of which the national 
importance is altogether out of proportion to its size—the book 
trade. No one, I think, could maintain that too few books are 
published. So far as fertility is concerned, there is every 
appearance of health. Few authors of merit nowadays are 
prevented from seeing the light. But are enough books bought? 
Do books play the part in occupying our leisure hours which 
they ought to play? Are the rewards of authorship (and, 
incidentally, of publishing and bookselling) what they ought to 
be in a self-respecting community which honours as it should 
this profession (and those essential aids and adjuncts to it)?

The answer is certainly—No. As for booksellers, to all intents 
and purposes outside London, Cambridge, Oxford, Edinburgh, 
and a very few large provincial towns, there are none—none, 
that is to say, where you can reckon (within reason) on finding 
what you want on the premises. I hope that the editor will get 
some publisher’s travellers to tell us where in England they can 
hope to get orders on the large scale. Even in the whole of the 
metropolitan area are there above a dozen bookshops worthy the 
name? If so, let us hear their addresses. I should think that to
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allege one first-rate book shop in the county of Middlesex per 
half-million of inhabitants would be to overstate the facilities. 

Publishers, on the other hand, like authors, are not lacking
in n nmKprc
jl*j. i i u m u v i .  a . Rni- <3 rp AV <10 _ _____ui v  t u v j  j no u vm oo n rn c n p rm ic  ? T K a -i i * n o t• -------j ^ / iv o ^ /v x v / u o . - —  -..............1 1 V U 1  i i w t .

Apart from educational works and text-books and bookstall
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added together make enough money to keep one big draper 
alive? Each book they issue mops up working capital and 
represents an appreciable risk. I doubt if the profits they can 
earn are at all proportionate to the difficulty and precariousness 
of the business.

What of the authors? They are a humble tribe, pleased 
enough (too often) to see themselves in print without paying 
for it. They hardly hope, outside the small but not select band 
of best-sellers, to support a wife and family on the proceeds. 
Heaven knows (and the editor, and they themselves) that the 
contributors to T h e  N a t io n  are badly paid enough; yet most of 
them probably draw appreciably more per word than they could 
hope to earn from a bound book. Heaven knows (and the 
manager) that the circulation of T h e  N a t io n  is small enough;

 ̂fA ... . ..
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circulation. How many authors are there in England who can
reckon on earning trom ttieir books above ^,500 ** year on the
average? Very, very few. I fancy that the compositors may do 
better out of the business on the whole than any of the other 
factors of production.

Now all this is profoundly unsatisfactory. It means that the 
power of ideas in this country, expressed otherwise than through 
the popular press, is negligible. Where does the fault lie?

For a long time I was in the habit of maintaining that the 
fault lay with the publishers. I have become convinced that they 
are not the guilty ones. The fault lies, first and foremost, with 
the public—with their wrong psychology towards book buying, 
their small expenditure, their mean and tricky ways where a 
book, the noblest of man’s works, is concerned.

The question is largely one of arithmetic. Let me do a sum,

66 5



by way of illustration, which will exhibit the economics of book 
production. I will take a volume, recently published, where I 
know the figures. The book is a substantial one, above four

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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words, bound in a good cloth binding, a book which would 
normally be published not below 15s. net.

One important item in the cost of production remains 
practically unchanged whatever the size of the edition, namely 
the binding, which cost in this case about one shilling a copy, 
though a cheaper binding could have been had for ninepence. 
Once the book was set up in type and put on to the machines, 
the cost per copy for printing and paper was about tenpence a 
copy. Thus what economists call the ‘marginal cost of produc
tion that is to say, the cost of producing each additional copy 
over and above (say) the first five hundred copies of a book, 
which would normally be published at fifteen shillings, was not
a h n v p  t w n  ctiil l incrc  a m n v  cirf> v p r v  ff*w  h n n k c  n fPV » V V 1r v  uiimiiibki u v r j  • A AlVt V MA V * J- A

which the marginal cost of production after the initial expenses 
have been paid exceeds two shillings; for most books—I should 
say for the vast majority of books bound in cloth—this figure 
lies between one shilling and two shillings and sixpence. The 
actual published price will generally be from five to ten times 
the marginal cost thus calculated.

It was computations on these lines which used to make me 
think that books were much too dear and that the publishers 
were at fault in maintaining their conventional price level much 
too high. But before we fly to this conclusion, let us pursue our 
arithmetic further.

The initial costs of this book for composition, &c., were about 
£150, without allowing anything for the author, for the 
publisher’s profit and overhead expenses, or for advertising. A 
figure somewhere between £50 and £200 would probably cover 
the initial costs of the vast majority of books. This expense is 
irrespective of the number of copies produced or sold. £150 is
3,000 shillings. Thus spread over an edition of 500 copies, the
AAPf 1 r  ( \ C *  AA f T * fV»** T AAA  ̂O  • A AAA I t A ■ f*A** /\ AAA krl *
LU31 13 T/3. p v i uupr j  , IU1 1,W IS, J3. , 1UI 13. , iU l ,
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for 9,000, 4d .; for 18,000, 2d.; and so on. Thus up to a sale of 
(say) 2,500 copies the average initial cost falls very rapidly. After 
(say) 5,000 copies the additional economy becomes almost 
negligible, amounting to a very few pence at the most.

Now let us add our marginal costs to our initial costs. We 
reach a total of 8s. per copy for an edition of 500; 5s. for 1,000; 
3s. for 3,000; 2s. 4d. for 9,000; 2s. 2d. for 18,000.

On these data what is a reasonable price to charge? Is 15s. 
reasonable? Let us calculate, on the basis of this price to the 
public, how much the different parties are going to make out 
of it. First of all, we must deduct the expenses of distribution 
in the shape of the bookseller’s and wholesaler’s discounts. We 
shall not be over-estimating this, if we put it at one third. Nor 
is this excessive, in comparison with any other retailing 
business—especially for a non-standardised, non-staple, seasonal 
trade. One third of what we pay for most things which we buy 
in shops go to the expenses and profits of distribution and not 
of production. Only on condition of the public becoming much 
larger, more reliable purchasers than they are at present could 
this charge be reduced.

HT II 11 n itrA  LrtTr/l t A n  1 rtfV  44 4-L A rti\n^n  o f*  m m a /Iu  a m  a  a  An4>n
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of advertisement, the expenses and profit of the publishers, and 
the royalties of the author. Deducting costs of production as 
above, this means a lump sum of £50 on an edition of 500; £250 
on 1,000; £1,050 on 3,000; £3,450 on 9,000. Before we divide 
this lump sum between the different claimants, let us compare 
the results of publishing at prices of 7s. 6d., 10s. 6d., and 24s. 
with those at a price of 15s.:—

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND T RA DE

Size of 
edition

Lump sum available, as above, 
at a published price of

7/6 10 /6 15/- 24/-

500 ~ £ 7 5 — £25 £50 £20 0
1,000 nil £ 10 0 £250 £500
3,000 £300 £600 £1,050 £1,950
9,000 £1,250 £ 2 ,10 0 £3,450 £6,150
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Now, first of all, would it p a y  the publisher and the author 
to reduce the price below 15s.? The expectation of sales, 
allowing a little for the increased risk, must be th re e  times as 
great as at 15s., to justify a price of 7s. 6d., and t w ic e  as great, 
to justify a price of 10s. 6d. On the other hand, 24s. will pay with 
h a l f  as great a circulation. The question for publishers is the 
degree of response of the public to lower prices. The circulation 
of most books falls into two parts—sales to public libraries, 
circulating libraries, and the author’s friends and regular 
supporters, which part is very little affected by variations in the 
price within fairly wide limits; and casual sales to the general 
public. Sales in the first category (best-sellers apart) for most 
books of good reputation probably lie between 250 and 1,000. 
Now if the potential sales to the general public capable of being 
stimulated by low prices and high advertising were of the order 
or 5,000 copies or more—as surely it ought to be—it would be 
worth while to make a bid for these. But in practice, I fancy, 
the potential public demand for a solid book of the type under

■ j  « 1 * 1 1  \m . £ ?  J X  * 1 1consideration is more iixeiy to i*e irom 500 to 2,500, anu win
only exceed the latter figure in the case of an exceptional success. 
In general, therefore, you cannot increase the circulation of a 
book threefold by halving its price. The result is that it probably 
pays publishers in most cases to charge as high a price as custom 
permits and as will not frighten away the reliable first-category 
buyers. Indeed we have reason to be thankful for publishers’ 
moderation in not spending a few pence per copy on illustrations 
(which are supposed by the public and by authors to cost much 
more than they actually do), and another penny or two on a 
smart binding and, with these slight ostentations as an excuse, 
raising the price of my hypothetical book to 24s.

Thus, from the purely business point of view, there is no case 
for reducing the price of the book, unless and until the potential 
book-buying public is very greatly increased. Let us next 
consider whether, things being as they are, the author or the 
publisher is being over-remunerated.
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Let us suppose that the publisher has agreed to pay the author 
a royalty of 15 per cent of the published price on the first 1,000 
copies sold (i.e. 2s. 3d. per copy on a 15s. book), 20 per cent 
thereafter up to 2,000 copies, and 25 per cent after 5,000 copies; 
then on sales of 500 the author receives £56; on 1,000, £112; 
on 3,000, £412; and on 9,000, £1,537. The book, you must 
remember, is a solid one, such as would occupy most authors 
two years at the least to write; and sales for such a book above
3,000 quite an exceptional event. Authors, anyhow, can be 
acquitted of avarice.

What is left for the publisher’s expenses and profits? We 
cannot put the normal cost of advertising per copy sold at less 
than is., and up to 2s. may be worth while; some publishers 
might consider these figures too low for any book worth 
pushing. For the sake of illustration, I will put advertising costs 
at a lump sum of £50, p lu s  is. per copy sold. This leaves the 
publisher with — £81 on sales of 500, +£38 on 1,000, +£438 
on 3,000, -f £1,413 on 9,000; not n et profit, but gross profit, from 
which all his own overhead expenses have got to be deducted. 
Now if sales of 9,000 were a common event, instead of a rare
PVPnf tn V»#1 auprdfTPfl mit ■arr-ainct ft»#» coIpc o f  t ooo or 1f*cc tin 1C MtP
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of profit could clearly be reduced. If on the other hand, sales 
of 2,000 to 3,000 represent in practice a very decided success, 
it is evident that, averaging these with sales of 1,500 and less, 
the profits of this type of publishing are moderate. Indeed, it 
is likely to be so, for competition is keen. But the wide range 
of possible profits brings out an important and unfortunate 
fact—publishing is a g a m b lin g  business, kept alive by occasional 
windfalls.

I conclude, therefore, that so long as the normal circulation 
of the typical good book, outside the narrow best-seller class, 
is not above 3,000 copies at the best, it is uneconomic, and 
indeed impossible if author and publisher are to gain a living 
wage, to reduce the price of books. If, on the other hand, the 
potential sales under the stimulus of low prices were to rise to

669



the order of 9,000 or more, then the price of books could be 
approximately halved.

Is it not a thing to be ashamed of, having regard to the wealth 
and population of the English-speaking world, that editions are 
on so miserable a scale? How many people spend even £ 1 0  a 
year on books ? How many spend 1 per cent of their incomes ? 
To buy a book ought to be felt not as an extravagance, but as 
a good deed, a social duty which blesses him who does it. I 
should like to mobilise a mighty army, outnumbering Froth- 
blowers and Gugnuncs and Mustard Clubmen, an army of 
Bookworms, pledged to spend £ 1 0  a year on books, and, in the 
higher ranks of the Brotherhood, to buy a book a week.

A C T I V I T I E S  1922-1929

Ten days later Keynes, in a letter to the Editor supplemented his article 
on the book trade.

To the Editor o f  The Nation and Athenaeum, 22  M arch IÇ 27

Sir,
Since I wrote in T h e  N a t io n , of 12 March, an article on the 

price of books an interesting article in singular conformity with 
the conclusions I there reached, published in the issue of L a  

B ib l io g r a p h ie  d e  la  F r a n c e  of 1 October last, has come to my 
notice. According to this article the cost of book production in 
France in terms of paper francs has increased about seven times, 
which is equivalent to an increase of about 40 per cent in terms 
of gold. The prices of books, on the other hand, have increased 
about threefold, so that in terms of gold the prices have fallen 
about 40 per cent. Thus, allowing for the change in the value 
of money, the price of books in France is now about half what 
it was before the war, perhaps even somewhat less than half.

What is the explanation of this relative fall in price ? asks L a  

B ib l io g r a p h ie  d e  la  F r a n c e . The explanation is to be found in the 
greatly increased circulation of books amongst all classes of
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French readers and abroad since the war. This authoritative 
organ states that editions are on a notably increased scale 
compared with what they were formerly. Possibly, it adds,

ir r P d C P / I  n i l  m  i r i f v  Iv j c  n l< irp H  c n m p  m r t  in  tV iic  R n t  « r l i ' i t A i r p r
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the cause, they estimate the normal circulation of a successful
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This is a remarkable and enviable state of affairs. How far 
the increased circulation is due to the fall in the price of books, 
which fall may have occurred in the first instance as the result 
of a price-lag at a time when the franc was depreciating; or how 
far the fall in price has been made possible by the increased 
circulation, it is impossible for an outsider to say. In either case, 
French experience corroborates very closely the conclusion 
which I reached in my article as to the connection between the 
volume of sales and the price which it is economical to charge. 
My conclusion was to the effect that prices could be halved if 
circulations could be trebled. If the facts of L a  B ib l io g r a p h ie  d e  

la  F r a n c e  are correct, sales in France have been increased 
between three and fourfold, whilst at the same time relative 
prices have been reduced by somewhat more than half.

Yours, &c.,
J . M . K E Y N E S

On 30 April Keynes contributed a brief note on the Government’s recently 
published Finance Accounts.

From  The Nation and Athenaeum, 30  A p ril 19 2 7

A N O T E  O N  E C O N O M Y

The Finance Accounts for 1925-26 show that in that year the 
Treasury paid to the Bank of England £1,095,199 for the 
management of the debt, i.e., for posting dividend warrants and 
registering transfers, &c. This seems a good deal to pay for 
clerks’ work and printing.



n  V> X 1 » 1 1 1 L / J  X

I suggest that here is an item on which champions of economy 
might fix their attention. During the same year the t o t a l salaries 
and expenses of the threatened departments (not the n et  

economy through transferring their functions, which will be at 
best a small fraction of the total) were as follows:—

Department of Overseas Trade
£

3 7 7 ,4 ° 7
Mines Department 186,749
Ministry of Transport 124,436

The following figures are also useful

£688,592

for purposes
comparison :—

S a la r ie s  a n d  E x p e n s e s  in  1 9 2 5 - 2 6  £

Treasury and Subordinate Depts 3 2 5 ,4 2 2
Home Office 382,222
Foreign Office 188,885
Colonial Office 170,800

£1,067,329

Thus economical and efficient business men, in the shape of 
the Bank of England, spent more money on posting the 
dividends and registering the transfers of the public debt, than 
was expended on the salaries and expenses of the extravagant 
and red-taped staffs of the Treasury, the Home Office, the 
Foreign Office, and the Colonial Office added together. I wonder 
what Somerset House could do the work for, if they were asked 
to tender?

He returned to the question three weeks later.

From  The Nation and Athenaeum, 2 2  M a y  i g 2 j

A N O T E  O N  E C O N O M Y :  I I

Since I called attention in T h e  N a t io n  of April 30th to the large 
sum paid to the Bank of England for the management of the
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national debt, the matter has been taken up in the House of 
Lords by Lord Arnold, and this week in the House of Commons 
also. Mr Churchill’s reply was on reasonable lines. He told the
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the last published figures, and that ‘ since attention has been
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he is having it made the subject of careful examination’. On the 
figures now given it would be surprising if no further economy 
is possible. It appears that some 2,250 clerks are employed to 
deal with 2,500,000 stock accounts, involving 9,000,000 coupons, 
750,000 transfers, and the other business attendant on these. It 
follows that: (1) each coupon and transfer costs on the average 
about 2s. in round figures for clerks’ work, printing, stationery, 
and postage; (2) each clerk manages to deal with about eighty 
coupons and seven transfers a week, which, on the basis of a 
45-hour week, means that a clerk spends about half an hour 
(or—to allow a margin of 100 per cent for errors in the 
calculation—let us say a quarter of an hour) contemplating the 
beauties, which are undoubtedly considerable, of each printed 
dividend warrant. These calculations are crude and doubtless
t a p t i r u T  in  p v a p f i t m l p  R u t  t ta p u  n f lfp r  n twimn f/
l U V X i l l J i i l l  V A d V U l U M V i J J  U  L U 1 V  I V/11V1 . s tr w v u o v

further investigation.
rT>U * ^ C ' ' I *  4.x ne mam purpose, iiowcvcr, Oi my original noic was not an

attack on the Bank of England, but a defence of the Civil 
Service, and an effort to expose the pettiness of the recent 
attacks on the efficiency and economy of the latter. For what 
would be said if the figures given above had been found true 
about a Government Department instead of about a vested 
institution ? I sought by a striking example to deal a blow at the 
myth, which is coming to be so widely accepted, that Government 
Departments are extravagant and inefficient compared with 
large non-governmental institutions. Civil Servants, in my 
experience, work harder, are better educated, and are paid less 
than the officials of great companies. I should like, some time, 
to challenge Lord Inchcape to a detailed comparison between
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the numbers and cost of the higher staff of the P. and O., 
including the board of directors, and those of the Treasury and 
the Board of Inland Revenue.

The danger is that, under the stimulus of an economy 
campaign, which is largely spurious, the Civil Service may be 
rendered inefficient by being understaffed and underpaid. We 
all of us complain at times about the mistakes of the Inland
O a D nf  « fliA nfrtflT rkf I ««fvnanf
i v u v c n u t .  u u l  i n  i 4 t i  m e  a u u u  u j l  L i n a  L y t p t u  u n t n r

K rt ttl rt*-H aving

regard to the difficulty, the delicacy, and the magnitude of its 
work—maintains an amazing standard of ability, courtesy, 
honesty, and efficiency on standards of pay which would be very 
iow in a private business. As Sir Josiah Stamp said on Tuesday, 
‘ in the case of direct taxation an increase of staff could at any 
time in the last fifty years have yielded results much greater than 
the expense involved1. Undoubtedly it would be a popular move 
with income tax-payers to decrease the number of those clever 
and inquisitive people who try to make them pay what they 
should. But it does not follow that this is an ‘ economy’ which 
would be economical. So in other departments—particularly in 
the case of the Ministry of Transport. These spurious and petty
prrmnmips ran nnlv h av r  fh r  r f f r r t  n f  rrinnlincr fh r  f^ivil S r r v i r r  ............... ...........—  ■ ---------- -----------— - “ *■ - f  r — o  —  - ---------
One suspects that this, rather than economy, is in fact the 
half-deliberate object of some of the attacks now being made. 
In raising my query about the Bank of England, I wanted to 
find out if some of the champions of so-called economy would 
be equally enthusiastic about a saving materially greater in terms 
of money than those which they were pressing forward, but 
which did not have the incidental effect of crippling the Civil 
Service. I find, as I suspected—I do not here include the 
Chancellor of the Exchequer—that they are not.

But just as I want to increase, rather than diminish, the 
efficiency of the Civil Service, so also I should think it 
regrettable if my illustration was to develop into an attack on 
the Bank of England—as certain supplementary questions in the 
House of Commons half suggested. We are each entitled to our
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differences with the Bank and to criticise its policy with all the 
language at our command. But we must distinguish between the 
fleeting policies of Governors and the Bank as an institution.
"TVi p  f iA t i  o f  t k p  ; n t o n - r ih r  c t r p n r r t l i  i n H  n rA e t in -e  n Ci. i i v  v j v i  v n u v i i  vs* m v  V } c» 1 1  v u ^  lix  ̂ u u u  y j  *. v o vs* u i w

Bank of England is vitally important. Those who believe that 
a wise management of currency and credit is essential to the 
prosperity of the country must feel this even more strongly than 
others. For we have in the Bank of England the only possible 
instrument of such management.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND TRA DE

When the Colwyn Committee, to which he had twice given evidence, 
appeared, Keynes devoted himself to a review article for the next issue of 
The Economic Jo u rn a l. He also led a discussion of the Report at the Tuesday 
Club on 9 March.

From  The Economic Journal, Ju n e  iQ 2 j

T H E  C O L W Y N  R E P O R T  O N  N A T I O N A L  D E B T  A N D  T A X A T I O N

This Report is, in the main, a vindication of the British system 
of taxation as it now is. Each tax in turn is considered, popular 
fallacies about each are dissipated, and the Committee conclude
1-Vin t- .-ill i c  f o r  t k p  Vwacf Tn  rvn 1 xr txxTrx o n  cac r l n  f-liAt; liAPif-nf-A- Lila L ail lO llfl LllVs UVOL. * 1 1  uni J  ITT V vaovo UVT U1 WJ 1 IVlII L(HV
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sugar duties and the stamp duties. They pick out the 
former—rightly, in my opinion—as probably the first national 
tax which ought to go. As regards the latter, they do not do more 
than express a hesitation, a doubt whether these duties may not 
slightly interfere in a way which does harm rather than good 
with the free mobility of capital. It is satisfactory, however, to 
see that the Committee are justly severe on the argument that, 
if the reduction of the duty on cheques from i d .  to id. were 
to increase their use at the expense of the note circulation, this 
would justify a reduction in the level of our normal gold 
reserves. For this is a popular fallacy which overpasses the limits 
of excusable error.
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With this vindication of our tax system most economists— 
especially in the light of the new statistical evidence with which 
the Committee support it—-will, I think, concur. When we 
discuss or criticise the efficiency of government and the ability 
of officials, we seldom do full justice to Somerset House, one 
of the best run and most useful institutions in the country, a 
remarkable creation of the British genius for administration. It

: _______ , . : u i  ù  f  ««ârt A + U  a  n / \ n  f  t*i K n  f  1  o  «-ui& l l l ip u a d lü iç  LU IL d U  U lL  LU 1IU  1UUL1VJ113 LU L i l t  p i  U L L W U lg d  U1 LUL

Committee by Sir Richard Hopkins and M r W. H. Coates, of 
whom the latter is now unfortunately withdrawn into private 
business, and of the part obviously played in the preparation of 
the Report by the Committee’s secretaries, Mr G. R. Hamilton 
and Mr G. Ismay, one of whom, however, is now, I think, with 
the Customs, without feeling that Somerset House understands 
its business.

The most important practical conclusion to be drawn from 
the vindication is that we are not, at the present time, beyond 
the limits of direct taxation as an efficient fiscal instrument, as 
many, not unnaturally, have supposed us to be. Our direct taxes 
are exceedingly unpleasant to the rich individuals on whom their
f u l l  u ;p i ( r l i t  f i l l e  ar\A f h p v  n r n K ü l i K r  l i a w  c n m p  l i n f a v n u r a W pm il TV Vl^lli H11V4 WW VA J AiH f V JV/lliV WAAAW T VU1 U ViV

reactions on the national savings, since they transfer wealth from 
the class which is the most likely to save its surplus,—though 
even this objection will be mitigated if the Government, to 
whom the money is transferred in the first instance, itself saves 
it in some shape by directing it into productive channels. But 
apart from these consequences there is little or no evidence of 
the indirect harm which is often attributed to high income tax 
and death duties. As Professor Pigou puts it in evidence, ‘ from 
a distributional point of view, it would plainly be best to take 
nearly all your money from the rich people, but that might be 
so bad from a productive point of view that the poor people 
would in the end be damaged’. It m ig h t be, and the rich always 
hope that it is. But the Committee conclude that, at present at 
least, it is not.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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In particular the Committee endorse, practically without 
reserve, the unanimous opinion of the economists who have 
evidence that income tax is not shifted and does not lead to

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A N D  TRA DE
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unanimous opinion of the business men to the contrary. The
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the a p r io r i  conclusion of the economists to be subjected to a 
statistical test—and the test whatever it may be worth is very 
interesting indeed—from which it emerges undamaged. The 
Committee ‘ conclude that the broad economic argument’ (that 
income tax is not shifted) ‘ is true over practically the whole field 
and for practically the whole of the time, any exceptions being 
local or temporary and insufficient to invalidate i t ’.

There are many other popular fallacies, put into circulation 
by those who suffer from high taxation, which, as I have said 
above, the Report seeks to disperse. There is no evidence that 
cost-war income taxes have driven individuals or businessesx

abroad on a scale worth troubling about, or that death duties 
break up businesses through the strain of finding ready cash to 
meet them, though the troubles of landed proprietors are partly

Tn cK rtff tKp C *nm m ittA A  &  u n n n n n lo r
a u i u i i L V U i  a h  j n u i  x-j ljiiv  w i m i u L i v v  u f i v v  i  v a v u v u  u i v  u u ^ U | / u i u i

conclusion that our taxation is not too high—from which it
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right to diminish admittedly useful expenditure, on such things 
as education and social insurance and health services, merely in 
order to reduce it.

The Committee’s final summing-up is worth quoting:

The burden of direct taxation, while we do not wish to belittle it, is less 
crushing than is frequently represented. It does not, with trivial exceptions, 
enter directly into prices, and its indirect effects are not such as substantially 
to affect the general price level. It has a materially adverse effect on savings, 
but this does not hold good so far as the receipts are applied to payments 
on account of the internal debt. Again, it has widely diffused psychological 
effects, and has been responsible for a good deal of discouragement, while 
trade has been suffering from long-drawn-out depression due to wider
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Income tax
and Death

super-tax duties Total direct taxes

Income

Income
half

earned

Income
half

earned Inhabited
wholly half in half in house

Income earned vestment vestment duty

IitDome
half

Income earned
wholly half in-
earned vestment Tea Sugar Toba

£ s. d. £ S. d. £ S. d. £ s. d. £ S. d. £ s. d. £ s. d. £ s. d. £ s.

1903—4
£50 — — 8 0 — — 8 0 13 0 12 0 16
100 — -— I 5 0 — ---- 1 5 0 J u
150 — — l 18 0 4 6 4 6 2 2 6 15 0 14 6 l 6
200 l 16 8 l 16 8 2 9 0 7 6 2 4 2 4 13 2 15 0 15 0 l 8
500 16 0 10 16 0 10 6 1 0 1 5 0 17 5 10 23 6 10 15 0 15 U i 18

1,000 45 16 8 45 16 8 16 6 0 3 0 0 48 16 8 65 2 8 15 0 15 0 2 l
2.000 91 13 4 91 13 4 32 14 0 4 15 n 96 8 4 129 2 4 15 0 15 0 2 9
5,000 229 3 4 229 3 4 103 11 0 9 0 0 238 3 4 341 14 4 15 0 15 0 2 16

10,000 458 6 8 458 6 8 251 17 0 15 0 0 473 6 8 725 3 8 15 0 15 0 2 16
on non qiA 11 4 916 13 4 9 o IQ n n OAA 1 3 4 1 494 2 4 15 o 15 0 2 16
50,000 2,291 13 4 2,291 13 4 1,607 5 0 55 0 0 2,346 13 4 3,953 18 4 15 0 15 0 2 16

1913-14
£50 8 0 8 0 12 3 6 2 1 1
100 1 5 0 1 5 0 13 4 7 2 1 10
150 1 18 0 4 6 4 6 2 2 6 14 2 7 6 1 15
200 7 6 11 8 2 8 0 7 6 15 0 3 7 2 14 2 7 8 1 17
500 12 0 0 17 4 2 8 3 0 1 5 0 13 5 0 26 12 2 14 2 7 8 2 10

1,000 37 10 0 47 18 4 20 10 0 3 0 0 40 10 0 71 8 4 14 2 7 8 2 15
2,000 75 0 0 95 16 8 49 19 0 4 15 0 79 15 0 150 10 8 14 2 7 8 3 5
5,000 291 13 4 291 13 4 144 10 0 9 0 0 300 13 4 445 3 4 14 2 7 8 3 15

10,000 758 6 8 758 6 8 371 17 0 15 0 0 773 6 8 1,145 3 8 14 2 7 8 3 15
20,000 1,591 13 4 1,591 13 4 935 5 0 28 0 0 1,619 13 4 2,554 18 4 14 2 7 8 3 15
50,000 4,091 13 4 4,091 13 4 2,588 4 0 55 0 0 4,146 13 4 6,734 17 4 14 2 7 8 3 15

1918-19
£100 1 4 0 1 4 0 1 8 0 2 14 0 2 5

150 1 16 0 4 6 4 6 2 0 6 1 12 0 3 1 0 3 6
200 2 9 0 7 6 7 6 2 16 6 1 15 0 3 5 6 4 2
500 33 15 0 43 2 6 7 6 0 1 5 0 35 0 0 51 13 6 1 15 0 3 6 6 4 9

1,1)00 146 5 0 165 0 0 17 14 0 3 0 0 149 5 0 185 14 0 1 15 0 3 6 6 6 0
2,000 450 0 0 487 10 0 42 19 0 4 15 0 454 15 0 535 4 0 1 15 0 3 6 6 6 13
5,000 1,787 10 0 1,787 10 0 127 0 0 9 0 0 1,796 10 0 1,923 10 0 1 15 0 3 6 6 8 3

10,000 4,187 10 0 4,187 10 0 377 19 0 15 0 0 4,202 10 0 4,580 9 0 1 15 0 3 6 6 9 0
20,000 9,437 10 0 9,437 10 0 933 0 0 28 0 0 9,465 10 0 10,398 10 0 1 15 0 3 6 6 9 0
50,000 25,187 10 0 25,187 10 0 3,826 19 0 55 0 0 25,242 10 0 29,069 9 0 1 15 0 3 6 6 9 0
1923-4

£100 I 3 0 1 3 0 1 1 0 3 10 0 2 15
150 1 15 0 1 15 0 1 2 8 4 3 l\u A*t U
200 2 5 0 5 0 5 0 2 10 0 1 4 0 4 8 0 4 15
500 15 3 9 18 0 0 6 17 0 12 6 0 15 16 3 25 9 6 1 4 0 4 12 0 5 0

1,000 106 6 3 117 11 3 17 6 0 2 10 0 108 16 3 137 7 3 1 4 0 4 12 0 6 15
2,000 308 16 3 331 6 3 49 15 0 4 15 0 313 11 3 385 16 3 1 4 0 4 12 0 7 10
5,000 1,346 6 3 1,346 6 3 205 14 0 9 0 0 1,355 6 3 1,561 0 3 1 4 0 4 12 0 9 13

10,000 3,571 6 3 3,571 6 3 592 0 0 15 0 0 3,586 6 3 4,178 6 3 1 4 0 4 12 0 10 4
20,000 8,321 6 3 8,321 6 3 1,808 9 0 28 0 0 8,349 6 3 10,157 15 3 1 4 0 4 12 0 10 4
50,000 23,821 6 3 23,821 6 3 6,394 12 0 55 0 0 23,876 6 3 30,270 18 3 1 4 0 4 12 0 10 4
1925-6

£100 1 2 0 1 2 0 11 0 1 17 6 2 15
150 1 14 0 Inhabited 1 14 0 12 0 2 3 9 4 0
200 2 5 0 house 2 5 0 12 9 2 5 3 4 15
500 10 3 4 14 6 8 6 15 0 duty 10 3 4 21 1 8 12 9 2 7 6 5 0

1,000 81 3 4 97 16 8 17 3 0 abolished 81 3 4 114 19 8 12 9 2 7 6 6 15
2,000 264 10 0 281 3 4 64 18 0 by 264 10 0 346 1 4 12 9 2 7 6 7 10
5,000 1,095 15 0 1,095 15 0 316 3 0 Finance 1,095 15 0 1,411 18 0 12 9 2 7 6 9 13

10,000 2,995 15 0 2,995 15 0 890 17 0 Act, 1924 2,995 15 0 3,886 12 0 12 9 2 7 6 10 4
20,000 7,370 15 0 7,370 15 0 2,253 18 0 7,370 15 0 9,624 13 0 12 9 2 7 6 10 4
50,000 22,120 15 0 22,120 15 0 6,621 18 0 22,120 15 0 28,742 13 0 12 9 2 7 6 10 4
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Cocoa,
coffee and 
chicory, 

dried fruits,
Enter- patent medi- Total

------* „ a ____»(utuuuiiL mm- mita miu iiiuiiĉl

drinks ments table waters taxes

Total taxation: percentage of income
Total taxation -----------------------------------------—-------------------------

------------------------------—  Income wholly Income half earned
Income Income half earned half investment
,.,i— il . .  ____' a i— irwjiuuy crtiucu iidii ................................................................—---------------------- -----------------------------

earned investment Direct Indirect Total Direct Indirect Total
£ s. d. £ s. d. £ s- d. £ s. d. £ s. d. £ s. d. 0//o 0/o o//o Vi, O/(> O,o

2 5 0 1 0 4 7 0 4 7 0 4 15 0 8-7 8-7 0-8 8-7 9-5
3 0 0 2 0 5 12 3 5 12 3 6 17 3 — 5-6 5-6 1-2 5-6 6-8
3 10 0 3 0 6 8 6 6 13 0 8 11 0 0-2 4-3 4-5 1-4 4-3 5-7
4 5 0 4 0 7 7 0 9 11 2 12 0 2 11 3-7 4-8 2-3 3-7 6-0
5 5 0 4 0 8 17 0 26 2 10 32 3 10 3-5 1-8 5-3 4-7 1-8 6-5
8 0 0 4 0 11 15 0 60 11 8 76 17 8 4-9 1-2 6-1 6-6 1-2 7-8

14 10 0 4 0 18 13 0 115 1 4 147 15 4 4-8 0-9 5-7 6-5 0-9 7-4
29 0 0 4 0 33 10 0 271 13 4 375 4 4 4-8 0-7 5-5 6-8 0-7 7-5
29 0 0 4 0 33 10 0 506 16 8 758 13 8 4-7 0-3 5-0 7-3 0-3 7-6
29 0 0 4 0 33 10 0 978 3 4 1,527 12 4 4-7 0-2 4-9 7-5 0-2 7-7
29 0 0 4 0 33 10 0 2,380 3 4 3,987 8 4 4-7 0-1 4-8 7-9 0-1 8-0

2 0 0 1 0 4 0 5 4 0 5 4 8 5 _ 8-0 80 0-8 8-0 8-8
2 15 0 2 0 5 7 6 5 7 6 6 12 6 — 5-4 5-4 1-2 5-4 6-6
3 5 0 3 0 6 4 8 6 9 2 8 7 2 0-2 4-2 4-4 1-4 4-2 5-6
4 0 0 4 0 7 2 10 7 17 10 10 10 0 0-4 3-6 4-0 1-7 3-6 5-3
5 0 0 4 0 8 15 10 22 0 10 35 8 0 2-6 1-8 4-4 5-3 1-8 7-1
7 iü 0 4 0 n 10 10 52 0 Iu 82 19 2 4-0 T2 y i 71 l l 8\$

13 10 0 4 0 18 0 10 97 15 10 168 h 6 40 0-9 4-9 7-5 0-9 8-4
27 10 0 4 0 32 10 10 333 4 2 477 14 2 60 0-7 6-7 8-9 0-7 9-6
27 10 0 4 0 32 10 10 805 17 6 1,177 14 6 1 1 0-3 8-0 11-5 0-3 118
27 10 0 4 0 32 10 10 1,652 4 2 2,587 9 2 81 0-2 8-3 12-8 0-2 13-0
27 10 0 4 0 32 10 10 4,179 4 2 6.767 8 2 8-3 01 8-4 13-5 0-1 13-6
2 15 0 5 6 10 0 9 17 6 9 17 6 11 1 6 — 9-9 9-9 1-2 9-9 11-1
4 5 0 7 0 11 6 13 2 6 13 7 0 15 3 0 0-2 8-8 9-0 1-4 8-8 10-2
5 5 0 7 6 14 0 15 9 0 15 16 6 18 5 6 0-2 7-7 7-9 1-4 7-7 9-1
5 0 0 11 6 15 0 15 17 0 50 17 0 67 10 6 7-0 3-2 10 2 10-3 3-2 13-5
7 10 0 17 0 15 0 20 3 6 169 8 6 205 17 6 14-9 2-0 16-9 18-6 2-0 20-6

n rs 0 l iu 0 rs 0 25 F4 6 480 9 6 550 T8 6 7 2 1 i-3 24-0 26-8 i-3 28- i
20 0 0 2 0 0 15 0 35 19 6 1,832 9 6 1^59 9 6 35-9 0-7 36-6 38-5 0-7 39-2
36 0 0 2 10 0 15 0 53 6 6 4,255 16 6 4,633 15 6 42-0 0-5 42-5 45-8 0-5 46-3
36 0 0 2 10 0 15 0 53 6 6 9,518 16 6 10,451 16 6 47-3 0-3 47-6 52-0 0-3 52-3
36 0 0 2 10 0 15 0 53 6 6 25,295 16 6 29,122 15 6 50-5 0-1 50-6 58-1 0-1 58-2

6 0 0 7 6 8 3 14 1 9 14 I 9 15 4 9 _ 14-1 14-1 1-2 14-1 15-3
10 0 0 9 0 9 0 20 3 8 20 3 8 21 18 8 — 13-5 13-5 1-2 13-5 14-7
12 0 0 10 0 9 9 23 6 9 23 11 9 25 16 9 0-1 11-7 11-8 1-2 117 12-9
12 0 0 14 0 10 6 24 0 6 39 16 9 49 10 0 3-2 4-8 8-0 5-1 4-8 9-9
18 0 0 1 0 0 10 6 32 1 6 140 17 9 169 8 9 10-9 3-2 14-1 13-7 3-2 16-9
28 0 0 1 12 0 10 6 43 8 6 356 19 9 429 4 9 15-7 2-2 17-9 19 3 2-2 21-5
50 0 0 2 5 0 10 6 68 4 6 1,423 10 9 1,629 4 9 27-1 1-4 28-5 312 1-4 32-6

100 0 0 2 15 0 10 6 119 5 6 3,705 11 9 4,297 11 9 35-9 1-2 37-1 41-8 1-2 43-0
100 0 0 2 15 0 10 6 119 5 6 8,468 11 9 10,277 0 9 41-7 0-6 42-3 50-8 0-6 51-4
100 0 0 2 15 0 10 6 119 5 6 23,995 11 9 30,390 3 9 47-8 0-2 48-0 60-5 0-2 60-7

6 5 0 3 0 6 0 11 17 6 11 17 6 12 19 6 _ 119 119 1-1 11-9 130
10 3 0 4 0 6 6 17 9 3 17 9 3 19 3 3 — 116 116 1-1 116 12 7
12 3 0 5 0 6 9 20 7 9 20 7 9 22 12 9 — 10-2 10-2 H 10-2 113
12 0 0 12 0 6 9 20 19 0 31 2 4 42 0 8 2-0 4-2 6-2 4-2 4-2 8-4
18 0 0 1 0 0 6 9 29 2 0 110 5 4 144 1 8 8-1 2-9 11-0 11-5 2-9 14-4
28 0 0 1 12 0 6 9 40 9 0 304 19 0 386 10 4 13-2 2-0 15-2 17-3 2-0 19-3
50 0 0 2 5 0 6 9 65 5 0 1,161 0 0 1,477 3 0 21-9 1-3 23-2 28-2 1-3 29-5

ifK o Q 2 15 q 5 9 121 6 n 2 117 1 0 4 nn? 18 o m n Î-2 1L2 IS Q L2 40-1
105 0 0 2 15 0 6 9 121 6 0 7,492 1 0 9,745 19 0 36-9 0-6 37-5 48-1 0-6 48-7
105 0 0 2 15 0 6 9 121 6 0 22,242 1 0 28,863 19 0 44-2 0-2 44-4 57-5 0-2 57-7
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causes; on the other hand, some of the psychological effects have been 
actually beneficial. In our opinion the present taxation— even in conjunction 
with the loss of material wealth due to war expenditure, which lies behind 
the national debt— is not one of the main causes of industrial difficulty 
. . .  So far as taxation is concerned, we think that, if general conditions improve 
and times become more prosperous, the burden will be carried with 
comparative ease. W e base our conclusions, not on preconceptions, but on 
the long analysis contained in the foregoing part of our Report, in the light 
of which they must stand examination. We may perhaps remark that the view 
which we take is more optimistic than the view which attributes to taxation
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is little prospect of any great lightening o f the tax burden in the early future, 
there is legitimate hone that in manv resnects more eeneral conditions, both-----------' •“ o ------------------------- - r - . j j ?

at home and abroad, may improve.

There is one interesting anomaly in the distribution of the 
burden of taxation which emerges from the Committee’s 
inquiry, but to which they do not invite particular attention. The 
Committee have endeavoured to calculate for various years the 
percentage of his income which a normal member of each 
income-range class pays in direct and indirect taxation taken 
together. The table is of such very great interest that I reproduce 
it in full on pp. 679—81. From this it appears that recent 
concessions to small income-tax payers have had the effect of 
bringing down the aggregate taxation paid by those with 
incomes in the neighbourhood of £500 to a much lower 
percentage of their income than is paid either by those who are 
somewhat poorer or by those who are somewhat richer than 
themselves. Whereas a man with an earned income of less than 
£200 or more than £1,000 pays in taxation at least 10 to n  per 
cent of his income, the man with an earned income of £500 pays 
only 6 2 per cent. The anomaly has always existed to a certain 
extent, but recent tax changes have increased it.

As regards the taxation of the very rich, the Committee make 
clear how advanced this now is by estimating what annual 
insurance premium would have to be paid in order to defray the 
death duties. For example, a man with £1,000,000 invested at
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5 per cent, who wishes to leave his million intact for his heirs, 
has to pay away altogether about £36,000 from his nominal 
income of £50,000, leaving him with £14,000 per annum for 
himself. The number of millionaires in Great Britain would 
seem, by the way, to be of the order of 250, and the number 
of those with more than £50,000 a year somewhat more than 
500. This strikes one as rather small compared with the army 
of nearly 9,000 individuals who admit to having an income of 
more than £10,000 a year. Nearly 30 per cent of the income of 
the very rich comes from directors5 fees and other so-called 
earned income. It is obviously now almost impossible to become 
a millionaire except by means of increments of wealth which in 
one way or another escape tax.

The Committee follow Mr Coates in estimating the national 
savings (in 1924) at £500,000,000 per annum, which, allowing 
for the change in the value of money, is they think, about 
£ 150,000,000 less than the corresponding figure before the War. 
This is very near to the estimate of Professor Bowley and Sir 
J. Stamp for the same year, namely, £475,000,000. Mr Coates, 
who claimed that his aggregate was correct within 10 per cent,
p v n l o i n p r l  l4 idt- f l i p  r l p f o i l c  u ;p r p  m a r l p  n r»  o c  f n l ln u / c  ■VA^IIUUIVU UUU tllV UVLU1AÜ TT VI V 111UV4V ' . . . . . . . . . .Uv7 &VS11VS TT U .

£
million

^  _1 v :__a__uu^iliai new lui H1VÇ5U1IÇ1U 111 uic vuucu xviuguuiii on07
Internal new issues for investment abroad 135
Addition to National Savings Certificates 3
uiurrasc in 1  rcuîsury iiuiumgs ui uuiiua» icnuereu in payment 

of eath duties 9
Investments sold by the banks 35
New houses 35
Profits not distributed by companies and private traders 

but invested in own businesses; and miscellaneous 194
Total 500

This is a net addition after allowing for the depreciation of 
obsolescent goods, and it does not include such things as house 
furnishings. The figure is a very considerable one. The national
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wealth at the present time, so far as it can be measured in money, 
probably does not exceed £24,000,000,000 ; so that, on the above 
computation, it is increasing at about 2 per cent per annum, at

„ , : n  u  a M  /J X T A  A  Û  *% f  t f  F4
w h i c h  i i t  w i n  i ic tv c  u i u t d a c u  uy 5 U  w i t i m i  i v > u u y
years from now. During the same period the increase of the 
population is not expected to exceed 5 to 8 per cent. Thus we 
have a prospect of abundant resources available for new housing 
and new public utilities, if only we can learn how to absorb and 
employ them.

The most interesting item in Mr Coates’ table, and possibly 
the most accurate, since it is based on definite figures in the 
hands of Somerset House, is the amount retained in the business 
by companies and private traders, namely, £194,000,000. I 
should like to add that, whilst his total is very likely about right, 
the logic of the table is open to criticism. Having rightly

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

£
million

British joint stock banks and foreign banks with offices in 
London (including an estimate of £100 millions of Treasury bills) 750 

Bank of England 70
Post Office Bank (£285 millions less £120 millions in 

guaranteed or other securities nor forming part o f the dead
weight debt) and Trustee Savings Bank (£80 millions, 
less £30 millions) 215

Government securities purchased for depositors through the 
Savings Banks (£210 millions) and Trustee Savings Banks 
(£30 millions) 240

Treasury note reserve 240
Ways and Means Advances (Public Departments, £160 millions 

less amount included under Treasury Note Reserve), say 70
Insurance companies, approximately 350
Railway companies 80
Add to preceding items to bring to par value 211
Balance of Treasury bills not included above, and held by 

various concerns, bill brokers, and others needing liquid 
resources, largely as part o f the floating money system 
o f the country 300

Held by private persons liable to estate duty 2,350
Held by foreigners, trusts, charities, trade unions, joint 

stock companies, etc. 1,650
Total 6,592
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excluded the amount devoted to the sinking fund, since this 
releases resources for investment under his other headings, why 
does Mr Coates include the addition to National Savings 
Certificates and the bonds tendered for death duties? The 
correct addition in respect of the activities of the Exchequer 
seems to me to consist in the amount of productive capital 
expenditure by the state not covered by his heading o f ‘ internal 
new issues’ .

Mr Layton’s estimate (August 1924) [above, p. 684] as to 
who holds the internal national debt emphasises the above 
conclusion as to the importance of the activities on capital 
account of institutions as distinguished from individuals.

Before we leave the statistical material of the Committee’s 
Report, Mr Coates’ very interesting estimate of rates of profit 
on turnover, given in his Memorandum on ‘ Incidence of the 
Income T ax ’, printed in the volume of appendices must be 
mentioned. Mr Coates points out that calculations of rates of 
profit on turnover are particularly valuable for comparative 
purposes between different dates and different industries because 
they are free from the difficulties of capital valuation and of
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as follows:

Average rate of profit per
I .L 1 1 L  U 1  L U I  I l U V t l

Industrial group 1912-13 1922-23

Cotton 700 2-47
Wool 8-19 9-78
Iron and steel 7-49 7-74
Miscellaneous metal industries 6 10 5 22
Food 5-07 7 1 1
Wholesale distribution 3-90 4 1 4
Retail distribution 8-48 5-14

Average of the seven groups 5-80 5-43

Whilst the reader will do well to consult the original for the 
details, the essence of the results is given above. Mr Coates
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analyses elaborately the dispersion round the median and the 
mean, showing that the median is, in general, somewhat below 
the mean, being for the seven groups 4 61 in 1912-13 and 4-11 
in 1922-23. The main additional point which emerges from this 
analysis is the m a g n itu d e  of the dispersion, which is so 
considerable as to do some damage to the conception of the 
Representative Firm. The figures for the seven groups taken 
together are as follows:

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

Median Lower quartile Upper quartile
Mean deviation 

from median

1912-13 4-61 2-53 7-67 3 59
1922-23 4 11 1 24 8-46 60 1

Thus whilst profit on turnover is, on the average, much what 
it was, it is decidedly more irregular than before the war as 
between one business and another. The unprofitableness of the 
cotton industry since the war is brought out very strikingly.

These results have been made possible by the large number 
of detailed accounts now available in the hands of the Inland 
Revenue Department. ‘ The number of accounts furnished 
voluntarily’, Mr Coates tells us, ‘ now approaches a quarter of 
a million’. Of what incomparable value to economic study and 
to the science and practice of administration the continuous 
analysis of this material and publication of the results would be. 
With but a little development the Statistical Department of 
Somerset House could furnish us with a continuous census of 
production and curve of profit for the whole of British industry. 
Hundreds of thousands of pounds spent on this embryo 
department would be well spent. As it is, we have an occasional 
tit-bit of information thrown us in an appendix to a Report on 
another subject by a gentleman who is no longer an official. I 
suspect that the scandals of economy are far greater and far more 
permanently injurious to the public good than the scandals of 
extravagance ever were.
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Upon two main sections of the Committee’s field of inquiry 
I have not yet touched,—the capital levy and the sinking fund.

The Committee have dealt with the former in a most 
judicious manner—obviously aiming at, though not reaching, 
a unanimous Report. They admit no objections to a capital levy 
on grounds of general principle. They accept a memorandum 
from Somerset House in which ‘ the Board of Inland Revenue, 
while they view the levy as a task of the first magnitude, do not 
regard the inherent difficulties as too great to be overcome’. 
They indicate that at the right time and in the right circum
stances, which may have existed immediately after the War, they 
would support a levy. But they reject it on the ground of its 
disappointing yield in terms of its net results in return for what 
would undoubtedly involve a very considerable psychological 
and business upset. Finally, they attach great importance to the 
extent of the public support for such a project. The Board of 
Inland Revenue, at the same time that they admit the practic
ability of a levy, ‘ illustrate by reference to the success of the 
excess profits duty and the failure of the land values duties the 
primary importance of the attitude of the taxpayer to any large

o rvia  rvF n a itr  v n  '  n ,  c u r  n n m f  o n f  i r o n  r k l l Tu i i i v Y V  la A a L iu u . i  n u y  ^ u m i  u u i  v u i  j  i u i v i u i J  l u v «

dangers that might befall the administration of a levy, either if 
there were systematic obstruction or if there were widespread 
anxiety’.

The number of individuals with a capital of more than £1,000 
is estimated at 1,500,000; of those with more than £2,500 at 
900,000; and of those with more than £5,000 at 500,000. The 
scale of levy suggested by the Labour Party, which exempts 
estates below £5,000 and takes proportions ranging from 5 per 
cent to 60 per cent on the rest, would probably yield about 
£2,500 millions. A levy which would yield £3,000 millions was 
the most drastic which received support in any quarter.

Now what would this be worth to the Treasury after allowing 
for loss of revenue from income tax, super-tax and death duties ? 
These necessary reductions bring down the budgetary benefit
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from a gross figure of £150,000,000 (allowing interest at 5 per 
cent) to a net figure of £60,000,000. It is the magnitude of this 
reduction from the gross saving to the net which has taken most

u.- r , , , . — t 'u « <"l M C 1 HA fuy a u j i p m ç .  i  n id  u ç i  u g u i t ;  u i  i s  ^ v ju c u  ia j

about is. on the income tax. Most people will agree with the 
Committee, I think, that—at least when income tax is not above 
4s. in the £—it would be wiser for a Chancellor of the 
Exchequer to put is. on the income tax than to attempt to 
impose a capital levy on an exceedingly drastic scale.

The illusions under which many of us have rested in the past 
as to the possibilities of a capital levy are a special case of a 
general tendency to exaggerate the importance of the national 
capital as compared with the national income. The former, even 
if we include in it the whole of the land and natural resources 
of the country, is not above six years’ purchase of the latter. 
Capitalists and socialists suffer equally from these illusions as
tn tVi#1 imnnrtan/'p n f  th *  Avictincr cfnr'L- n f  w M l t l i  Tt ic frtw1 f l n w
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of current income and current savings which truly matters.
Throughout their Report the Committee turn down every 

single one of the bright ideas submitted to them both by the 
present writer and by others. Quite likely they are right to do 
so. Bright ideas within the realm of taxation are seldom worth 
while. There is nothing to be done wisely except to raise ail you 
can in straightforward direct taxation and the balance from 
luxuries and drugs in wide, general use. I do not dissent, 
therefore, from the negative attitude towards change of the 
greater part of the Report. It is only when the Committee come 
to their own bright ideas, their sole constructive proposals, 
which centre round the sinking fund, that I find them speaking 
with a real want of wisdom.

At present the standard rate of the sinking fund is 
£50,000,000 per annum, though for reasons pointed out by the 
Committee this is not generally equivalent to more than about 
£40,000,000 net reduction of debt. They propose that this 
amount should be raised immediately to £75,000,000 per
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annum, and as soon as possible to £100,000,000. The Minority 
Report goes further and recommends £150,000,000. Finally, 
Professor Hall, in a Report of his own, raises it to the equivalent

C A A A  f 11 a  m m  o f  n o i r t l r i t i i r  f i m / 1  n f  C  a /*\ a a a  a a a  n / a r  u i  ^ j J W j W V j W V .  1  u  n u n  h . l  a  j i u x v u i ^  r u i i u  u i  p u i

annum or thereabouts can, I think, be justified on grounds of 
prudent budgeting. This represents about 5 per cent of the total 
Budget, and a margin of this amount can be defended on the 
ground of being on the safe side one year with another, and 
having some surplus to meet contingencies. Any figure in excess 
of this, however, can only be justified on the ground of the 
importance of reducing the national debt as quickly as we can. 
In what follows, therefore, I shall, in order to make the 
argument concrete, be comparing a sinking fund of 
£ 100,000,000 per annum with one of £40,000,000. The difference 
betweeen the two, namely, £60,000,000, happens, as we have 
seen above, to represent is. on the income tax.

The Committee do not elaborate any adequate philosophy of 
the national debt. Doubtless they would not dispute that it is 
not a question of the amount of the national wealth but solely 
of its distribution. We should not be a penny the richer, either
f n r  w a o * in o r  w < ir  n r  flrvr cnr'i 11 r p f n r m  i f  l i l/ p  f r p r m a n v  w p  h i AX VX T» TV MX v/i im  JV/V1U1 1 Vi V/l 1 1 1  ̂ l l i w  VI wx lllUtlj  ̂ TI V 1XHU

practically no internal debt. I f ‘ paying off the debt’ really made
l l f i  n  n / \  / i  l i M r v r  i w t / m i  1 / I  r \  f *
Ud LUt JLU1 a  I tVV W UU1U, Ul U K ,

overwhelming. In fact, however, it is simply a question of the 
distribution of the current national income between individuals, 
and of the tax instrument as a factor in modifying this 
distribution. Now the effect of heavy taxes in modern conditions 
is generally in the direction of bringing about a more equal 
distribution of income. The Committee in fact show that the 
effect of high post-war taxation has been somewhat in this 
direction. For this reason the ‘ capitalist’—to use a convenient 
abbreviation—is apt to be opposed to high taxation, and the 
‘ socialist ’ to be in favour of it. Nevertheless it is not easy to argue 
a  p r i o r i  from this what their respective attitudes to a heavy 
sinking fund will be. For the immediate effect of a heavy sinking
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fund is to aggravate the burden of taxation, whilst the manner 
in which the eventual release of budgetary resources will be 
employed, say twenty years hence, is problematical. A  p o s t e r io r i ,
i t *  C A P m e  f k p  i c  f n  f i i r n n r  n  c i n l / m n *  f n n / 1
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partly out of his ingrained habits of ‘ prudence ’ and of preferring 
the possibility of future benefits to the certainty of present ones, 
and partly out of a feeling that a stiff sinking fund at any rate 
locks away for the time being available budgetary resources from 
being spent on the doubtful boons of so-called social reforms; 
whilst the socialist also favours one, partly because, by mere 
confusion of thought, he thinks that the £1,000,000 daily 
interest on the national debt is in some sense ‘ paid away to the 
rich ’ in a way in which it would not be if the debt is gradually 
paid off. Both parties are reinforced by the good and the virtuous 
who, out of false analogy with private debts, ‘ feel that it must 
always be a sound thing to pay off debt’ ; so that the economist, 
who asks in an intellectual spirit what after ail is the object, is 
left lonely.

The weakness of the Committee’s treatment of the question 
is to be found in its being based neither on psychological and 
political grounds nor, on the other hand, on scientific grounds.
An additional annual burden on the Budget of £60,000,000 is 
a very important one. ït  is far in excess of any possible 
economies, other than from drastic disarmament. It is three 
times the sugar duty; it is nearly half of the total yield of rates 
throughout the country. If we have £60,000,000 per annum 
available either from an increased yield of the existing taxes or 
from unobjectionable new taxes, there are many things of great 
public advantage which we could do with the money. If the local 
rates throughout the country were half what they are now, would 
anyone seriously propose to double them in order to increase 
the sinking fund from £40,000,000 to £100,000,000? It is odd 
to find all parties agreeing that a large sinking fund has the first 
claim, that it is to be preferred, in the words of the Committee, 
to any other ‘ new expenditure of whatever nature’,—unless it
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be for very strong reasons. Yet the only arguments which the 
Committee adduce are of the flimsiest description.

They are two in number. The first is to pave the way for future 
conversion operations by reducing the rate of interest on 
Government loans. The second is to provide against ‘ the 
possibility of a future national emergency’. I say that these 
reasons are flimsy, because the possible benefit from the first is 
quantitatively very small, and because the second supposed 
advantage is mainly based on a fallacy.

As regards the first, the Committee have been at pains in a 
previous section of their Report to show that the supposed 
savings to be obtained from conversions over the next twenty 
years are much smaller than is commonly supposed. Apart from 
this, the extent to which the yield on British Government stocks 
can be divorced from the world gilt-edged rate of interest is 
comparatively small—at any rate until the aggregate of the 
British debt has been reduced to so low a figure, as, for example, 
it was at before the Boer War, or as that at which the United 
States now stands, that it has a scarcity value for investors who 
for various special reasons cannot look elsewhere, a result which
P A I l  I r l  r » r t f  K p  p i r p n  « r i t l i  <i c i n l / i n n *  / i i n r l  n T  C  t  f\r\r\ r\r\f\
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per annum for a great number of years to come. Whilst we can 
possibly look forward to more important savings as the result 
of a fall in the world rate of interest, a reduction of \  per cent 
in our rate below the world rate as the result of a heavy sinking 
fund, which is probably the utmost we could achieve in that way, 
would effect a saving of only £11,000,000 per annum in the 
course of more than twenty years. Even this would not affect 
the amount of the national wealth, but only the budget problem.

As regards the capacity to wage a future war, this will depend 
on the flow of national income at the time and on our ability 
to make the whole of the surplus available by taxation, by the 
commandeering of resources and in other ways. It is hardly to 
be supposed that our policy of largely depending on loans 
adopted in the late war will be repeated in the next one; and
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even if it is, the difference between a large and a very large 
internal debt should make a scarcely appreciable difference. It 
is not as if the sums paid off over the twenty years will lie by,
PA tA nrtArt lr /I17 Ea  Ua 4*A KA«*«*AlTrû A urUan <-U^,r ^ ^ A ^ A&\j i u  i ^ a u j  i u  uw i v " u v n u w v u  w i i v u  1 1 1  a i t  u t t u t u .

They will have been used like the past flow of other resources, 
and nothing will be available at the time except the current flow 
of resources.

What then would constitute good grounds for a large sinking 
fund ? I see three important reasons which might carry weight 
in different circumstances. In the first place, the savings of 
individuals might be inadequate to the national needs, so that 
it would be necessary for some saving to be effected through the 
agency of the Treasury. A compulsory transfer of resources by 
means of taxation from individuals to the state and the 
employment of the proceeds on reduction of debt might be the 
best way of bringing this about. A variant of this state of affairs 
would exist if large capital expenditures were being made on 
great public utilities in excess of what could be borrowed from 
investors at a reasonable rate. A large sinking fund, of which 
the proceeds were devoted to productive expenditure, thus 
gradually converting the dead-weight debt into a productive 
debt, might be a sound policy in such circumstances. The 
Committee, however, do not argue that either of these conditions 
exist at the present moment. For my part, I should like to see 
increased capital expenditure on public utilities; and if this 
policy were adopted, I would support a larger sinking fund, but 
not meanwhile.

A third reason for hastening the repayment of the national 
debt might be based on the expectation that the future burden 
of £ x  on the taxpayers is likely to be heavier than a present 
burden of £ x .  Is this in fact likely? I should have thought that 
the opposite is far more likely. As stated above, the expectations 
appear to be in favour of an increase in national wealth of 50 
per cent and in population of 5 to 8 per cent in the next twenty 
years. With normal progress of scientific invention and business
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and economic technique, it is not very optimistic to expect the 
yield of our present taxes to increase by i per cent per annum 
on the average. If this is so—-and would not most people agree 
that it is ?—is there any case for burdening the present generation 
of taxpayers or in postponing useful expenditure in the supposed 
interest of those to come ? The Committee do not anywhere meet 
the point that, if heavy taxation is the evil to be remedied, a 
sinking fund aggravates this evil for many years to come, and 
the eventual benefit will only accrue at a time when it will be 
worth less than it is worth now.

The prospect of falling prices as a reason for paying off the 
debt quickly is considered by the Committee and dismissed. But 
they have not thought it worth while to mention the increase 
in the burden of the national debt, which occurred whilst they 
were sitting, as a result of the return to gold—preferring to cast 
a decent oblivion over the consequences of that act.

If the burden of the internal national debt is a matter of great 
importance, the lightening of which is worth serious sacrifices 
and inconveniences, the history of this burden as affected by 
price changes deserves more attention than the Committee have

/ t u
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Report.) The following calculation, worked out by the present 
writer, is based on some figures given by the Committee in their 
Appendix XXVI. The Committee’s figures are based on the 
S t a t is t  index number. This is not the most suitable for the 
purpose, but it will give a sufficiently accurate general idea of 
what has been happening. We raised between the beginning of 
the War and March 31 ,1920, an internal debt of £ $ , 9 0 0  millions 
at an average price level of 202. The nominal total has not been 
reduced by any significant amount since that time. By March 
3 1 ,1925, the price level had fallen to 165 ; and at the end of 1926 
it stood at 146. Thus the burden of the war debt in terms of 
war-£s (i.e. at a price level of 202) has been as follows [see p. 
(>94 l ■

Thus a sinking fund of £100,000,000 per annum for twenty
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Index number

Debt in terms 
of war-£s 
(millions)

Average price at which war debt was raised 202 5,900
Its burden at March 31, 1920 308 3,900
Its burden at March 31, 1925 165 7,200
Its burden at Dec. 31, 1926 146 8,100

years will only succeed, assuming no further change in the 
price level, in bringing the real burden of the debt back to where 
it was in 1920. More than a third of the burden of what is now 
owed in respect of the war debt is due not to the expenses of 
the War, but to the fall of prices since this debt was incurred. 
The further fall of prices since the return to gold has added many 
hundreds of millions to the burden of the debt. Sinking funds 
of even £100,000,000 a year are neither here nor there whilst 
this sort of thing is going on. But, as I have said above, this is 
a subject on which the Committee have thought it better to 
preserve a discrete silence.

n r L :i_ *  1________ .... t j ; _____ * c _____ „ r ____________ __________________VV 111151-, i iu w c v c r , 1  U155C11L llU Iil U1C \_jUI111H11LCC 5 p iu u s

ejaculations in favour of sinking funds, I feel, as perhaps they 
did, that there is not the same harm in these ejaculations as there 
would be if there were the slightest chance of their being 
followed up by action. There is no subject more academic (in 
the misused sense of that word) than sinking funds; nor any 
serious risk in practice of sinking funds being excessively 
indulged in. Perhaps the Committee felt that only by talking 
about a sinking fund of £100,000,000 shall we induce Chancellors 
of the Exchequer to keep any margin at all on the right side.

The Minority Report is not a very helpful document. It is not 
clear that the minority differed from the majority on the merits 
of any question to an extent which could not have been put 
right by footnotes. But the signatories were evidently anxious 
not to commit themselves too precisely in black and white. Their 
only definite proposal consists of an addition of 2s. in the £ to 
the tax on investment income, the proceeds to be applied to the 
reduction of debt.
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In 1927 the Liberal Summer School was held in Cambridge between 28 
Ju ly and 4 August. As the Liberal Industrial Inquiry was then proceeding, 
many of the lectures given reflected its concerns, with Keynes’s on ‘ The  
Public and the Private Concern’ being a good example. Keynes’s speaking 
notes have not survived, but fortunately one newspaper report was fairly full.

From  Th e Manchester Guardian, 1  August 1Ç 27

‘ Th e Public and the Private Concern’ was the title of a paper which M r  
J . M . Keynes read to the Liberal Summer School this morning, under the 
presidency o f Sir Herbert Samuel. The paper was a most comprehensive 
survey of the whole field of modern business, public and private, with some 
special reference to the increasing area in which the one is difficult to 
distinguish from the other. It did not attempt to formulate any theories 
concerning individualism or socialism. It simply sought to demonstrate what 
really is happening.

M r Keynes disclaimed any orthodoxy in one direction or the other when 
considering the functions of government towards industry. He said: ‘ As 
soon as anyone comes to examine the facts it becomes evident that every sane 
and sensible person regards a great deal of public enterprise as unavoidable, 
necessary, and even desirable, and, on the other hand, there is an enormous 
field of private enterprise which no one but a lunatic would seek to 
nationalise. The line of demarcation between the two is constantly changing 
in accordance with the practical needs of the day. As to where precisely this 
fine should be drawn no great question of principle is involved at all.'

M r Keynes went on then to examine what actually exists. First of all he 
found that the great medley of socialised, semi-socialised, and other 
state-regulated enterprises from which the private-profit motive had been
n a rt lv  nr a ltncpthpr rpmnvpH r-nntrrdlpH nn Ipse an a m m in f n f  ran ita l fhan
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j£3>5oo5°oo>0oo- Among the figures making up this sum were £100,000,000 
in the case of docks and harbours, £100,000,000 controlled by water boards 
and other analogous bodies from which all the methods and criteria of private 
enterprise had already disappeared.

Then the Ecclesiastical Commissioners administered at least £50,000,000, 
the colleges, schools, and universities £100,000,000, and the Charity 
Commissioners something exceeding £100,000,000. Building societies had 
accumulated in driblets more than £200,000,000 and co-operative societies 
another £200,000,000. Moving steadily in the direction of normal private 
enterprise one found bodies, of whom the railway concerns were the chief, 
with capital raised privately under an Act of Parliament which laid down 
conditions as to rates which might be charged and profits which might be 
earned.
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Th e capital of all these contributed to the stupendous total o f three 
thousand five hundred millions, which was two-thirds o f the total capital of 
large-scale undertakings in this country. That, then, was the first fact to bear 
in mind— that two-thirds of the typical large-scale enterprise o f this country 
had already been removed, mainly by Conservative and Liberal Governments, 
out of the category of pure private enterprise. Here was all this diversity 
developed by experience to meet real problems and actual situations. What 
did the socialist think he would gain by assimilating it all to the model, say, 
of the Post Office? On the other hand, was the individualist prepared to scrap 
all that had been done and to hand over this vast capital to uncontrolled 
individualism ?

‘ T o  my mind’ , said M r Keynes, ‘ the real problems o f the next ten years 
is neither a great reduction of the existing principle o f public concerns nor 
a great extension of that principle, but a deliberate and persevering attempt 
to discover how to run the best enterprises which are already public concerns 
efficiently and to the public advantage. We have allowed all these concerns 
to grow up without ever considering them very deliberately. M any o f them 
have a form of organisation which is by no means the most suitable. I suggest 
that we should give up pretending that there are no public concerns. We 
should take a good look at that great body o f public concerns which we 
already have and learn to handle them wisely and efficiently. Then it will 
be time enough to consider whether we ought to add widely to the scope 
and field of their operations.’

M r Keynes considered next how the existing public concerns might be 
overhauled and set in order. He thought that Cabinet Ministers should have 
as little as possible to do with these concerns, whose gigantic operations 
should be kept separate from the state budget. He was doubtful, too, whether 
a committee of a town council was particularly suitable for running 
productive enterprises whose proper geographical boundaries might not be 
identical with local government frontiers. Public enterprises, so far as their 
organisation and management were concerned, might take a leaf out o f the 
book of the private concern.

He advocated the running o f these public services, national and local, by 
boards whose members, chosen solely for their business capacity, were 
adequately remunerated. This board would be very much like a private board 
of directors, and in that way the advantages o f public ownership and 
responsibility would be combined with the technical methods of management 
which private enterprise had evolved as the most efficient for large-scale 
affairs. The board should be as free from daily interference as the normal 
board o f directors was.
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He admitted that the public boards that already existed were not 
encouraging. Th e managers were not appointed because of business capacity, 
and the underpaid officials had no career before them. We needed to open 
up an attractive career in business administration to all the talents.

‘ I do not see’ , he said, ‘ why we should not build up in this country a 
great public service running the business side of public concerns recruited 
from the whole population with the same ability and the same great traditions 
as our administrative Civil Service. There would be one great general
i cl .1 u iL i i t t i iL  iv n  a n  Liiw p u u u u  c u u c t i n a ,  w i l i i  l u u m  lui liic  i a p u

promotion of exceptionally efficient men and satisfactory prizes for those who 
reached the ton.’

It seemed to him that the pressing concern was not barren controversy as 
to whether we should pretend that there were no public concerns or whether 
we should pretend that there should be no private ones, but rather the making 
of our existing public concerns living things with a great tradition of service.

M r Keynes next traced the evolutionary process which has been going on 
in private concerns, bringing about the joint-stock company of diffused 
ownership and salaried management, which had moved half way from the 
typical private concern to the public concern. One of them might have 20,000 
shareholders, but the active people were the financiers behind them. Big 
business began to consist, to an alarming extent, in the exchange of inside 
information between the insiders. The tendency of business towards this state 
of things was on the increase, and it all meant that many of the advantages 
which used to be claimed for unrestricted private enterprise no longer 
existed. And yet there were people who talked as though the only question 
was whether business should be run as the Post Office was run or whether 
it should be run like the barber’s shop round the corner.

What then, M r Keynes went on to ask, were the next steps to be taken 
in view of these facts ? For one thing, he thought that the existence of diffused 
ownership or businesses by people who knew little or nothing of them,
r n u n le d  w ith  th p  tm H p n r v  tn  m n n n n n lv  r a i le d  fn r  o r e a t lv  in rrra c e r l ” , ’*r—”     —~ ***— ‘ w*
publicity. One should be told what was going on, both in particular and in 
general. The traditional secretiveness of the British business man should be 
broken down. The shareholders were entitled to a drastic reform of published 
accounts, and of the information which auditors might sign as representative 
of the facts. Th e public, as buyer, was entitled to know what profit was being 
made. A t present indignation was diffused because the public did not know 
what firms were making excessive profits and what firms were not. He could 
imagine no greater contribution to industrial peace than accurate knowledge 
concerning the profits of industry. Statistical research of an adequate kind 
would contribute enormously to economic science and to a right psychology.
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Publicity would combat the dangers of monopoly. He would prohibit 
nothing and publish everything. Public opinion would do the rest in nine 
cases out of ten. He believed the task of Liberalism was to be realistic about 
the facts as they existed. ‘ Let us at least’ , he ended, ‘ avoid the hot air with 
which the controversialists of the two other parties try to asphyxiate one 
another.’

In answer to questions, M r Keynes said that one o f the forms o f publicity 
he had in mind was something similar to the census o f production, but fuller
__a _____ c-______ - t?__a r '_____:i ____a i m  i n u i c  l i c q u c i i L *  m e  1  u u u  l a u u n u i ,  w i u i  u i c  u n c a L  u i  i c g m i a u u u  a i w a j a

in the background, indicated how the thing might work. He was asked how
fh** ran ita l tn fin anrp  n n h lir  «p rv îr^ c  w as fn  hf* raicpH and fo ld  h ic m ie s fin n e r

that the matter would be fully dealt with in the report of the Liberal 
Industrial Inquiry.

After the morning session the School rested from its labours till Monday 
morning. In the pleasant weather the members were entertained by M r and 
M rs Keynes in the Fellows’ Garden of K ing’s College.

A C T I V I T I E S  I 922- I 929

During the Summer School Hubert Henderson had spoken on ‘ Industry 
and Taxation’ . In the course of his paper he argued that an active policy 
of capital development, a reduction in local rates financed by the central 
government and improved standards of education and public health were 
more important needs than any that could be met by reduced direct taxation. 
After the Summer School, Henderson was criticised by the Liberal Council, 
a point noted by W. M . R. Pringle, a former Liberal M .P ., in a letter to The 
Guardian. Keynes replied to M r Pringle.

To the Editor o f  The Manchester Guardian, 14  October iQ 2 j

Sir.
----------7

The paragraph published by the Liberal Council to which M r
Prtncrlp rpfprc ir» vnitr ic c i i p  n f T 'i Optnhpr -ac a nippp n f ‘ rarpfnlA. A A VA VI VJ AX A j  V/UA 1UUUV VTA .A J V  VLVUV1  ̂ Ukl |A ^/AWV V/A ' -------VMA VA VAX

and scientific thinking’ to ‘ correct the sloppiness’ o f M r 
H. D. Henderson is the following:—

We almost hesitate to introduce to M r Henderson those distinguished 
political economists who hold the theory that the purchasing power o f money 
is diminished by its velocity of circulation. It hardly seems a confusion of 
thought to hold from that theory that £ 10 0  spent directly by a business man 
has a higher purchasing power than the same sum subjected to the triple 
process o f payment into and out of the Treasury and expenditure by a 
War Loan holder.
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This is, of course, a piece o f the wildest nonsense, the 
appearance o f which in print is barely credible; as any econo
mist-----or anyone else— whom M r Pringle may choose to ask
will readily tell him.

M ay I also take this opportunity of asking M r Hirst a question 
with reference to his letter on ‘ Liberals and Economy ’ in today’s 
Manchester Guardian? For it is important that there should not 
be an appearance of difference of opinion between Liberals 
unless there really is one. I take it we are all agreed, first that 
expenditure on armaments should be considerably reduced, and 
secondly that there should be the greatest possible pressure 
towards administrative economy and the avoidance of waste in 
every department o f state. But I am not clear from M r Hirst’s 
letter whether he goes farther than this— that is to say, whether 
he advocates a step backwards in expenditure on the social 
services, such as national insurance, public health, and education, 
and on those kinds of productive capital expenditure which fall 
within the province o f the state, such as roads. Could he 
elucidate this point ? for the first move in a successful campaign 
o f economy is precision as to what services are to be economised.

Yours, &c.,
J.  M.  K E Y N E S

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND TRA DE

M r Hirst replied that he believed that road development was relatively 
unnecessary, that reductions in taxation were possible without impairing 
public health services and education, and that popular tax reductions would 
help the Liberal Party regain its former predominance. The next day M r 
Pringle replied that Keynes’s letter showed that he did not defend Henderson’s 
position. Keynes replied.

To the Editor  0 /T h e  Manchester Guardian, ig  October 1Q27

Sir,
Why does M r Pringle think that I disagree with M r Hender

son? M r Henderson argued that taxation merely transferred
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purchasing power and did not affect its volume, and that, 
therefore, the real objections to heavy taxation arise in other 
ways, which he proceeded to enumerate. When I heard M r 
Henderson make the speech which M r Pringle criticises I 
thought he was wasting the time o f his audience with a truism. 
I find that I was wrong. The Liberal Council is guilty o f the 
crude fallacy which M r Henderson was exposing, and supported 
it by an argument which is admittedly nonsensical.

The really important question is, o f course, whether the 
Liberal party is to call a halt or to demand a step backwards 
in the programme o f education and social reform which it was 
carrying out in the great days before 1914 . I think it would be 
rash to promise the electorate M r Hirst’s ‘ popular reductions 
o f taxation’ unless we see our way to effect them without 
interfering with our social programme. Yours &c

J.  M.  K E Y N E S

A C T I V I T I E S  1922- I 929

Ten days earlier, Keynes had written to The Su n day Times on a comment 
it had made on an article in The Nation. Owing to a slip, the letter did not 
appear until 23 October.

To the Editor o f  The Sunday Times, 9 October iQ 2 j 

Sir,
In your Political Notes o f 9 October you speak o f me as having 

‘ blown sky-high ’ the arguments in favour o f the Labour Party’s 
‘ surtax’ . This probably refers to a leading article in The Nation 
for 24 September. I agree with that article. But I did not write 
it. The leader was an unsigned one, for which M r H. D. Hen
derson, the editor, has, therefore, the responsibility. The 
attempt o f the authors o f the ‘ surtax ’ to answer him has not been 
successful. They would do better to admit their blunder.

J.  M.  K E Y N E S
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By the time Keynes’s letter on Labour’s surtax proposals had finally 
appeared, however, Keynes had made an extended comment on the 
proposals.

From  Th e Evening Standard, 22  November i g 2 j

W H Y  L A B O U R ’ S S U R T A X  I S  B A D  F I N A N C E

When poiiticai parties or Chancellors of the Exchequer find 
themselves obliged to propose new taxation, they generally try 
to do so in a manner which is unprovocative and even apologetic. 
No one likes taxes. Taxes need defending. The milch-cow must 
be handled gently if  she is to yield her milk.

Not so the Labour Party in its present mood. Their surtax 
is conceived not as a necessity but as a demonstration— something 
new and horrible, full o f pain for the rich, full of trouble for 
Somerset House, an instrument o f wrath. Its advent represents 
the defeat of that half o f the Labour Party which would like, 
as the Americans put it, to operate on the constructive side, and 
the victory o f those who think that the next step is to make things 
worse, not better.

Tf ic  TViû o n l  tn  Ka  ac i 1 r\cût-fir\rr <1 c rtncciKÎA A m rn n p  urliAcp a h Îat
ai. U  l u v a m  lu  u v  a a  a.3 1  w n v  v t ü u j v  u i u  j

object was to raise revenue to finance good causes would never 
dream of proposing the surtax. That is why M r Philip Snowden, 
whose ‘ attitude’ was so perfectly indicated by Low in The 
Evening Standard, and M r Graham— two good radicals, two 
bad revolutionaries— have, so far, had nothing to do with it.

It is a piece o f propaganda, not taxation. And bad propaganda, 
too— because it alienates the considerable number of people who 
are quite ready to stomach high, and even increasingly high, 
taxes if they are truly required to finance good purposes, but 
are not attracted by the idea that the next step is to make things 
worse.

There are several good reasons why the surtax is bad 
finance— whatever it may be as propaganda.

We have at present an income tax and a super-tax which only
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work because in Somerset House we have gradually built up an 
instrument o f amazing efficiency, such as exists in no other 
country, neither in Moscow nor in Berlin, nor in Paris, nor in 
Washington. These taxes now constitute between them an 
elaborate system o f graduation, o f special allowances, and of 
discrimination between earned and unearned income which it 
would be difficult to improve. An important simplification in the 
machinery of collection has been lately embodied in the Finance 
Act, and will come into force next year, by which the two taxes 
are more nearly merged in one. (As part o f this change the 
super-tax is to be called henceforward the surtax— a possible 
source of some fine confusions to come, when taxpayers are 
served notice on behalf o f M r Churchill to fill up their returns 
to surtax!)

Both income tax and super-tax have been reduced in recent 
years from levels to which Conservative Chancellors o f the 
Exchequer had raised them. Both could be raised again, i f  there 
was a sufficiently good reason, without any serious disturbance 
or new machinery. Assuming that we wish to raise more revenue 
by direct taxes on income, no one but a lunatic or a wrecker 
would seek to impose a third new tax cutting right across the 
other two. I can conceive o f no motive for such a proposal, except 
that it looks, and is, more tiresome.

I do not agree with those who think that our high direct 
taxation is a major cause of our industrial troubles, and that it 
is more important to reduce it than to do anything else. The 
Colwyn Committee on National Debt and Taxation showed on 
high authority how much imposture there is in such arguments.

I have no sympathy with those who would like to call a halt 
in education and other social policies in the interests o f the 
super-tax payer. For sufficiently great benefits to the country 
let us be ready to bend our necks beneath new burdens. But 
it is surely unprecedented for a political party to go about 
threatening us with a new tax without telling us how they are

A C T I V I T I E S  1922-1929
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going to use it. The old demagogy, which used to cry out in a 
loud voice the benefits to be received and slipped in the taxes 
afterwards, was, at least, better suited to the weakness o f human 
flesh than the new demagogy, which reverses the process.

Finally, there is the question of the yield of the new surtax. 
M r Lees Smith, its principal author, estimated it at £85,000,000 
because he had misunderstood the meaning o f a figure which 
he had obtained from the Inland Revenue. When the editor of 
The Nation pointed out that a tax averaging 2s. in the £  on the 
unearned incomes o f individuals in excess of £500 could not 
yield more than half this sum, M r Lees Smith, instead of 
drawing back, from what had been an honest mistake, proceeded 
to support his old figure by new explanations, of which the most 
amusing is the claim that, although the yield might not be 
£85,000,000 now, it will have risen to that figure by the time 
the Labour Party comes to office ! It is certain, in my opinion, 
that the estimate of yield is a blunder, and could not be fully 
substantiated even i f  the tax were to be extended to company 
reserves as well as to individual incomes.

Perhaps, however, this mistake about the yield will provide 
an emergency exit. M r Ramsay MacDonald began by being very 
cautious about the surtax. His tortuous mind only took it up 
after (1) he knew that M r Snowden (who had lately attacked 
his Protocol policy) did not like it, and (2) evidence had 
accumulated that the estimate of yield was indefensible. I f  it 
were to happen that the surtax is not a popular success, or if, 
for any reason, he were to become reconciled with M r Snowden, 
then he will be able to discover that he was only led to accept 
it by being deceived about the estimated yield.

During October 1927 Keynes also gave two talks. On 12  October he spoke 
to the Tuesday Club on ‘ Th e Balance of Trade’ using material from his 
article which was to appear in The Economic Jo u rn a l in December. The article 
appears below, with a supplementary note Keynes added three months later.
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From  Th e Economic Journal, December ig 2 7

T H E  B R I T I S H  B A L A N C E  O F  T R A D E ,  1 9 2 5 - 1 9 2 7

Great Britain’s visible import surplus (i.e. excess o f total 
imports of goods and bullion over total exports) has been 
increasing steadily for five years. It was £150,000,000 greater 
in 1924 than in 1922, and it looks like being £85,000,000 greater 
in 1927 than in 1924. Meanwhile the volume o f new foreign 
issues on the London market has not shown a corresponding 
decline. Whilst formerly our apparent surplus for net additional 
foreign investment generally exceeded (taking one year with 
another) the volume o f new foreign issues, since 1924 the reverse 
has been the case. As the accounts must necessarily balance 
somehow, it would be a matter o f much interest to know in 
which o f the undisclosed items the balancing changes have 
occurred. In particular, has Great Britain been diminishing the 
(net) balance o f short-period indebtedness due to her from 
foreign countries?

The relevant figures, based on those published by the Board 
of Trade except as indicated in the footnotes, are as follows:—

£  (million)

1922 1923 1924 1925 1926 1927*

Net non-merchandise surplus
Net merchandise deficiency

375f 375t 410 438 465 465

(i.e, excess of imports of goods 
and bullion over exports) 171 203 324 384 477 410

Net surplus on income account 
New foreign issues of capital

204 172 86 54 - 1 2 55

in London 136 136 135 88 1 1 1 116
Assumed increase ( +  ) or

decrease ( — )of other capital items 
required to balance the account +  68 +  36 - 4 9 - 3 4 - 1 2 3 - 6 1

Bank of France repayments
to Bank of England 51 5Î 5 6 7 37

* Excess of merchandise imports and new foreign issues estimated on basis of figures for first 
ten months; and non-merchandise surplus assumed to be the same as in 19 2 6 . 

f  Board of Trade estimates for 1922  and 19 23  revised ( 19 2 2  + 50, 1923  + 70) to match their 
revision of their old estimates for 19 24 , 1925  and 19 26 . 

t Estimated.
704



I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A ND TRA DE

It used to be believed— probably with good reason— that the 
Board of Trade’s estimate o f the net non-merchandise (or 
invisible) surplus was much too low. It still rests on a precarious 
basis o f guesswork, and the Board of Trade does not yet attempt 
to collect definite facts on the lines followed by the United States 
Department of Commerce. Nevertheless there have been two 
substantial revisions upwards since the end of the war, and I 
know of no reason for thinking that it is now more likely to err 
in one direction than in the other. The most substantial source 
of error in any given year is to be found in the amount o f the 
profits (or losses) made by British merchants, importers and 
speculators in dealing in raw materials, which, on account o f the 
frequent occurrence of wide price fluctuations, they may have, 
in fact, bought at different price levels from those appearing in 
the trade returns, or which have not been shipped to this 
country at all. For example, fluctuations in the cost of raw 
rubber alone are quite capable o f affecting the international 
financial position o f Great Britain by as much as £25,000,000 
or even more between one year and another.* How far the Board 
of Trade attempts to deal with these fluctuations I do not know. 
But it must be difficult for them to do more than make a rough 
allowance for the larger and more notorious items.

At any rate, since the Board of Trade have now raised their 
figures so greatly (their revised estimate for 1926 being 
£140,000,000 greater than their oid estimate for 1922), and since 
the big fluctuating item o f rubber has contributed a much lower 
figure in 1926 and 1927 than in 1925, it is unlikely that the true 
surplus for the last two years, 1926 and 1927, available for (net) 
foreign investment has been much greater than the apparent 
surplus o f about £42,000,000. During these two years, however, 
public issues in London on foreign account have amounted to

* In 1924  the average price of rubber was is. 2d. per lb., in 1925  2s. ud., in 1926  is. ufd. 
and in 1927  about is. 6d. Assuming that British shareholders and merchants are interested 
in 240,000 tons of rubber per annum in excess of British consumption, then our rubber profits 
were (say) £ 45 ,000,000 greater in 1925  than in 19 24 , £ 2 5 ,000,000 less in 1926  than in 19 2 5 , 
and £ 1 2 ,500,000 less in 19 27  than in 19 26 .

705



more than £220,000,000,! or (say) £180,000,000 after deducting 
the repayments made by the Bank o f France. The question as 
to how this difference has been financed is the main subject o f 
this inquiry.

In the first place, the proceeds o f new foreign issues are a very 
imperfect guide to the net total volume of our investment in 
long-dated foreign securities. There are, first o f all, the sinking 
funds for the repayment o f previous foreign loans. It would not 
be difficult to make a fairly accurate estimate as to the annual 
amount of such repayments; but I am not aware that any 
reasoned estimate of these payments— so backward are all our 
financial statistics— has ever been made. M y own guess, however, 
as to the sinking fund and other annual debt redemption 
payments (i.e. exclusive of loans paid off at maturity) would be
small— less than / to.ooo.ooo ner annum. Anart from such--------  ---- - ------- M ---, ------- , ---- -- r  - x

repayments the London Stock Exchange is an international 
market where many securities are quoted which shift in large 
amounts from one country to another. Great Britain has long 
been accustomed— though not now on so large a scale as before 
the War— to invest substantially in the United States. There are 
certain securities which pass freely between London, Paris, 
Amsterdam, Berlin and Vienna. Various parts o f the Empire buy 
back, as they grow richer, their own securities which have been 
financed by British capital in their early days. And— as a feature 
chiefly characteristic o f the last two or three years— we have 
been buying domestic continental securities especially in Ger
many, and Americans have been beginning to buy a few 
domestic British securities (though the burdens o f double 
income tax continue to impede greatly this class o f transaction).

The crross volume o f these transactions backwards and 
forwards must be very large. It is, therefore, possible that the 
net balance one way or the other might also be large. Indeed, 
it is probable that our normal pre-war foreign investment was

t  These figures, which are based on the totals published by the Midland Bank, exclude, so
far as possible, new loans to repay old ones.

A C T I V I T I E S  1922-1929

7 0 6



I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A ND TRADE

a good deal larger than the new foreign issues in London. 
Whether or not the reverse is now true, it is hard to say; and 
it is so difficult to make a reasoned estimate as to the amount 
o f the net balance that an attitude of complete agnosticism on 
the whole subject might seem attractive.

All the same, I think it is legitimate to draw tentative 
conclusions as to the order o f magnitude o f this net balance. The 
very absence o f tangible evidence as to the amount o f the various 
transactions involved suggests, I think, that their net result is 
not likely to be very large in relation to the big figures 
appropriate to the present discussion. Moreover, it is certain that 
there are substantial items on both sides of the account; so that 
if  the net difference is to be large, the gross items must be very 
large indeed— so large as scarcely to escape general observation 
and some sort o f rouffh comnutafion.--------------- ---------------------------  - -  -  -  -  -  -  p —  ----------------- 1 ---------------------------- -----------

Let me particularise a little further. On one side o f the 
account there are the purchases o f foreign investments by 
ourselves otherwise than through the new issue market. Two or 
three years ago our holdings of American securities stood at a 
low figure, since we had sold almost the whole of our pre-war 
holdings during and after the War, whilst the risk of loss arising 
out o f a return o f sterling to parity deterred repurchases prior 
to our return to the gold standard in 1925. There is much 
evidence, however, that more recently British investors, parti
cularly insurance companies and investment trusts, have been 
returning to their old favourites. It is, therefore, probable—  
indeed almost certain— that we have bought more American 
securities than we have sold during the last two or three years. 
This conclusion is corroborated by the figures o f the U .S. 
Department o f Commerce, who calculate that in 1926 there 
was a net movement o f American stocks and bonds outwards 
to foreign countries generally amounting to £25,000,000 
($636,000,000 sold and $509,000,000 repurchased); and add 
expressly that the evidence o f their questionnaires shows that 
‘ British investors are gradually reverting to their pre-war
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custom of investing in American securities’ . In addition to this 
movement, American new issues o f loans to foreign governments 
have generally stood at a slightly lower price than similar issues

t — a  —111 J^U llU U ll*
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there has been a steady stream of such bonds from New York 
to London. Moreover, since two or three years ago we had very 
few o f the domestic securities of continental Europe, it is 
probable that during the period o f European reconstruction we 
have purchased more of such securities than we have sold, 
especially from Germany. Finally, Paris, which was a buyer o f 
international securities during the flight from the franc, is more 
likely to have been a seller on balance during the period of 
recovery.

On the other side o f the account there are the sales o f 
securities from ourselves to investors abroad. There is probably 
a steady stream, nowadays, of sales to the Dominions. But it is
m ntp pprtüin til o t  C11 rYk cal
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have been re-sales of their own high-yielding government 
securities to continental countries; but for the reason given 
above such purchases on continental account are more likely to
1_ _ _ 1_________ ... . J_ • XT_____ XT'____1. 1̂ ____ T _ _ J . n  • 11 .1nave oeen maue in i>jew iorit man in bonaon. rinany, mere 
are the sales from London to New York o f international 
securities and also o f some domestic British securities. The 
last-named may be substantial; but owing to income tax and 
other considerations, such purchases are concentrated on a 
limited number o f securities; and we should surely have heard 
more about it than we have, if  it had been taking place on the 
scale o f tens of millions per annum or anything approaching this.

On the face of it, therefore, it would seem that the two sides 
of the account o f the sale and purchase o f securities to and from 
foreign countries, other than new issues, are more likely to be 
nearly balanced than they are to be widely different. I see no 
reason to think that the one side has exceeded the other during 
the last three years by £100,000,000 or even £50,000,000. Even 
a difference o f £20,000,000 would be hard to substantiate. It is



indeed just as probable, indeed more probable, that our purchases 
o f securities, other than new issues, from foreigners have 
exceeded our sales, as that our sales have exceeded our 
purchases.

I conclude that a prima facie case exists for the view that our 
net foreign investment during the last three years— apart from 
the balance o f short-period borrowing and lending— may have 
exceeded our available income surplus by some figure not less 
than £150,000,000, and perhaps in the neighbourhood of 
£200,000,000; from which it would follow that we have adjusted 
the position by diminishing our liquid assets or increasing our 
short-period obligations by a similar sum. This is after allowing 
for the Bank of France’s repayments to the Bank of England.

Is such a conclusion consistent with the direct evidence as 
to the international movement o f short-period balances? I f  it is 
contradicted by such evidence, then the statistical foundations 
on which we have raised it are not strong enough to justify 
obstinacy. But if  it is not contradicted, then our conclusion may 
represent about as good an approximation as the character of 
the data permits.

For a consideration of the movements of short-period balances, 
the two and a half years since the return to the gold standard 
may be divided into three intervals. Immediately prior to the 
return to gold, foreign, and in particular American, balances
-----------l „ i : _________1 _____4.„ u „  xi____________* „  t _______j____— ----------------1w c i c  u c i i c v c u  a i  u i c  1 1 1 1 1 c  i u  u c  l i u w i n g  i u  Aj U i i u u i i  i n  s p c e u i a u v e

anticipation o f the improvement in the exchange. It may be 
presumed that, after the anticipation was fulfilled, profits were 
taken and that these balances flowed out again. But at the same 
time their place was taken by normal and quasi-permanent 
foreign banking balances which were re-established in London 
after the restoration of the pre-war gold parity. Having regard 
to the magnitude of the foreign balances of central and other 
foreign banks, as to which some figures will be given below, one 
might expect this movement by the middle of 1926 to have 
increased the total foreign balances in London by a large amount
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as compared with the end o f 1924 (when the speculative 
movement in anticipation o f the return to gold had hardly 
begun), and even by a substantial amount as compared with the 
middle o f 19 2 5 .1  know o f no actual figures to substantiate this. 
But City opinion, basing itself on general observation o f the 
facts, does not doubt that the return to gold (whatever its other 
consequences) restored the position of London as a depositary, 
along with New York, o f foreign balances. Over and above this 
return o f quasi-permanent balances, this period also covers the 
flight from the franc when abnormal private French balances 
in London were rapidly increasing— the major part o f the 
collapse o f the franc having occurred between October 1925 and 
Ju ly  1926.

The second period— say, roughly, from the middle o f 1926 
to the middle o f 1927— was marked by the portentous piling up 
of foreign balances by the Bank o f France and the French 
Government. These balances are believed to have approached 
a total o f £200,000,000 by the end o f this period and it is said 
that some £80,000,000 out o f this was located in London. We 
must not attribute the whole o f this flow to the period 
subsequent to the middle of 1920, since to an important extent 
official purchases o f sterling on French account represented the 
taking over of sterling previously purchased by Frenchmen on 
private account. But we may fairly attribute the major part o f 
it to the period subsequent to the middle o f 1925, since there 
is no reason to presume the existence in London in the early 
part of 1925 of large floating balances on French account, 
whether public or private.

Thus whilst the return o f normal foreign bank balances to 
London overlapped the reflux o f balances on account o f 
exchange speculation, and similarly the growth o f official franc 
balances overlapped the reflux of private French balances, 
nevertheless, i f  we take the whole period from the beginning of 
1925 to the middle o f 1927, it is reasonable to assume an increase 
of at least £100,000,000, and probably more, in foreign balances
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in London, in addition to the repayment o f £50,000,000 by the 
Bank o f France to the Bank o f England which has been already 
allowed for.

We come finally to the period since August 1927, when money 
rates in London have been established on a basis appreciably 
higher than corresponding rates in New York as a result of the 
reduction o f the Federal Reserve rates to 3^ per cent and the 
maintenance o f the Bank o f England rate at 4\  per cent. In 
comparing British and American money rates it is always a 
matter of much difficulty to know which to choose as being most 
truly comparable. In this case, however, different methods of 
approach yield much the same answer, as is shown below.

The Federal Reserve Bulletin for September 1927 chose as its 
basis o f comparison the New York time loan rate (90 days) with 
the London bill rate (90 days). But it will be better to give also 
the London time loan rate and the New York call loan (renewal) 
rate

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND T RA DE

Deposit rate (90 days) Three-months 
bill rate 

London^

Call loan 
rate

New York§London* New Yorkf

July 1926 4-75 4-37 4 31 4-27
August 4-75 4-75 4 36 4-52
September 4r75 494 4-53 3-W
October 4-75 500 4-69 4-75
November 4-75 4-75 4-74 4-56
December 4-75 4-68 4-47 5-16
January 1927 4-75 4-50 4 23 4-32
February 4-75 4-44 4 14 403
March 4-75 4-44 4-33 4-13
April 4-66 4-44 4-23 4 18
May 4-50 4-37 3-62 4-26
June 4-50 4-50 4-35 4-33
July 4-50 4-37 4-34 4-05
August 4-75 4-12 4-34 3-68
September 4-75 4-12 4-32 3-80

* Supplied by a bank.
t  Time loan rates as given by Federal Reserve Bulletin.
t Mid-monthly three-months bill rate as given by London and Cambridge Economic Service. 
§ Renewal rate.
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This table is, I think, conclusive as to the movement o f 
relative rates in the two centres. In the autumn o f 1926 it was 
possible to use a free balance with slightly more profit in New 
York than in London. In the spring o f 1927 London was, on 
the whole, offering a little more than New York— up to J  per 
cent higher. In June 1927 rates were as nearly as possible level 
in the two centres. Since August 1927 London has been j  per 
cent higher than New York. This is a very substantial difference 
as these things go— particularly in the autumn, when New York 
rates are almost always higher than London rates. It is evident, 
therefore, that international balances, in so far as they are 
influenced by interest rates, must have had a preference for New 
York in the last half of 1926, a slight preference for London in 
the first half of 1927, and a substantial preference for London 
since August 1927.

It is scarcely to be supposed that this shift o f relative rates 
in the autumn of 1927 as compared with the autumn o f 1926 
can have been without influence on the movement o f inter
national balances. But there is a mitigating consideration of 
which we have not yet taken account. I f  the rate o f exchange

r s~%.n m  T  fv M  r l  «« m  y l  / u t r  A * * 1 r  iTTrt n  rt L  n  i  i  » t "mr A   ià D 'é 'û rt / I

UCLW CU1 J-jUUUUU  <11114 i> IC ÏÏ 1 U IA  W <10 ftU S U lU LU J  H A tU  a id L ^ lU

of fluctuating, as in fact it does, between the gold points— there 
is a large supply of floating resources for which even a small 
difference in the relative rates of interest would be a determining 
consideration. In view, however, o f the fluctuations which 
actually occur, a possible difference between the rate of exchange 
at which funds are remitted and that at which they will be 
brought back again is a relevant factor. I f  we take 4 85 and 4 89 
as the gold export and import points respectively for sterling 
(this is not exact, but near enough for the present purpose), this 
is a difference of about 82 per cent. Thus when the sterling 
exchange stands at 4-89, an American bank which remits funds 
to London runs the risk of having to remit them back, again at 
4-85 and thus losing 82 per cent on the exchange as an offset 
against any gain in interest. For a long-period investment this
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hardly counts, but spread over three months it is very large. 
These figures, however, represent the extreme measure o f the 
exchange deterrent as against the interest incentive. When
c t p r l i n f r  i c nt / i - S r  fTi#»rf» ic  n n  p v p h d n o 'p  H p f p r r p n t 1 i f  f l i p  r p m i t + p rütvi une X LJ ML *t .iivi v iu nvr VAvnuiii iv m « xx uxv x vxiiuivx

anticipates satisfactory interest rates in London for some time
tO CGITiC a Fid IS, txlCFCiGFC, p FC p ST cd  tO SpFCau a lly  CXChaîlgC loSS
over a longish period, the deterrent is much diminished; and
in any case tne true measure or tne deterrent is not its possioie
maximum but its mathematical expectation (i.e. the amounts of 
possible exchange losses multiplied by their probabilities). 
Moreover, it is generally possible to insure against exchange loss 
by means of a forward exchange transaction for less than the 
possible maximum of loss.*

The fact remains that as sterling creeps up above 4 85, high 
interest rates in London become less and less effective in 
drawing short-period investments from abroad. It is evident that 
with exchange at 4 85 a difference of \  per cent in interest rates 
in favour of London might be extremely powerful in drawing 
funds. I f  short money would not flow in these conditions, it 
would indicate either that our power o f maintaining the gold 
standard was distrusted or that we had borrowed already a large 
proportion o f the world’s floating funds. Thus funds will flow
111 fllA firc f inef<iriff» nn o o rinm 1 nfa fn  r n n mi t  nmr *3̂ UPfCP
xxx u iv  xxx j l. uutaiiV/V e/ 1 1  a ov̂ cuu aue>\juaiv lu v a iiw i uwl u n j mvitvuv

international balance on other scores, and, when this has been 
accomplished, their continued movement shifts the exchange 
upwards. As the exchange rises the remittance of funds becomes 
less and less attractive until a position of equilibrium is reached 
where the incentive of dear money is no longer strong enough 
to draw any additional funds in face of the deterrent o f possible 
exchange loss. It is impossible to say a priori just where this point 
of equilibrium will be found, because the exchange deterrent is 
o f varying significance and importance to different classes o f 
lenders and borrowers; but during the last two months ex-

# I have gone into the details of this in A Tract on Monetary Reform \ JM K ,  vol. iv], chap, 
in.
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perience seems to indicate that it lies somewhere in the neigh
bourhood o f 4-87. The present indications are that the existing 
difference of interest rates is exceedingly effective in maintaining 
the exchange above 4 85, but that it would need a greater 
disparity, or a greater confidence in the duration o f the present 
disparity, to drag it up to 4-89. As funds flow under the 
attraction of dear money, the exchange rises; as the exchange 
rises the cost o f insurance by means o f a forward exchange 
transaction (i.e. what is called the ‘ swap rate’) increases; and, 
according to recent experience, this continues until for a 
three-months transaction the ‘ swap rate’ about balances the 
gain in interest. When this point has been reached a further 
improvement in the exchange is dependent on the inflow of 
‘ unhedged’ funds, i.e. short-period investments which for one 
reason or another are prepared to ignore the risk o f exchange 
fluctuations.

We have stated the argument in terms o f the dollar exchange; 
but corresponding calculations, each with its appropriate critical 
point, also apply to the movement of funds between London and 
the chief continental financial centres.

The argument so far makes it probable that funds have moved
under the influence of dear money sufficiently to liquidate any 
debit balance; but we have no clue as to the magnitude o f such 
movement. The movements must have occurred in three ways :—

(i) by causing trade bills to be carried in New York instead 
of m London;

(ii) by causing London banks to borrow in New York or 
American banks to lend in London;

(iii) by attracting (non-American) international floating bal
ances in London.

As to each o f these we have a certain amount of indirect 
evidence.

That trade bills have been held back this year is the prevailing 
impression in the City. The Times wrote on October 2 4 ,19 2 7 :—

714



American banks, instead of sending sterling cotton and grain bills to London 
for discount immediately they are ready, have lately shown a tendency to 
keep them as investments, and to remit them for collection at maturity. It 
is calculated that the British banks hold at the present moment not much 
more than one half the amount of American grain and cotton bills which 
they had in their portfolios two years ago. The American banks have been 
induced to do this by the higher rate of discount which prevails in London.

The slack movement of raw cotton to Liverpool is partly 
responsible. But the effect of relative interest rates is confirmed 
from America by an interesting passage in the Boston Evening 
Transcript (quoted by The Manchester Guardian, Oct. 1927):—

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A ND T R A D E

The comparatively low interest rates prevailing here [United States] have 
led British banks to make extensive short-term loans at American banks, by 
means of which the London banks have prepared themselves to take care 
of cotton and other acceptances made by their customers, the British 
manufacturers, as these come along. That is to say, such purchases are, for 
the moment, being financed wholly in dollars, and the reckoning in pounds 
has been set over for 60 or 90 days.

What bankers know is that the names of British banks have been behind 
important borrowings at short term here. W hy on earth would the British 
banks have opened these dollar credits if it was not for the financing of 
autumn purchases? The conclusion seems inescapable. JVIoreover, it was 
given direct official sanction on Tuesday by a prediction in the Federal 
Reserve Bulletin that ‘ the decline in rates charged on bankers’ acceptances 
in New York’ would have precisely this ‘ tendency to attract a larger volume 
o f the financing o f exports to the banks of this country’ .

As to lending by American banks in London, it is difficult, 
or impossible, to obtain quantitative estimates. That it does 
occur and sometimes on a substantial scale, is certain. But it is 
doubtful whether such transactions are very large, because it is 
precisely this type of transaction which would be most deterred 
by the level o f the ‘ swap rate’ .

As regards international floating balances the impression is, 
I think, that these have been increasing steadily but not 
sensationally, and that for various reasons the greater part still 
repose in New York. The volume of these balances, however,



is now so gigantic that the movement o f even a small proportion 
o f them amounts to a large absolute figure. This is shown by 
the remarkable figures collected by the United States Federal 
Reserve Board and Department of Commerce. According to the 
former authority:— *

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

Estimates based on the published balance sheets of about thirty central banks 
indicate that at the end of March 1927 these banks held substantial amounts 

of liquid foreign assets, aggregating altogether at least $1,600,000,000. O f this 
amount about one half was held by banks required by law to maintain 
reserves and authorised to include these foreign holdings as part of their 
required reserves. More than $800,000,000, however, was held as a matter 
of policy by other foreign banks of issue either having no specified legal 
reserve requirements, as in the case o f the Bank o f France, or having no
011 tliAf(fir Ea frtfôimo occAfc <ie IaomI rpcprtrpc <ic in tb P COCP n f  f-b p rpntro 1auLiiui ilj lu wuiiL lui Vigil aoovco aa ivgAi ivjvi uü ui tuv v/j. uiv vviium

banks o f the Netherlands and Sw eden. . .  O f  the total holdings o f foreign 
assets bv central banks, a considerable orooortion is held in the United States.- j  - - - ? - A X

While there is no way to determine this proportion precisely, there is reason 
to believe that it is large, and that perhaps as much as $1,000,000,000 of 
the operating reserves o f foreign central banks is in the form o f dollar 

exchange.

This relates to central banks only. The U .S . Department o f 
Commerce, as the result o f its revised questionnaire to bankers 
for 1926, has arrived at the following results as to the grand total 
o f foreign balances and other ‘ unfunded’ items:—

J T . . r . ___ _____ ______ 4. TT  C  ____ __ +
lJ n ju u u c u  ucrn$\ u u c  j r u r n  \j . kj . i u  j u r c i g n c r  jJ.

Dec. 31, 1925 Dec. 31, 1926

Deposits (time and demand) of foreigners
T.oans ond fmm fAfftigfipfc

$1,108,000,000
448 nnn non• •UjVWjVW

$1,443,000,000 
284 nnn nnnkfU 1 jVWjVVV

Short-term investments made by U.S. 
banks for foreigners (including bills
nnd /"'•rt 11 <ind titnA Irvinr nl'i/'fid nn 
aiau va la auu umv ivaiu piavvu uu

their behalf) 288,000,000 419,000,000

Total $1,844,000,000 $2,246,000,000

f  The questionnaire totals have been increased by 10  per cent to cover many smaller banks 
which did not report.

\  ‘ Foreigners’ is interpreted to include (1 ) foreign governments, banks, bankers and others 
resident abroad, and (2) foreign branches of American banks.

* Bulletin for June 19 2 7 .
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Unfunded items* due to U .S. from foreignersf

Dec. 31, 1925 Dec. 31, 1926

Deposits (time and demand) with
foreigners $367,000,000 $327,000,000

Loans and advances to foreigners
Short-term investments made for U.S.

592,000,000 682,000,000

banks by foreigners 87,000,000 80,000,000

Total $1,046,000,000 $1,089,000,000

# The questionnaire totals have been increased by io per cent to cover many smaller banks 
which did not report.

t  ‘ Foreigners’ is interpreted to include (i) foreign governments, banks, bankers and others 
resident abroad, and (2 ) foreign branches of American banks.

This table exhibits the remarkable result that at the end of 
1926 foreigners held liquid assets in the United States to the 
value of about £450,000,000, and had increased them by about 
£80,000,000 during the year. Further, the excess o f such assets 
over similar assets held by American abroad had increased 
during the year by about £70,000,000.

I f  we were to include the foreign balances held in London 
and other international centres we should probably have at the 
end of 1926 an aggregate o f floating international balances of the 
order of magnitude of £600,000,000. The existence o f an 
aggregate so large compared with the volume o f foreign trade 
and other international items on current, as distinct from 
capital, account is a very novel thing. Some considerable part 
of these funds is undoubtedly influenced in its location by 
relative money rates (taken in conjunction with the actual and 
prospective rates o f exchange). This means that the efficiency 
o f bank rates as an expedient for liquidating international 
indebtedness by short borrowing (or lending, as the case may 
be), without exerting a corresponding influence towards the 
establishment of permanent equilibrium by affecting any of the 
current items o f international income and expenditure, is very 
powerful indeed, perhaps dangerously so, for a country standing 
in good credit. It means that it is very easy for such a country
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to live for a considerable time by, in effect, increasing its 
overdraft.

At any rate there is nothing improbable in the various factors 
which have been analysed above having led to a diminution o f 
anything between £150,000,000 and £200,000,000 in Great 
Britain’s (net) international liquid assets (exclusive o f the 
French repayment) over the past two or three years. M y 
conjectural balance sheet is, therefore, as follows:—

Great Britain’s International Account, 1925-27

A C T I V I T I E S  1 9 2 2 - I 9 2 9

Net surplus on income New foreign issues in
account £ 100 ,000,000 London £300,000,000

Bank of France Other long-term
repayment

Decrease of liquid inter-
50,000,000 investment (net) —

national assets (net) 150,000,000

£300,000,000 £300,000,000

Possibly £25,000,000 should be added to the total on both 
sides of the account; possibly £25,000,000 should be subtracted. 
It is, however, something o f a scandal that it should not be 
possible to answer these questions for certain within a margin 
o f error of (say) £50,000,000!

The satisfactory feature of the situation lies in the fact that 
we appear to have had a surplus of £100,000,000 on income 
account in respect of these years, which include the strike period. 
Our problem is, therefore, primarily, not a problem of 
restriction, but one of adjustment between our long-term 
lending and our short-term borrowing. We are comfortably 
solvent even on the basis o f the reduced level o f exports of 
1925-27. So long, however, as we continue to lend abroad more 
than our current surplus and to balance the account by 
attracting foreign funds, there is, obviously, in the situation, a 
dangerous element of artificiality.

The picture of the international balance sheet will not be 
complete without a further glance at the American situation.
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The U .S. Department o f Commerce report on ‘ The Balance of 
International Payments of the United States in 1926 ’* has 
disclosed certain facts which will be, I think very surprising to 
most European readers. We have, most o f us, come to regard 
the United States as having an almost inexhaustible surplus 
available for foreign lending, so that the chief problem is to keep 
her supplied with an adequate crop of foreign bonds suited to 
the tastes o f her investors. It now appears that this is a delusion. 
America’s large foreign investments o f the last two or three 
years have been made— like Great Britain’s— by no means 
entirely out o f surplus income, but partly by incurring increased 
short-period indebtedness. The figures for the years 1924-26 are 
as follows:—

I N D U S T R Y .  E C O N O M Y .  C U R R E N C Y  AND T RA DEj  -  - ?

1924 1925 1926

Net long-term investment
abroad $522,000,000 $432,000,000 $522,000,000

Net surplus on income account 310,000,000 429,000,000 13,000,000
Excess of long-term investment

over surplus income $2 1 2 ,000,000 $3,000,000 $509,000,000

O f the aggregate excess ($724,000,000) over the three years, 
$514,000,000 has been definitely traced by the questionnaires to 
a net increase in foreign liquid assets in the United States, the 
balance representing untraced ‘ errors and omissions’ .

Thus in these three years America’s surplus on income 
account averaged not more than about £50,000,000, whilst her 
net long-term foreign investment averaged about £100,000,000. 
Now the first figure is not quite so high as Great Britain’s 
surplus (apart from the strike year, 1926), whilst her net foreign 
investment is also slightly less than Great Britain’s over the same 
period. Thus in spite of our diminished exports, our international 
financial capacity is not yet markedly inferior to that of the 
United States. Moreover, the United States has in recent years
# By Ray Hall, with a foreword by Herbert Hoover (Trade Information Bulletin, no* 503).
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been doing just the same thing that we have been doing, namely, 
investing long out o f the proceeds o f borrowing short.

In 1926 the American surplus on current account fell so low 
that, i f  it had not been for what we paid her in respect o f war 
debts, she would have shown a deficit. This surprising state of 
affairs is mainly due to the terrific expenditure o f American 
citizens travelling abroad, which is estimated for 1926 at 
$761,000,000 (say, £150,000,000), inclusive of the expenditure 
o f Americans more or less permanently resident abroad.

I should add, to avoid the exaggerated conclusions from the 
above, that in 1926 America’s merchandise export surplus was 
unusually low. During the first eight months o f 1927 her visible 
trade balance was about £58,000,000 more favourable than in 
the same period of 1926. Thus the surpluses on income account 
in IQ24 and 1021; are Drobablv more representative o f the

 ̂ A mf X

present position than the surplus in 1926.
However this may be, it is unlikely that the United States can 

continue to absorb foreign bonds at the present rate, when 
foreign balances in New York cease, as they must sooner or later, 
to rise, or begin to decline. A prolonged continuance, therefore, 
of the present cheap money policy o f the Federal Reserve Board 
may be expected to lead eventually to an export o f gold; and 
the above figures suggest that the United States must be much 
nearer losing gold than has commonly been supposed. It would 
seem probable indeed that an outward flow o f goid may be both 
foreseen and desired by the Federal Reserve authorities, who 
must presumably be alive to the true situation o f the international 
account. In this case the monetary history of next year may 
largely depend on how public opinion takes it when the gold 
actually flows. The public has been taught for so long to regard 
the loss of gold as a sign of weakness that it may alarm them 
unduly even if  the Federal Reserve authorities take measures to 
neutralise the effect of the loss of gold on the credit situation. 
If, however, the Federal Reserve Board proves strong and 
determined enough to go through with it, the reassuring effect

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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on the central banks of Europe should have a marked influence 
in relaxing credit restrictions throughout the world, raising the 
international price level and stimulating trade and expansion. 
Let me add that I am here following through the conclusions 
of an argument on a limited terrain,— there are also other

oac r \ Ç  * \ IrtnH urliir'K Iip ontcirlA tK p cpnnp n f frlnic nrfiplp 
I l U i U V U V V O  \/*. <4 XVAIIV* T T 1 1 1V H  11V  U U L J 1 V 1 V  U 1 W  O l  L l l l O  O l  U V i V

which are capable o f diverting the course o f events.
t4- „ .:n  i____ i___ „— i *1 * c  : —  __*____ _______ ____ _ u
1L W i l l  UC UUSCl VCU LllclL lU IC lg l l  111 VCMI11C11L M l ICC 1 Q ^ j-) LMJLII

by Great Britain and by the United States, has been peculiar 
and abnormal in character, inasmuch as it has not translated 
itself, as it normally does, into a demand either for goods or for 
gold, but has been hoarded in liquid form in the foreign centre 
where the borrowing has occurred. I think that we have here 
a very important clue to the monetary events of recent years. 
The use o f the proceeds o f foreign borrowing by European 
central banks to build up liquid reserves abroad has had a strong 
deflationary influence. We and the United States have been 
continually creating purchasing power for foreigners on a very 
generous scale in relation to our true surpluses, but they have 
not been using it. It has not translated itself, as it normally 
would, into a demand for eoods and a stimulus to trade. Sooner 
or later this hoarding process must come to an end. When it 
does, a seriously depressing influence on international trade and 
general economic expansion will have been removed.

The modern age, in which debits or credits between nations 
are settled by changes in the volumes o f liquid balances held 
in international financial centres, instead of by movements of 
gold, brings with it a new type of problem for which ready 
solutions are not yet available. This is partly the fault of 
economists who have not yet forged sufficiently sharp weapons 
o f analysis— though the task o f saying just how their present 
weapons are deficient and how they could be improved lies 
beyond the scope o f this article. But it is also true, at least in 
Great Britain, that our statistical apparatus is deplorably 
deficient. It is absolutely vital to a sound monetary policy that
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we should be accurately aware o f the direction and magnitude 
o f the movements o f international balances. At present our 
authorities are content that the so-called ‘ invisible ’ items in the 
international balance-sheet should remain invisible in the literal 
sense. It is just as though in the old days we had not known 
within a wide margin o f error whether gold was flowing into or 
out o f the country or in what quantities. I do not see why 
questionnaires issued in London should not produce as useful 
results as questionnaires issued in New York, or why, when in 
search o f facts o f vital national importance, we should continue 
to grope in barbaric darkness.

A C T I V I T I E S  I 9 2 2 - I 9 2 9

From  Th e Economic Journal, M arch 1Q28

N O T E  O N  T H E  B R I T I S H  B A L A N C E  O F  T R A D E

Since the publication o f my article on ‘ The British Balance of 
Trade, 19 2 5 -2 7 ’ , which appeared in The Economic Journal for 
December 1927, p. 551 ,  the definitive figures for 1927 have been 
published by the Board o f Trade. The apparent excess o f new 
foreign capital issues in 1927, over the net surplus on income 
account comes out at £43,000,000, instead o f £61,000,000 as in 
my provisional estimate. This modification does not materially
affect my argument as to what had been happening during the

****** t A'*» r  T L  ** f i n n l  A o f i m n f A O  r \ f  f l i A  R r t n r r l  r \ fu u  v v  j  VMi o x y . i u v  im m  vo u jh iu lvo  vsx u i v  i / u a i u  u i x l a u v

are shown in detail below; it will be seen that they have 
increased their estimate o f the net shipping income by 
£20,000,000.

The following table is set out (with the 1927 figures brought 
up to date) in the same form as in ‘ Britain’s Industrial Future’ , 
p. 29.* The figures for the years prior to 1927 only differ from

* There is a slip (corrected below) in the table as there published, the Bank of France 
repayments being reckoned as an addition to, instead of as a subtraction from, net foreign 
investment.
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those in my previous article in that certain small subsequent 
corrections by the Board o f Trade for the years 1922 and 1923 
are now allowed for.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A ND TRA DE

£  (million)

1913 1922 1923 1924 1925 1926 1927*

Estimated net income from 
overseas investments 2 10

I. Income Account

175+ 200+ 220 250 270 270
Estimated net national 

shipping income 94 133f 133+ 140 124 120 140
Estimated receints fromr

short interest and 
commissions 25 40f 50+ 60 60 60 63

Estimated receipts from 
other services 10 12 + 15+ 15 15 15 15

Total 339 360+ 398+ 435 449 465 488
Deduct estimated excess o f 

Government payments 
made overseas ? 25 25 1 1

Net non-merchandise 
surplus 339 360+ 373+ 410 438 465 488

Net merchandise deficiency 
(i.e. excess of imports of 
goods and bullion over 
exports) 158 171 195 324 384 477 392

Net surplus on income 
account 181 189 178 86 54 - 1 2 96

New foreign issues of 
capital in London +  198

II. Capital Account

+  135 + 1 3 6 + 134 +  88 +  1 1 2 +  139
Bank of France repayments 

to Bank of England J - 5 - 5 - 5 - 6 - 7 - 3 7
Assumed increase ( +  ) or 

decrease ( —) of other 
capital items required to 
balance the account - 1 7 +  59 + 4 7 - 4 3 - 2 8 - 1 1 7 - 6

Total of capital account +  181 +  189 +  178 +  86 +  54 - 1 2 +96

* Non-merchandise surplus assumed to be the same as in 1926.
f  Board of Trade original estimates (Board o f Trade Journal, January 3 1 , 19 24 , p. 15 2 ) revised 

to harmonise with the official revision of their original estimates for 1924  and 19 2 5 .
I  Estimates.

Compiled from the Board o f Trade Journal, January 3 1 , 19 24 , p. 15 2 , January 27 , 19 2 7 , 
p. 93, February 2 , 19 2 8 ; Midland Bank Review.
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On 14 October Keynes spoke to a new forum, the Cambridge Institute 
of Bankers, at its inaugural meeting. His speaking notes appear below. A  
fairly full report o f his talk appeared in the November 1927 issue o f The 
Banker.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

N O T E S  F O R  ‘ T H E  F U T U R E  O P P O R T U N I T I E S  O F  T H E  B A N K

O F F I C I A L ’

Honour to preside at inaugurai o f Cambridge branch 
Possibility o f a gathering such as these lectures enormous 
Change during even my experience in Cambridge 
Bank clerk o f today has to realise that although a member of 
something so stable, he belongs to a rapidly shifting institution 
with deep roots in the past but probably new and changed 
complexion in the future.
The chief topic of my address is the future
But proper on this occasion to consider for a moment the past
and the great men who have gone before us.
Extreme antiquity o f banking temples (smallness of Semitic 
influence in English banking unique; in the Scotch and the 
Quakers we have found their equal)
All

___A
JLillglclllU,

rt rx «• /4 1 rt  ̂̂   ̂ m « wm jx X*
i c t u i u a  i l l  IC d & l g U  UiAVlL LU d U U U l  U 1C  L1111C U1

Cromwell
Trinity
Hoares Lloyds
Bagehots private banker— reference to father
The Big Five essentially a development o f last 25 years
Still a period of transition
Some have passed further (e.g. Midland Bank— memories o f Sir 
E. Holden) from old traditions than others (e.g. Barclays). But 
still dependent for boards and higher personnel on men 
inherited from the old system
One of the great questions o f today for Big Five how far they 
will prove capable o f training up from their own staff men fit 
for the really big positions— whether period o f too much routine 
and too little responsibility may last too long
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For Big Five have reached the stage where they are up against 
problems o f socialism
Bank staffs are in fact a huge civil service working on a salaried 
basis with great security of tenure 
Shareholders more and more remote
Hardly any o f the responsible people acutely affected in their 
own pockets by degree o f profits within wide limits 
Competition, it is true, between the separate great institutions 
but not o f a kind which eliminates
The Banks— and Insurance C ies— have gone furthest along the 
line o f evolution which probably a large part of big business will 
follow presently
Divorce between ownership and management and between risk 
and management which is the problem of state-run things 
But retention of ultimate profit test and some measure of 
decentralisation and independence o f political influences 
This semi-socialism the type of the future 
The old individualism, however desirable, simply impossible 
Well you here are units in great machines o f this most modern 
type. It lies with you to evolve some principles of education,
c p l p r t i n n  j  n r ]  n r a t n n l  in n1 •• ■ ■ • ■ 1. V V* V/A XV̂XVVVXVXX UXXVt - f n r  n n i t p  n c  m i i p h  w i t h  th#»■ ■ ■ ■ ...... ..y • • b «J MX W M>kJ M * * M VX X rr X VX X X-4 x Viv i vxxvkrv

staff as with the management
Freedom from pettiness, protection o f vested interest, jealousies 
Spirit o f public service ; feeling of being servants o f the public 
Immense attention to education o f the talented young
Every bank clerk ought to keep himself going outside his routine 
in a real professional interest in some semi-professional sideline 

Competent economists R E S  special opportunities in Cam
bridge
Finance and investment 
Money markets and exchanges 
London and Cambridge 
American and Continental conditions 

But not just in an amateurish way
Everyone ought to make himself a real expert in some direction
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or other— and one day— quite unexpectedly— his chance will 
come
In particular banks likely to be the great centres o f statistical
infrirm 'il'inn in fn h irp  P/vm K inifm n n f  mHi\nrln*11 cpcrpptr 1171 fK
m i u i  n i f t n o i i  1 1 1  v j v i i i i L r u i u L i v i i i  u i  m u i  *  i v i u m  o w i  w j  m u i

collective publicity
Beginning o f scientific age in economics and business 
Immense contribution which the banks can make to this 
Beginning made with Lioyds 
Collaboration with economists
Great further development o f smaller accounts. Abolition o f or 
reduction o f cheque stamp— chequelets 
In this case necessity o f economising routine 
Mechanical methods (pass books)
Prudential experiment
Reduction o f unnecessary routine (e.g. continental practices) 
Great scope for persons of a different type o f brain 
Then historical hobbies
I conceive the banks of the future with bodies o f wonderfully 
contrived mechanisation and brains which make them the centre 
of the scientific interpretation and control o f the broad move- 
ments oi uusiness. n  great c i v i l  service witu nigu trauitions 01 
public service and wide opportunities for the development and 
employment of many different types o f talents.
But they might develop otherwise greed at the top sloth at the 
bottom
It is in the next 25 years that the destiny o f British banking will 
be settled and it will depend on the moral and intellectual 
qualities o f the bank official what happens in the end.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

In October 1927 System : the M agazine o f  Business published an article by 
Sir Alfred Mond, the chairman of Imperial Chemical Industries Limited. 
In his article entitled ‘ Amalgamation, Rationalisation, Imperial Arrangement : 
The Latest Phase in Industry’ , Sir Alfred set out the forces leading to 
rationalisation in industry and raised the question as to whether rationalisation
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in Britain should be linked to European or Imperial developments. A t the 
request o f the Editor Keynes commented in the next issue.

From  System, Novem ber i g 2 j

I agree with Sir Alfred Mond’s general philosophy of what 
British industry should be today, so far as the basic industries 
are concerned, which he has set forth in System for October.

When an industry is a new one, and going ahead at a great 
pace so that plant and machinery and skilled labour have their 
work cut out to keep up with demand, the perplexing problems 
of overproduction scarcely arise. Apart from cyclical depressions, 
which were sharp while they lasted but were soon over, many 
of our greatest industries were almost continuously in this state 
of development through the nineteenth century.

Nowadays, the problem of adjusting output to demand in an 
old-established industry cannot be avoided even in the most 
go-ahead countries. Some o f our industries have learned this 
lesson. Other have not learned it, or are learning it far too slowly 
through prolonged and bitter experience.

I have had some experience lately of an industry which has
e i c r n a l l v  f i i i lp HUl^llUllj 1U11VU

oaIvp
ÜU1 V V flip n r n K I p m

UUlVlil
n f nnt-pn fin 1LVJli LXUi

production— the section o f the Lancashire cotton industry 
which spins American cotton. Sir Alfred Mond writes as the 
head of an industry which has solved it as completely as it can
be solved, and has built up on these foundations one o f the most
splendidly equipped producing organisations in the world. 
Units o f different size are appropriate to different industries. I 
do not say that all industries should imitate the scale o f Imperial 
Chemical Industries Limited, which Sir Aired Mond tells us is 
a combination of what were originally 1 1 3  independent firms. 
Indeed, I am sure that there are many important industries in 
which the unit of maximum efficiency falls far short of this. But, 
whether the right unit is a relatively large or a relatively small 
one, no industry today can afford to neglect altogether the 
adjustment o f the capacity to produce to the probable scale of
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A C T I V I T I E S  1922-1929

consumption— an adjustment to be deliberately thought out by 
the industry coming together as a whole.

It may be true that a great combine like Imperial Chemical
Tttrlncfrrioc m  1 rrli t- m  P A nn au rn U la1J1UUOU 1WO llllgULj 111 LUI1LV1 v a u lt  WUllUlUUUd^ a  u a n g u  u u a

monopoly. There ought to be some suitable machinery for 
watching it from this point of view and for securing any needful
publicity. But as regards efficiency o f production and control, 
which is after all an essential ingredient o f national success in 
industry, it seems to me absolutely undeniable that a concern 
like Sir Alfred Mond’s has reached a level which is a very great 
deal higher than the level o f those industries which are still 
trying to carry on with innumerable small independent units 
mainly engaged in trying to cut one another’s throats.

On 5 January 1928 a conference of University Liberal Societies meeting 
in Manchester passed a resolution calling for a repeal o f the Safeguarding 
of Industry Acts of 1921 and 1926, the repeal of the M cKenna duties, after 
due notice to the industries affected, and thus a phased return to free trade. 
The next day M r W . M . R. Pringle wrote to The G uardian  criticising the 
resolution as a dilution of Toryism and calling on Keynes, whose name had
u ~ __ U w ____________ __ ____________ ____________u c cii  uhcu u )  s» u jjp u n c is  ui 111c i c s u i u u u i i ,  1 u i c p u u i a i c  11. t u „ _1 1 1 c  v j i n v c i s i i y

Liberals protested and on 9 January Keynes also commented.

To the Editor o f  The Manchester Guardian, 9 Ja n u a ry  1Q 28

Sir,
M r Pringle is wrong— when is he not?—-in suggesting in 

today’s Manchester Guardian that I have expressed any opinion 
about the repeal of the safeguarding duties. T o  judge from the 
abbreviated report which I have seen, Lord Pentland was 
quoting me to the effect that the free trade case must be based 
in future, not on abstract principles of laissez-faire, which few 
now accept, but on the actual expediency and advantages o f such 
a policy.

In his anxiety, however, to extend his heresy hunt to the ranks 
of the Young University Liberals M r Pringle has overlooked one
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important aspect o f the traditional free trade case— namely, that
the extreme difficulty of removing protective duties when they
have been put on is one of the weightiest of the arguments 
_____ : ___ _ » i — ~  w r u  AM r« n  A m n l A i r m A M  lv<4irA AqtAlTtM I l MclgcLiliai L lltlll. VV i l t l l  1 U U U 9 U 1 » <U1 U t l l ip iU ) l l l t lU 3  lltlVU g iu w n  u p

behind a tariff it is not always practicable to undo what has been 
done by a stroke of the pen. M r Pringle is unduly simplifying 
a difficult problem if  he thinks that it is.

The existing duties, taken as a whole, constitute, in my 
opinion, one of the stupidest, as well as one o f the highest, tariff 
systems in the world. Nevertheless, the right policy will 
probably be found in that advocated in the resolution o f the 
University Liberal Societies— namely, in a time-schedule of 
reductions with a view to their eventual disappearance. The 
Young University Liberals have shown in this resolution a 
greater sense o f responsibility and actuality— that is, of 
statesmanship— than their critic.

M r Prinele will doubtless write vou another letter to sav thaty  w

it is now clear that M r Keynes is not only against economy but 
in favour of protection. But again— when is he not?— he will
be wr0ng' Yours, &c.,

J .  M .  K E Y N E S

On 22 January 1928 the University Liberals approached Keynes to see 
if he would stand for the University at the next general election. He refused 
for the present, but after some discussion said he would reconsider later in 
the year. The following week saw him providing Lloyd George with his view 
of the economic prospects for 1928 in response to a forecast made by Jules 
Menken, an economist on the Liberal Industrial Inquiry staff.

To d a v i d  l l o y d  GEORGE, j /  Ja n u a ry  1Q28

Dear M r Lloyd George,
Sylvester2 has sent me a copy of Menken’s Forecast for 

British Trade in 1928, and says that you would like to have my 
views.

2 A. J . Sylvester was Lloyd George’s private secretary.



I think that Menken’s collection of facts and figures is a 
very excellent one, and I have nothing to criticise in it. Nor do 
I seriously differ from his forecast, except that he takes a rather 
more optimistic view than I should be ready to commit myself 
to. The position seems to me, indeed, to be very obscure. While 
there might be quite an appreciable improvement, there is really 
no very solid reason for expecting one.

Since he has marshalled most o f the arguments for being 
cheerful, I might supplement this by a few points on the other 
side.

(1) Not only are the unemployment figures actually bad at 
the moment, taking everything into account, but it is so much 
concentrated in a few particular industries where we have no 
particular reason to expect a revival that one does not see where 
a great deal o f improvement is to come from. Obviously, the high 
unemployment in the building trade is likely to prove seasonal 
and temporary. But it is difficult to see where else there is likely 
to be much reduction. I know that Bowley takes rather a 
pessimistic view judging purely on the statistical side.

(2) The position o f the farmers is really quite extraordinarily 
bad— a good deal worse, I think, than the public generally is 
appreciating.

(3) Iron and steel are by no means keeping up the spurt 
which they made in the first half o f last year, and I see nothing 
hopeful in the position of coal or cotton.

(4) The monetary outlook is obscure and not so satisfactory 
as it was when Menken wrote. Prices have now been falling 
heavily for three years, and it is not certain that we are yet at 
the end. For example, the Board o f Trade wholesale index 
number averaged 166 for 1924, 159 for 1925, 148 for 1926, and 
14 1 for 1927. There never has been a time when trade could 
hold up its head against a continuous decline o f that order o f 
magnitude. I f  one could feel confident that an upward turn is 
now in sight I would be ready to be more optimistic; but I have 
no such confidence. Nor have I any confident hopes for an early

A C T I V I T I E S  I 922-1929
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reduction o f Bank rate. As you know, I put more blame on the 
falling price level and the restriction o f credit than on anything 
else, except the return to the gold standard, with which o f course 
they are associated.

I have set out above all the chief unsatisfactory points. But
I concur entirely with the various factors which Menken points
out on the other side. On the whole, I should expect the average
of 1928 to be a trifle better than the average o f 1927, but am
not prepared to go further than that. . .

Yours sincerelv.y  j

[copy initialled] j .m .k .

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A N D  T RA DE

Th e major event o f early 1928 in the political circles in which Keynes 
moved was the publication o f the report of the Liberal Industrial Inquiry 
under the title B rita in 's  Industrial Future. Th e inquiry, set up in the 
summer of 1926, was the marriage of an initiative of the Liberal Summer 
School Committee and the financial resources of Lloyd George, with the 
Summer School maintaining control of the enterprise. Keynes was a member 
of the Inquiry’s Executive Committee chaired by Walter Layton, as were 
Hubert Henderson, Phillip Kerr, Ramsay Muir, B. S. Rowntree, Sir Herbert 
Samuel, E. D . Simon and Sir John Simon. During the eighteen months of 
the Inquiry’s existence, if we are to judge from Keynes’s appointments books 
and his letters to Lydia, Keynes took an active part in its proceedings, 
attending numerous meetings in London and working weekends at Churt, 
Lloyd George’s country house, and in Cambridge. However, almost nothing 
remains in Keynes’s own papers to suggest the extent of his detailed 
involvement beyond a clear acknowledgement of his inspiration of the 
proposals for preserving the countryside (pp. 30 3-4 ) and a reference in a 
letter to Lydia on 20 November 1927 that he was drafting the chapter on 
Currency and Banking (ch. xxvm ). Harrod3 records a detailed influence and 
credits Keynes with drafting Book 11, ‘ Th e Organisation of Business’,4 and 
Book v, chapters xxvm  and xxix, ‘ Currency and Banking’ and ‘ Reform of 
the National Accounts’ .5

3 The Life of John Maynard Keynes (London, 19 51), p. 393.
4 He collaborated with Sir William Beveridge on chapter x, 'A n  Economic General Staff’ .
1 Keynes collaborated with Hubert Henderson on chapter xxx, ‘ The Burden o f Taxation',

with Ramsay M uir on chapter xxxi, ‘ Rating Reform and the Rating System ’, and with both 
M uir and Henderson on the ‘ Summary of Conclusions’ . The information for this and the 
previous footnote came from Hubert Phillips, economic adviser to the Inquiry’s executive 
committee.
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On publication of the report, Keynes received letters from J .  L . Garvin of 
The Observer and a postcard from H. G . Wells.

A C T I V I T I E S  I 922- I 929

From  j. l . Ga r v i n , 20 Ja n u a ry  1Q28 

Dear Keynes,
I have just received the advance copy o f the Report. Thank you many

times. It was just what I wanted— a fair chance for a thorough study and a
weii-considered opinion. You may depend upon my bringing a dispassionate
mind to it ; though I never believed since the war that anything but a common
policy, continuously pursued by Governments o f all parties can meet the
nation’s needs in the times before us. ,

Yours sincerely,
J. L. GARVIN

From  j. L. Ga r v i n , 7 February ig 2 8  

Dear Keynes,
I never had such a terrific job o f its kind as your Report— so packed with 

matter and remarks that it was like a thousand pages o f ordinary stiff Blue 
Book. Hopeless to summarise adequately. At the last moment, to find room 
for a little more epitome I had to cut out a chunk o f praise for the masterly 
character of the classification and digest.

T w o  things.
O f course exclusive party self-praise little endurable to me when by my own 
side is as repellent on yours. ’ Ism, ’ Ism, ’ Ism on every side o f our short plastic 
life, full of sinewy contradictions. How does Schiller gô? I forget perhaps 
the exact words but something like this:—

Leicht bei einander whonen die Gedanken 
Doch hart im Raume stossen sich die Sachen.

Nearly ten years ago Edwin Montagu and I talked and talked o f Reconstruction 
and Development. I had all sorts of ideas recommended by your Report, but 
thought nothing adequate except an agreed national programme laid out for 
twenty years and carried on by successive Governments irrespective o f party.

O f course a big loan for Imperial development played a bigger part in my 
mind than you and your colleagues would think well.

However I only meant to write about another thing. Having a Debit and 
Credit mind, I am unable from your data to estimate either side. In your 
Nation  articles will you please say how you suppose Budget, income-tax, 
exports and imports, total employment, would look five years hence 
supposing your Report could be applied now! Yours sincerely

J. L. GARVIN
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To j. L. g a r v i n , 9 February I Q 2 8

Dear Garvin,
\ T  d n v  t V i i n t c  f n r  v n n r  lp t- tp r  W p  >i p p  î r p r v  r r r f l t p f i t l  f n  trn n  fnr1 » X U 1 1 J  l l l U i i l V t J  1 L /1  j  WV4.JL 1 V U V I  • n  V  U 1 V  T V I  j  H t V J lU I  i v /  j  V7U 1 V /I

taking so much trouble about the Report and giving it such
-------

V d i u a u i c  J J U U l l U L ) .

I agree that it would be much better if  things could be done 
otherwise than through the agency o f Party. But 1 much doubt 
whether our Report would have received so much publicity, and 
even more whether other Parties would have been so likely to 
borrow from it, i f  it had appeared, for example, as the work of 
a little committee o f economists. I f  one regards the existence and 
activities o f a Liberal Party as a route to power, I agree that one 
is probably wasting one’s time. But i f  one regards it as a method 
of bringing a sensible programme to the notice of the public and 
of politicians, much o f which one party or another will carry out
in the next ensuing vears, then I think it nlavs a auite invaluable

' *■ *  *

part. I am convinced, from the discussions which actually took 
place when we were compiling the Report, and from other 
conversations which I have heard since, that it would have been
u t t p r l \r i m n iM P t ip f i l i lp  t-n n r n r l i i p p  iT iic  r ln p i im r * n t n r  a n v t t i i n c r  I A p
U L L V 1 1 J  U  V  kA V U  V /l  V  L V  |/1. V /V I U V V  k l l i O  \4 V /V U i l l V X  X V V/J. UJ.I j  1X1VV

it in the environment either of the Conservative Party or of the
T rt T «% frt <4 m/\ <4 ̂  T 1 U n  ■ r
l ^ a u u u i  1 ( 1 1  L J .  ±11 I d t l ,  d d  L l l l l l g »  d i e  d l  ( l i e a u i ^  l i l t  I j l U U d l  ±  d l  I J ,

split and divided as it is and with uncertain aims, provides an 
almost perfect tabernacle for independent thought which shall 
at the same time be not too independent but in touch with 
realities o f politics and o f political life.

You ask me how much our proposals would cost the 
Chancellor o f the Exchequer. I don’t think that they contain 
anything particularly expensive except rating reform and con
tinuation schools. You must remember that a large number of 
things which we propose would involve only capital expenditure 
and that o f a remunerative kind, so that they would bring no 
burden on to the Budget proper. Moreover, rating reform is 
merely a readjustment of existing burdens and means no net 
increase whatever to the total nublic exnenditure. national and
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local. Thus, our only material new expenditure is in connection 
with education. I f  you were to carry out at once a full 
programme o f raising the school-leaving age and o f continuation 
schools, I believe it would cost a good deal— probably not less 
than £20,000,000, and conceivably more. A good deal o f our 
programme could, however, be done for much less; and since 
the need for accommodation in the elementary schools would 
have reached its peak in a very few years the rest o f the 
programme could be carried out by means o f economies arising 
out o f its being no longer necessary to be perpetually increasing 
accommodation for elementary education. Our rating reform 
would, as stated in the report, cost about £55,000,000.

On the other side o f the account I see no room for important 
economies, except on armaments. But with the restoration of 
prosperity there would undoubtedly reappear the normal elas
ticity of the revenue, and the yield o f the existing taxes ought 
to rise by £15,000,000 per annum at the very least.

Yours sincerely, 
[copy initialled] j .m .k .

A C T I V I T I E S  I 9 2 2 - 1 9 2 9

From  J. L. Ga r v i n , 10  February 1Ç 28

tvear iveyncs,
Thank you for a fair comment and a useful elucidation. A  number o f things

v a l i i a t i l v  t rp a t (* A  h u  f l ip  U p n a r t  T t K i n t  n o t im v i l l i r  ocirAnHn 1
. M vMhtru wj L x tm iin  liaLIVi la i l j  VOOVliLiai lllUUgil ilUl

exclusively Liberal. Samuel in The Observer next Sunday replies on the 
debate. I still see more financial and commercial snaers than the Rennrt driesi-» -------- L-------- ------‘-’ — J
but shall go on thinking.

Yours sincerely, 
j. L. GARVIN

From  H. G. WELLS, 30  Ja n u a ry  1Q28

A  good report & I don’t find it ‘ heavy’ to read. I ’m not writing articles in 
a regular way just now but I hope to get a chance o f blessing it loudly before

0̂n® ' Best love to you both,

H.G.

I ’m publishing a little book soon ‘ Th e Open Conspiracy: Blue Prints for 
a World Revolution’ .

7 3 4



I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A N D  T R A D E  

Keynes also gave Lydia his view of the Report.

From  a letter to l y d i a  k e y n e s , 5  February 1 Q 2 8

Th e Liberal Inauirv has had rather a bad oress. I think. But daresav it1 ■ ’ j  ------  -- - — - - - r -, j
deserves it. Long-winded, speaking when it has nothing to say, as well 
as when it has, droning at intervals ‘ Liberals, liberals all are we, gallant 
hearted liberals’ . It would have been so much better at half the length 
speaking only what is new and interesting and important. As it is, any 
reader must be discouraged.

Keynes took to the platform to discuss the Report, speaking to the 
Cambridge University Liberal Club on 16 February. The notes for his 
remarks have not survived.

He also returned to the Inquiry when Winston Churchill unveiled the 
Government’s scheme for the reform of local rates in his 1928 Budget.

From  Th e Nation and Athenaeum, 28  A p ril 19 2 8

M R  C H U R C H I L L  O N  R A T E S  A N D  T H E  L I B E R A L  

I N D U S T R I A L  I N Q U I R Y

M r Churchill’s scheme o f rating reform has one thing in 
common with the proposals put forward by the Liberal Industrial
Tnm iirv-J -namplu a rpcntmitinn n f tVip nprnirim ic pffprto rvf flip u M i i t v i j  y  u  i v w u g m u v i i  v / i  m v  v i i v v e u  v a  u i v

existing law, in respect both o f the weight of the burden and 
of the character of the present rating areas. But— though the 
details of his scheme are still obscure— the similarities between 
the two seem to end there. Perhaps this is because M r Churchill 
has not yet thought about the problem or discussed it with 
competent critics, as keenly as we did on the Industrial 
Committee. For it is interesting now to record that this 
Committee in fact went through a stage almost identical with 
M r Churchill’s present state o f mind, a proposal to reduce rates 
on all industrial establishments by 50 per cent (as compared with 
M r Churchill’s 75 per cent) being before the Committee in draft 
in the course of their discussions. We rejected it for reasons
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which may be expected to receive increasing attention as the 
debate— which is going to occupy the rest o f this year—  
continues.

A relief to industry is plausible at first sight because it seems 
to concentrate assistence where it is most needed. But this 
impression disappears on closer consideration. It is true that the 
distressed areas are industrial. But it is wholly remote from the 
facts to suppose that areas are distressed in proportion as they 
are industrial. It is notorious, for example, that the highly 
industrial areas o f Southern England and o f parts o f the 
Midlands are amongst the least distressed. Accordingly a far 
greater effect is produced for a given sum of money, i f  relief is 
concentrated on those services which fall on certain areas 
altogether out o f proportion to their average weight throughout 
the country— in particular the relief of the able-bodied poor. 
The aggregate cost o f this relief is not in fact very great for the 
country as a whole— not more than £15,000,000 in the worst 
of recent years. Consequently a comparatively small burden on 
the National Exchequer is capable o f affording very great relief 
where relief is necessary. M r Churchill referred to the Liberal 
proposal in his speech and tried to rebut it by the cheap clap-trap, 
which is the usual stock-in-trade o f those opposed to social 
reform, about hordes of officials in Whitehall and the lessening 
of local responsibility. So far as the officials are concerned, the 
criticism is ill-based, because it forgets that the new plan is to 
be linked up with the existing local organisations o f the labour 
exchanges and unemployment insurance, so that there would be 
a consolidation, not an extension, o f bureaucracy, by which one 
set of officials would deal with what is now handled by two. As 
for the lessening: o f local resoonsibilitv. recent exoerience has 
shown that there is no question less suited to local autonomy 
than the scale of relief to the able-bodied poor. It is astonishing 
to hear a colleague o f M r Neville Chamberlain defending 
Poplarism.

But this is not the only reason for rejecting the method o f

A C T I V I T I E S  I 9 2 2 - I 9 2 9
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a special relief to industry. A considerable part of the expenditure 
covered by local rates is for so-called ‘ beneficial’ expenditure, 
i.e., for services rendered in the shape of lighting, streets, 
drainage, police, &c., which is directly incurred for the benefit 
o f the ratepayers more or less in proportion to their rateable 
value. I f  industry is to have an all-round relief o f 75 per cent, 
this means not only that industry (and a fortiori agriculture) will 
be freed from relief services, but that other taxpayers or 
ratepayers must directly subsidise expenditure incurred for 
services rendered to industry.

Finally, whilst we were impressed by the evils resulting from 
the burdens of rates on industry, we were not less impressed 
by the wholly disproportionate burdens on working-class 
houses. We showed that in the case o f a working man with a 
large family the rates may consume nearly 10 per cent o f his 
income, whereas in the case of the rich man they will usually 
amount to less than 1 per cent. We considered that it would be 
absolutely indefensible to relieve industry, including prosperous 
industries, not only o f real burdens but also o f payments for 
services rendered, whilst doing nothing to relieve the working
d  ücc n f w lidf ic n mxr Kv far thp hpautpct art A lpacf /IpfpnciWp n f*'* - j  11V/ Tl V j  " * " " ■ ■ ■ * ' ‘ ....................* ■■VAH-UU VA TT Ilk ilVWTIVdk Ml 1 Vi 1VMU V V4 VI Vitkll V1 V V*

the fiscal burdens upon them. When the time comes for M r 
Churchill’s scheme to be discussed up and down the country, 
this aspect o f it is not likely to commend itself to the sense of 
justice, or to the common sense, o f the electorate.

There are other features of M r Churchill’s proposals not yet 
adequately elucidated, which indicate that he is not at heart such 
a friend to the ratepayer as he would fain appear, and that he 
is not above taking away with one hand what he is more 
conspicuously giving with the other. By substituting block 
grants for percentage grants in the case of the health services 
and by giving assistance by block grants to unclassified roads, 
he is taking a most retrograde step. This means that any 
increased expenditures on these services after the block grants 
are fixed will fall wholly on the ratepayer, whilst the Chancellor
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of the Exchequer will be protected a hundred per cent against 
the cost o f the desirable consequences o f normal progress. These 
are precisely the services on which we should spend more year 
by year as the position o f the national Exchequer improves. It 
is most wrong that the development o f these services should 
depend on the vagaries of local ‘ economy’ campaigns appealing 
with inevitable force to the instincts o f self-protection o f the 
over-burdened ratepayer. Again by substituting block grants for 
the present percentages o f the assigned revenues, M r Churchill 
is depriving local authorities o f any future benefit from the 
natural buoyancy of the taxes. Thus he is ensuring that, so far 
as possible, all future increases in expenditure due to progress 
shall fall on the ratepayer rather than on the Exchequer. His 
measures— so far from relieving the householder from his 
present excessive burdens— are, therefore, calculated to increase 
them in the future above what they would otherwise be. The 
Liberal plan, of an average all-round reduction in the rates o f 
33 per cent, concentrated on the areas suffering from abnormal 
unemployment, is designed in such a way as to promote progress 
in health and road developments • M r Churchill’s to retard them.

Thus M r Churchill’s plan, so far as he has vouchsafed it to 
us, bears the marks— to put it mildly— o f haste and o f reactionary 
bias. Incidentally he has not provided this year a single penny 
wherewith to relieve the rates except by raiding the reserves o f 
the currency note issue, which is the same thing as raising a loan 
of an equal amount in the open market, on last year’s realised 
surplus.

A C T I V I T I E S  1922-1929

The previous month, at the request of a French publisher, Keynes 
collected some of his writings from previous years under the title Reflections 
on the Franc and Other Things. Below we print the table of contents, 
indicating the location of the various items in this edition, and the preface, 
which echoes Essays in Persuasion { J M K ,  vol. ix).
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From the English draft fo r  Réflexions sur le franc et sur quelques autres 
sujets (Paris, 19 28)

Chapter 1

Chapter 11

Chapter m

Chapter iv

Th e Franc
a An Open Letter to the Minister of Finance (9 January 

1926) ( J M K ,  vol. ix, pp. 76-82)  
b Comments on an Open Letter (above pp. 4 55-6 5)  
c The Franc Once More (17  July 1926) (above 

PP- 563“ 7)
Th e War Debts
a The Progress of Reparations (17 July 1927) ( J M K ,  

vol. XVIII, pp. 282—7)
b The Financial Reconstruction of Germany (7 January 

1928) ( J M K ,  vol. xviii, pp. 290-5) 
c The Allied Debts (M ay 1928) (J M K , vol. ix,

n n  A n — 
r r *  / dj /

British Finance
a The Royal Commission on National Debt and 

Taxation (above pp. 675-94)  
b The British Balance of Trade (above pp. 704-22) 
Personalities
a Lord Oxford (J M K , vol. x, pp. 37-40 )  
b Winston Churchill (J M K , vol. x, pp. 46-52)  
c Trotsky ( J M K ,  vol. x, pp. 6 3-7)  
d  H. G . Wells ( J M K ,  vol. ix, pp. 3 15 -2 0 )

P R E F A C E

A writer, who is invited to reprint what he has been rash enough 
to contribute to the press during these recent years o f rapid 
change, must turn to the task of re-reading his old articles with 
some measure o f trepidation. How far to one who reads to-day 
will the march of events have contradicted and exposed them? 
How obsolete will be their atmosphere ? How faded their ideas ?

A sensible author suppresses, o f course, his worst efforts, and 
it is not for him to express an opinion on those which have 
survived his own scrutiny. But in the last ten years no one in 
the world o f politico-finance has been rasher than I in making 
prophecies. And having offered so many pledges to fortune, I

7 3 9



A C T I V I T I E S  1 9 2 2 - 1 9 2 9

am justified, perhaps, in redeeming some o f them when the 
course o f time and events allows me to do so.

On three principal occasions in these ten years I have 
ventureu to oppose tuc current now 01 contemporary opinion 
and to forecast denouements contrary to those generally anti
cipated. The first was after the Treaty o f Versailles, when I gave 
estimates o f the damage suffered by the Allies and o f the 
maximum possibilities o f payments by Germany which meet 
with more favour now than they did then. The second occasion 
was before the return o f Great Britain to the gold standard when 
I predicted consequences to the internal economy o f the country 
and to the effect on the export trades which have been— not by 
universal admission but on the balance o f opinion— on the whole 
fulfilled. The third occasion was during the flight from the franc, 
during which I published a large number o f articles maintaining 
that the situation was totally different from the currency
r*r\11 n ncac m Aiiofrtn onrl Pnccin on rl flvif if \Avcm apjV 'D  in  \j v i  m a n  j   ̂ m i a u  ia  a n u  a u u  u x a i 11 t o u i u

undoubtedly be solved by firm treatment, provided the level at 
which the stabilisation o f the franc was attempted did not throw 
too heavy a burden on the taxpayer. From this series of articles 
a selection is here reprinted. On 9 January 1926 I wrote that 
the right figure for the franc would lie between 25 francs and 
30 francs to the dollar. The rate actually prevailing at the present 
date is 25*5 francs to the dollar. In Ju ly  1926 I argued that a 
stabilisation o f the franc between 160 and 170 to the £  sterling 
would give an exchange value of the franc too low in relation 
to its internal value and would have inevitably involved a 
substantial rise of internal prices.

In chapter iv I pass from national and international finance 
to a few personalities— some scattered opinions on four typical 
figures amongst contemporary publicists.

jo  March I Ç 2 8

J.  M .  K E Y N E S
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In his Budget statement, M r Churchill announced that a Bill would appear 
shortly to carry out the amalgamation of the wartime Treasury currency note 
issue with that of the Bank of England. Before the Budget, Keynes, who had 
been in Russia during the Cambridge Easter vacation, had written to the 
Treasury’s Comptroller of Finance on one aspect of the matter.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  A ND T R A D E

To SIR RICHARD HOPKINS, ig  A p ril I Ç 2 8

Dear Hopkins,
On my way to Russia, whence I have just returned, I spent 

a little time in Germany and had many interesting conversa
tions— in particular with Melchior, the German representative 
of the League of Nations Financial Committee, and with 
Schacht [the President o f the Reichsbank]. In order to get 
indirectly a line as to what their reactions would probably be 
towards any method we may adopt o f regulating our note issue, 
I asked them whether they approved of the constitutions which 
our financial authorities have been forcing upon the state banks

v j.

of those countries which have required assistance from the 
League o f Nations,— in particular the rule requiring that a fixed 
percentage o f gold be maintained against the note issue in spite
n f t h e  fa r t  th a t  (mlH nn Inncrpr rirrnlutpc cn th a t  thp nlH rpucnn

for a relationship between the volume of the note issue and the
!7a 1ii mo  
V Ul UlliV

nf t-fiû
Ui. LliV
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separately informed me that they believed these regulations to 
be a great mistake and that the policy of the Bank o f England 
in causing so many European countries to lock up their gold 
reserves beyond all possibility of use was both foolish and 
dangerous. So long, they said, as the Bank of England controls 
the American market through their relationships with Strong, 
we must acquiesce. ‘ B u t’ , Schacht added, ‘ you must not 
conclude from this that the policies in question secure our 
intellectual assent.’

It was quite clear that in their view at any rate the strength 
of a central bank lay in its holding large free reserves. Indeed, 
how any sane person can suppose that a bank strengthens itself
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in public opinion by diminishing the amount o f its available 
reserves it is difficult to see.

The more I think about it, the more I am impressed with the 
extreme rashness and folly o f carrying on an international 
banking business in these days of large figures, when we are no 
longer the only international centre, with a free gold reserve not 
only o f trifling magnitude in itself but a very small fraction of 
the free reserves o f the rivai financial centre, the United States. 
I believe that as soon as people turn their minds to it, this 
opinion will be found to prevail, not only in many quarters in 
this country, but very widely indeed outside it.

Yours sincerely, 
[copy initialled] j .m .k .

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

From  SIR RICHARD HOPKINS, 2 0  A p ril I Ç 2 8  

Dear Keynes,
I am indebted for your letter which I have read with interest.

Yours sincerely,
R. V. N. HOPKINS

When the Bill on note issue amalgamation appeared on 3 M ay, Keynes 
prepared an extended discussion of it for The Times. Th e article appeared 
on 12 M ay, unfortunately from Keynes’s point o f view on a remote page. 
Keynes reprinted the article and a supplementary letter to The Times (below 
pp. 750 -2) in The Economic Jo u rn a l  for June 1928.

From  The Times, 1 2  M a y  1Ç 28

T R E A S U R Y  A N D  B A N K  N O T E S ,  C O N D I T I O N S  O F  

A M A L G A M A T I O N :

A N  E C O N O M I S T ’ S C R I T I C I S M

The Chancellor of the Exchequer announced in his Budget 
statement that the conditions to be proposed for the amalgamation 
o f the Treasury and Bank o f England note issues would provide
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a ‘ greater elasticity’ than hitherto. The expectations thus raised 
are disappointed by the terms o f the Bill now published.

At present the combined fiduciary issues of the two sets of 
notes is ,£264,685,000, and, since this total depends only on a 
Treasury Minute, it is capable of being revised by the Treasury 
without an alteration of the law. The new Bill reduces the 
fiduciary total to 3^260,000,000, and retains, in effect, the 
provision for increasing this by Treasury Minute, though with 
limitations on the length of time for which such a Minute can 
remain in force. The reduction of the fiduciary issue may be 
compensated by the return o f notes from Ireland. But in any 
case the elasticity o f the issue is not increased, as compared with 
the existing state of affairs. Since there has been so far almost 
no public discussion to elucidate the principles which ought to 
govern the gold reserve in modern conditions, it may be 
opportune to open the debate.

Formerly the gold reserve was held partly to provide for an 
increase in the number o f sovereigns circulating within the 
country— namely, the ‘ internal drain’, and partly to meet 
fluctuations in the balance of international payments— namely,
fK p 4 5 T K p  À r»t r\f t Si a  a  \xr*ic « n t l i
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the first. It was directed to the obviously desirable purpose of 
preventing a change in the composition o f the internal circulation 
from having any tendency to change its quantity. Moreover, at 
a time when most payments were effected by the means of notes, 
an expansion in the note issue was a fairly reliable indicator of 
an expansion in credit. As time went on, however, cheques 
gradually superseded notes for most business purposes, and 
provision against the external drain grew steadily in importance 
as compared with provision against the internal drain. But up 
to the War no change was made in the law. Since the War we 
have finally abandoned the use o f sovereigns in circulation, so 
that the internal drain is now non-existent. Thus both the 
conditions which the old system was designed to meet have 
passed away; and it would, therefore, be an extraordinary
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coincidence if this system were, nevertheless, to need no 
amendment.

The active note circulation— i.e., excluding notes held by the 
inint stork hanks as a nart of their reserves, is now evrlnsivelvf --------- --------------- ------------------------— j ----------- -------------------------------------- ------■) —    ------------------ - ~ j

employed for petty cash and for the payment o f weekly wages;
iirlt llo frlio P ^ l  n t f  nrrlnnrlV rr/̂ 1 rl rorort?o «r ov^liirnraltr eom nrorl 
vviJLAxv Liiv i^aniv ui juu^iauu j  gu iu  i v j u  vv ta v a u u j i  vv ij  lu ^ u u v u

to meet the fluctuations in our international account, which 
depend partly on the balance of trade, but mainly on our huge 
international banking and investment business. In these changed 
circumstances it is no longer reasonable to provide that the 
amount of gold available for the latter purpose should depend 
on the amount o f notes required for the former. For there is very 
little direct connection between the two.

The right level of Bank rate and the right volume of bank 
credit are highly complex questions which cannot be determined 
by a rigid formula laid down by Parliament years in advance. 
Yet a legal formula connecting the gold reserve and the notev  - ç j  - ------- - - --------  ----------------

issue is in fact nothing but a crude and obsolete method of 
attempting to do this. A loss of gold abroad generally indicates 
that money rates in London are not quite high enough compared

«-K of- XX7É1 <iro m \roctinrr in  a v p p c c  
wiLii oimiiai latvü vijvvvnviw^ ui m a i  vvv a i t  u iv to u n g  111 tA tta a

of our savings. It very seldom indicates that the internal note 
issue should be correspondingly curtailed. Nor indeed is it 
practicable for the Bank of England— since it has no power to 
reduce wages— to curtail the active circulation appreciably, 
except by inaugurating a credit policy which deliberately aims 
at creating unemployment as a first step towards lower wages. 
Indications that the Bank o f England will be well advised to 
protect its reserves by raising the Bank rate or curtailing the 
volume o f credit are to be found, as everyone knows, in a variety 
of symptoms, of which in modern conditions the volume o f the 
note issue is one o f the least important and— what is most 
serious in an indicator— the latest to develop in point o f time. 
T o  compel the Bank o f England to measure its margin o f safety 
by the volume o f the note issue is, therefore, to compel it to pay

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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more attention to a particular symptom than the Bank, left to 
itself, would deem reasonable, and to do something which to 
its own untrammelled judgement seems unwise. In particular, 
when employment is reviving and the wages bill increasing, such 
a provision has the effect of putting pressure on the Bank of 
England to terminate the reviving prosperity, even though the 
Bank, left to itself, may see no reason in the world for doing 
such a thing.

What, then, is the right method, if  any, o f regulating the 
amount of the gold reserve? In a sense it is foolish to lock away 
any o f our gold so as to prevent its being used. As a means of 
providing against a shortage of gold, it is analogous to the famous 
regulation o f a German municipality to provide against a 
shortage o f cabs— namely, that there must always be at least one 
cab on every rank. Nevertheless, there is much to be said in 
favour of holding against extreme emergencies an ultimate 
reserve which is not available for use in any ordinary circum
stances. The rational procedure, by whatever rubric one may 
enforce it, is to divide a country’s gold reserves into two parts, 
one part o f prescribed amount being set on one side against 
extreme emergencies^ and the other part, the amount ot which 
would be left to the judgement and the discretion of the central 
bank, being freely available to meet daily needs. That is to say, 
the law governing the gold reserve could be extremely short, and 
might run 11 The gold reserve of the Bank of England shall not
fall below

An alternative way, however, o f arriving at the same result 
is to maintain, in deference to tradition, a formula connecting 
the gold reserve and the note issue, but to take care that it shall 
be of such a character as to be inoperative in all ordinary 
circumstances. Such a provision may even have value as an 
ultimate check against grave abuses. This is the present position 
in the United States, where the gold reserves actually held are 
three or four hundred of millions sterling above the legal 
minimum. We could produce the same sort o f result here,

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND T R A D E
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without appearing to depart too seriously from tradition, by 
fixing the maximum o f the fiduciary issue at a sufficiently high 
figure.

n .  i f  nrpcpnt ctn/'l'c rrr.1rl -1 oKm 11 C t f  in n r s r \  r s r s f \  Tint tKicv y u i  p i  v o v i t t .  j t w i k j  m i  v  m u v u v  ^  i  v w ^ v w «  u u i  u i u

is the favourable season o f the year, and a few months ago they 
were £8,000,000 less. The aggregate note issue vanes, at the 
present level of employment and wages, between £370,000,000 
and £380,000,000, according to the season o f the year. With a 
fiduciary issue o f £260,000,000, as proposed, and a note issue 
of £370,000,000, we should have £110,000,000 o f gold locked up 
and £50,000,000 available for use. I f  the autumn season drew 
£10,000,000 of gold abroad (which might happen for the most 
trivial reasons) and the Christmas season drew £10,000,000 
more notes into circulation, we should have £120,000,000 o f our 
gold locked up and £30,000,000 available for use. A  combination 
of reviving trade, good wages, and a holiday season is easily
ranahle n f  raisincr flip nnfe issue tn £  Ann n n n  nnn Tn this rase
-------------------------—----------------------------C?------------------------------------------------------------------------------7 ------------7 ------------------------------------------ ---------"'T

assuming a gold stock o f £160,000,000, the Bank o f England’s 
reserve would fall to £20,000,000. Prima facie , such an arrange
ment is extremely imprudent— even though there be a possible

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

I C t U U l ^ C  LU i i c a s l i i y  m l ï ï ü t e .  o a i i  w c

arrangement ?
In the first place, is there really any need to lock away so much 

as £110,000,000? I suggest that £75,000,000— which is double 
the total pre-war gold stock o f the Bank o f England— would be 
plenty on any reasonable criterion, having regard to the 
importance for the world at large o f economising the amount 
of immobilised gold. This would leave £85,000,000 in the Bank 
o f England’s reserve— a figure which would enable it to face the 
world with considerable confidence.

In the second place, is it safe for the Bank o f England to 
operate with a reserve of £50,000,000, which it would take very 
little to reduce to £30,000,000? This amount is surely wholly 
inadequate for its responsibilities. Since the Bank obviously 
cannot allow its free reserves to sink to the neighbourhood of

V̂ cLJ.1 U C L L U
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zero, these figures mean that it cannot afford in practice to lose 
even £20,000,000 o f gold without considerable anxiety. Yet it 
is o f great importance to industry that the Bank should be free 
to lose fully this sum, and better i f  it could lose double this sum, 
without being necessarily compelled to upset the basis of 
domestic credit.

We transact a foreign trade (imports and exports together) 
approaching £2,000,000,000 a year. À fluctuation o f 1 per cent 
in our imports represents £11,000,000. In addition, London is 
the centre o f a large foreign investment market, having a vast 
weekly turnover with foreign countries, the magnitude of which 
it is impossible even to estimate. And further, we are carrying 
on a gigantic international banking business with liquid foreign 
balances, withdrawable at short notice, probably, exceeding 
£200,000,000, and very possibly approaching £300,000,000. 
(We do not even know for certain within a margin of, say, 
£100,000,000, how large a business it is.) The Bank of France 
alone is reputed to hold more than £100,000,000 in London. 
Now a mere breath o f wind might diminish these foreign 
balances by 10 per cent, or, say, £20,000,000; for they have

a m n a l i T â n  rtrt  *•*%«'* u i  rt r t f  < «  *■% *■** K i t  o i i r t l n  i i n  rt rv*> r t i  1  f
a u i s w  1 1  u i w i u a u v w d  t a p a u i u  u i  m u  ç a a m g  u j  a u u i  a n  a i n u u m

within a very short period. In short, we are conducting this 
business on an altogether inadequate margin, and, even as it is, 
it has required all the bluff, cajolery, and prestige which our 
authorities can command to get aiong as weii as we have. At any 
moment, therefore, the expansion o f production and of 
employment will be liable to be interfered with by mainly 
irrelevant considerations arising out o f our international banking 
business. I do not doubt— let me add— the ability of the Bank 
of England to protect itself even with the small margin proposed. 
But I doubt its ability to protect itself without sometimes 
enforcing a contraction of credit injurious to home industry.

Nevertheless, our total gold reserves o f £160,000,000, more 
than four times the pre-war figure, are very substantial— if  only 
we could use them. Is it not asking for trouble to lock up more
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than two thirds o f this outside the Bank o f England’s reserve, 
and to publish less than one third as our actually available 
assets? For this is not a question o f how much gold we actually 
hold— it is solely a question o f how much we publish to the 
world as available at call. It is an odd mentality which seeks 
simultaneously to enlarge our international business and to 
diminish both our actual and our ostensible strength to meet its
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release o f gold with a public declaration o f weakness on the part
D - - .U  17___ 1____ 1u i  lx i c  u a i i x i  ui i ^ i i g i a i i u - -which is exactly what in such

circumstances one would wish to avoid.
The proposed arrangement means, moreover, that London 

will be competing with New York for the world’s banking 
business on very unequal terms. Our net annual surplus 
available for new foreign investment is still very nearly as great 
as theirs. The international business we do is in some respects 
greater, and in the holding o f foreign balances perhaps one half 
of theirs. But our free gold reserve is only about one eighth. It 
means nothing to them if  their international customers take away 
£20,000,000. Indeed, they did take away approximately that
sum last Anril anH nparlv as rrmrh last IVTarrh---------- — ^ -  *1---------- ? --------- ----------------j  — -------- —  — w * -------- -------- A nart from* ~jr— v ------
previously ear-marked gold, the Federal Reserve Banks have lost 
some £60,000,000 in recent months without turning a hair. We 
cannot aspire, indeed, to this degree of strength. But we need 
not put ourselves under unnecessary handicaps. Foreign banks 
will assuredly hold their balances in the long run in centres from 
which they can rely on removing them at short notice without 
questions asked.

One point o f the first importance, which might easily be 
overlooked, remains for mention. Not the whole o f the existing 
note issue is in active circulation. A substantial, but unknown, 
proportion— perhaps nearly £100,000,000— is held by the joint 
stock banks. Some o f this is indispensable till-money; the rest 
is a part o f their reserves, which might just as well be held in 
the form o f deposits at the Bank o f England. In the event of

7 4 8



stringency arising, it would be easy for the banks, either on their 
own initiative or at the suggestion of the Bank of England, to 
pay in, say, £30,000,000 in notes to the credit o f their deposits.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND T RA DE

r I • n vvrA fi l/ 1  1 A rt » n  rr>n 4- u ~  1 ,  1____ —1 ma wuuiu itdvç me icati vxs ui me Juuil Mutik uttnî a uix-
changed, but would increase the reserves of the Bank o f England 
by the amount paid in. The point illustrates what a farce the 
proposed Bill may be as a means of regulating our affairs. It 
removes the real discretion away from the Bank of England to 
the joint stock banks, who, within wide limits, can make the 
reserves of the Bank o f England what they choose, according 
as they hold their own reserves in the shape o f Bank of England 
notes or Bank o f England deposits. Nevertheless, i f  the joint 
stock banks were to take this course, it would not only defeat 
the objects, i f  any, of the Bill, but would also partly meet the 
criticisms made above. Not completely, however. It would still 
be better if the Bill were simply to read :— The gold held by
the Bank o f England shall not be less than £75,000,000 ’ ; or.

alternatively, i f  the fixed fiduciary total were put at not less than 
£300,000,000.

The next day, Keynes wrote to the Chancellor on the Bill.

To W I N S T O N  C H U R C H I L L ,  1 3  M a y  19 2 8

Dear Chancellor of the Exchequer,
What an imbecile Currency Bill you have introduced ! But the 

mandarins have really overdone it this time. Even their usual 
supporters, e.g. Economist and Manchester Guardian City Editor 
are flinching. I discussed the Bill in all sorts o f quarters last week 
and was unable to discover a serious defence o f it in any quarter, 
but on the other hand much nervousness as to its possible 
consequences. For the moment the increase of unemployment* 
is strengthening the Bank’s position (for the more unemployment, 
the less is the wages bill, and therefore the less is the circulation

A ppreciably worse than this time last year.
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and the greater the Bank’s reserves under our peculiar laws). But
you cannot rely on this as a permanency. It is n o t  t r u e  in the
long run that the maximum of imbecility is wisdom.

I hope you’re better. . ,
Yours sincerely,

J.  M.  K E Y N E S

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

From  WINSTON CHURCHILL, 2 8  M a y  19 2 8

Mv A far ïf fvr»pc iTx;
Thank you so much for your letter. I am very sorry I have not had time

to acknowledge it before. I have been recovering from a very disagreeable
and depressing attack of influenza ; and I am not yet up to the mark, although
quite fit for anything except hard work.

I will read your article enclosed and reflect carefully, as I always do, on
all you say. ,

Yours sincerely,
WINSTON S. CHURCHILL

As the Bill moved through the House of Commons a Government 
statement in the course of the debate moved Keynes to write to The Times.

To the Editor o f  The Times, 1 8  M a y  19 2 8

Sir,
Sir L . Worthington-Evans’s reply to the Labour Party’s 

proposal to increase the fiduciary note issue by £15,000,000 
brings to light an important consideration which has hitherto 
escaped notice. He pointed out that the effect o f this amendment 
would be to reduce the securities held in the Banking Department 
by £15,000,000, and therefore to reduce the Bank’s profits by 
(say) £600,000.

This is quite correct under the terms o f the Bill ; though he 
did not point out that the securities in question would be sold, 
not to the public, but to the Issue Department, with the result 
that the Treasury would gain an equal sum. For an increase of 
the fiduciary issue by £15,000,000 would involve a transfer of 
£15,000,000 in cash from the Issue Department to the Banking 
Department, and a transfer o f £15,000,000 in securities from
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the Banking Department to the Issue Department. The former 
transfer would strengthen the Bank’s reserve o f free gold; but 
the latter transfer would mean that the Treasury instead of the
Bank would receive the interest on the securities. Sir Laming’s
point could, of course, easily be met by limiting the profit of 
the Treasury to the interest on £200,000,000. But under the Bill 
as drafted the Bank has a financial interest in fixing the fiduciary 
issue as low as possible, because it is the amount of the fiduciary 
issue which fixes the Treasury’s share in the profits from state 
banking. We now have, therefore, from Sir L . Worthington- 
Evans, the first rational explanation yet given o f why the Bank 
desires a level o f the fiduciary issue which so greatly weakens 
the strength o f its international position. The larger the Bank’s 
reserves the smaller its profits. The Bank would like to have 
larger reserves; but it would also like to have larger profits. The 
present Bill represents the point of equilibrium in the Bank’s 
mind between these conflicting advantages.

Now this discloses a serious fault inherent in the present 
arrangements. It is most desirable that the Bank o f England 
should earn adequate profits; for the Bank ought to be free to
__________   * 1 __________ _____________________1 : __________________________ i i _____________ f - 1 _________ a r — 4- —  ------------------ --T } , , .puisuc me ngiii puncy regarnies ui inc cueei un il» piums. uul

under the terms of the present Bill, to raise the Bank’s reserves 
to a really comfortable figure would, as Sir L . W'ortnington- 
Evans justly pointed out, have a serious effect on its profits and 
might, i f  it were effected by increasing the fiduciary issue, raise 
the Treasury’s share to an excessive figure— though at present 
no one, not even the Chancellor o f the Exchequer, has any means 
of knowing whether the Bank’s profits are or are not, adequate, 
since (unlike most other state banks) the Bank of England’s true 
profits are kept a dead secret.

But is not all this rather absurd ? Why should not the Bank 
of England have both adequate reserves and adequate profits ? 
We have plenty of gold and plenty o f profit from the currency. 
But we have tied ourselves up in such a peculiar way that we 
can only assign profit to the Bank of England by taking gold away

i fe i*acîA1*u^  lnpb-inrr i f  n n  irt T CCn A r f m  o n  f*
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where it cannot be used. Thus the whole question requires 
reconsideration, and is eminently a proper subject, as M r 
Snowden argued, for inquiry and report.

1  n t  u a i i J V  u i  x ^ i i £ i a j i u  i i x i u i t a  m a t  i t  v a n  u i x x j v v  u i o v u w i i m  u j

not allowing the slightest change in outward forms, however 
obsolete and inconvenient. This is a great mistake. Besides, why 
should the Bank fear discussion ? We do not want to be governed 
by masked men in false beards muttering ‘ Mumbo Ju m b o5. But 
every wise reformer knows that the strength, prestige, and 
independence o f the Bank o f England are the corner-stones of 
a sound credit system in this country. Adequate profits, adequate 
reserves, adequate knowledge, and adequate freedom from 
interference by ‘ interests ’ , political or financial, are the necessary 
conditions o f successful management. But the Bank will not, in 
the long run, increase its prestige or secure its future or avoid 
suspicion by putting forward a case which will not stand ten

nmitAc’ pvnprt prncc_pvaminahr\n \nTi 11 c t ite rpa 1 rpacnn c on A& U I.VÜ L^/Vl < W1 U Lj VAUllllllHllUllt Tl AlAAkJl- ALU A VW1 A VWUV4AU HA4W

motive, however praiseworthy, remain, like its profits and its
statistics, secret and unavowed.6 ô

Yours, &c.,
J. M. K E Y N E S

6 When Keynes reprinted the text of the letter in The Economic Journal for June 1928 , he 
added the two following paragraphs.

The following table, lately compiled by the United States Federal Reserve Board, of the 
principal gold stocks held by central banks and Governments at the end of 1 9 1 3  and 1927 
respectively, may be useful in guiding our sense of proportions:

1913 1927
£  million £  million

United States 265 818
Great Britain 35 153
France 140 146
Japan 13 1 1 2
Spain 19 103
Argentine 46 95
Germany 57 91
Italy 59 49

Total for all countries 982 1,894

Thus the general withdrawal of gold from circulation has strengthened the central banks 
of the world about in proportion to the rise of prices and the growth of business. The risk 
of a future shortage of gold need not, therefore, be acute— unless we ourselves adopt, and 
encourage others to adopt, the short-sighted policy of locking away too much of it out of 
use, thus leading to brisk competition between the central banks each to secure for itself 
an adequate margin out of the inadequate total which remains.
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Keynes sent a copy of his letter to Philip Snowden, the Shadow Chancellor. 
On receiving it Snowden replied.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND TRA DE

From  Ph i l i p  s n o w d e n , 20 M a y  1Q28 

M y Dear Keynes,
I am very much obliged to you for sending me the cutting of your letter 

in The Times. I had seen it, though I had prepared the notes of my speech 
before doing so and I was glad to find that I had followed much on the lines 
of your argument.

Th e provision in the Bill will depend for its usefulness or otherwise on 
the policy of the Bank, but with a Chancellor who can stand up to the Bank 
it may be made operative.

x w  A3 3U1 p i  la u u  A l U1U g t l l t l  41 d U p p U U  W t  ItL C lV E U  IU1 d l l  U11VJUU) 11HU l i l t

Bank Charter and the currency policy and should we get back to office I think 
we can embark upon such an enquiry with general approval.

All good wishes. . ,
Yours sincerely,

PHILIP SNOWDEN

As the Bill moved through the House of Lords, Keynes provided another, 
unsigned comment.

From  Th e Nation and Athenaeum, 16  Ju n e  [Q28

The second reading o f the Currency and Bank Notes Bill in the 
House of Lords last Thursday was the occasion o f a very 
effective speech by Lord Arnold, setting forth once more in the
clearest language the objections to the new Bill. No One in the
course o f the debate made any serious attempt to answer him. 
But it was ominous that Lord Hunsdon and Lord Bradbury took 
the opportunity to water down the undertakings which have 
been given in the House o f Commons about the use o f the clause 
allowing an expansion of the fiduciary issue on application to 
the Treasury. Both o f them declared that, while circumstances 
might arise in which this clause should be used, it should not 
come into operation in any ordinary circumstances. We fear 
there is little doubt that this represents the real attitude o f the 
Bank o f England, with whom discretion in this matter will lie 
for the future, although, equally, we do not doubt the sincerity

7 5 3



of the spokesman of the Treasury in the House o f Commons 
in taking the opposite view. That the Bank o f England has been 
adamant against any inquiry into currency arrangements at the 
present time will prove, we believe, to have been as mistaken 
from its own point of view as it is, in our judgement, from that 
o f the public interest. The effect has been to produce a 
widespread impression that the Bank o f England is obscurantist 
and out o f touch with instructed opinion, however modest, and 
that it does not feel itself strong enough to come out into the 
open and defend its policy under cross-examination. The Bank 
has had to draw on its prestige very heavily in order to force 
the Bill through unamended, and the debates, in which various 
members o f the Labour Party have played an honorable and 
enlightened part, have not left the position where it was.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

Keynes also commented anonymously on another aspect o f Churchill’s 
Budget as it passed though its later stages in the House.

From  The Nation and Athenaeum, 5  M a y  1Q28

n1« n>L̂ 1 «r a /I A/4
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by the Liberal Industrial Inquiry in his proposed changes in the 
form o f the Budget. But there is one important reform which 
he has so far ignored— namely, the provision o f an estimate as 
to how far the revenue collected within the year exceeded or fell 
short o f the revenue acquired within that year. In answer to a 
question in the House on Tuesday, he admitted that the arrears 
of super-tax carried forward were £5,000,000 less than the 
arrears brought in— so here, on the top o f all the other wangles 
is another very substantial one. Without this contribution from 
previous years’ revenue, extracted under special pressure by 
Somerset House, last year’s results would have shown, once 
more, a deficit. We suggest that some Liberal Member should 
invite him to give corresponding figures for the income tax, and 
also the amount o f the balances o f the Revenue Departments
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not paid over into the Exchequer— which otherwise we shall not 
know until the Finance Accounts appear six months hence.

I N D U S T R Y ,  E C O N O M Y ,  C U R R E N C Y  AND T R A D E

On 24 June France moved from a de facto  to a de ju re  stabilisation of the 
franc. Keynes commented on the stabilisation in The Nation  for 30 June 
(J M K , vol. ix, pp. 8 2-5). He also examined the stabilisation legislation in 
the next issue of The Economic Jou rn al.

From  Th e Economic Journal, September ig 2 8

T H E  F R E N C H  S T A B I L I S A T I O N  L A W

The new law fixing the French franc in terms of gold and making 
various other new provisions, which came into force on June 24, 
is set out below. The gold value fixed for the franc, which is 
equivalent to 124-21 francs to the £ , was in accordance with 
expectations, being no more than a recognition of the de facto 
situation. Certain other provisions o f the law, however, are 
unexpected. In particular, reserve provisions are laid down for 
the Bank of France on lines considerably different from those

1—  ______ : i  i _____ _ u : . u —   a :*.:----- 1 1 ? _____ u
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system has been to fix a maximum for the note issue from time 
to time, but to make no particular arrangements as to the amount 
or proportion of gold to be held against it— an arrangement 
in favour of which there is in modern conditions a great deal 
to be said, especially if  the maximum is suitably varied from time 
to time. By the new law, however, the Bank of France is 
required to conform with the new fashion o f holding a rigid 
percentage gold reserve. This percentage is fixed at 35 per cent 
and applies not only to the notes in circulation, but also to the 
Bank o f France’s current deposits and other sight liabilities. The 
result of this provision is to lock up irrevocably something 
approaching £200,000,000, the effective gold reserve of the Bank 
o f France to meet a foreign drain or for any other purpose being 
such amount as the Bank may hold in excess o f this figure.
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It is interesting to note that the new law also does away with 
the last remnants o f the traditional bimetallism of France. The 
old five-franc pieces are to be demonetised and melted down, 
and silver will play no part in the future currency arrangements 
of the country.

The text o f the law, slightly abridged, is as follows:—
Article 1. The provisions o f Article 3 o f the Law  o f August 

5 , 19 14 ,  provisionally fixing the value o f notes issued by the Bank 
of France and the Bank of Algeria, are annulled.

Article 2. The franc, the French monetary unit, consists of 
65 ■ 5 milligrammes of gold, 900/1,000 fine. Payments in gold 
francs of the former denomination, which were arranged in 
earlier agreements, are not affected.

Article 3. The Bank o f France undertakes to convert its notes 
into gold at sight and on demand. It can do this either with legal 
gold currency or with gold bullion at the rate of 65*5 
milligrammes, 900/1,000 fine, per franc. Payments o f gold may 
be limited to the head office of the Bank, and to minimum 
quantities agreed upon with the Minister o f Finance. Conversion 
will be effected by the Bank of Algeria under similar conditions.
'T'V» a  15 rt n Ir ^ f  n n/i 11 Wnir n*rvl/1 rtf K'Hrttn/'lrt
x  n t  x j a n i s .  \ j i  l  w i n  \J\xy  g u i u  a t  l t d  u t a u  u i  u i  a i i u i  u i i i t ^ a

at the rate of one franc per 65 ■ 5 milligrammes o f gold, 900/1,000 
fine, without deducting interest, but it may deduct mint charges. 
Assay charges will be borne by the seller.

Article 4. The Bank o f France wili keep a reserve o f gold 
bullion and coin worth at least 35 per cent o f the combined total 
of notes in circulation payable to bearer and of the credit 
balances o f current accounts. Existing legal limits on the note 
issue are abolished.

Article 5. The Mint will strike 100-franc gold coins, 
900/1,000 fine, within a margin of accuracy of one thousandth 
by value and two thousandths by weight either way. These coins 
will be unlimited legal tender.

Article 6. The date and other conditions of the general issue 
o f gold coins by the Currency Office will be fixed by Government
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decree. In the meanwhile, coins will be struck only by the Bank 
of France, and the minting charge will be 40 francs per 
kilogramme o f gold, 900/1,000 fine.

Article 7. To take the place o f the Bank of France 5-franc, 
10-franc, and 20-franc notes, which will be withdrawn from 
circulation before December 3 1, 1932, and will then cease to be 
legal tender, the Currency Office will strike, on the account of 
the State, silver coins of the nominal vaiue of 10 francs and 20 
francs, 680/1,000 fine. These must not exceed a total value of 
three milliards of francs. (This article, which has already been 
amended by the Finance Committee o f the Chamber, originally 
provided for 5-franc pieces instead o f 20-franc pieces.) The 
types o f the new coins will be fixed by special decree. No 
individual will be compelled to accept more than 250 francs in 
silver coins. One third of the proceeds o f the minting o f silver 
coins will be paid at the end o f each Budget period into a fund 
for the upkeep o f the coinage. The other two thirds will be 
disposed o f as arranged in the new Convention between the state 
and the Bank of France.

Article 8. Chamber o f Commerce tokens will be taken out of
r ' t r r - n I n f m n  <ic r * A m ^  in A A I n o  r \ Ç  c o m A  r l ia n  Amin# iE m n p
v u  vu itv tivM i ao  L iiv  j  v u i i i v  n i }  a n u  w u u  u i  lj.iv  o a iu u  vivj.il / i j im a u u u o

will be issued by the state in their stead. Private individuals need 
not accept more than 50 francs worth o f aluminium-bronze alloy 
coins, or more than 10 francs worth o f nickel or bronze coins.

Article 9. Ail earlier gold and silver currency will cease to be 
legal tender on the date o f promulgation o f the present law.

Article 10. Stocks o f gold and silver, held by banks which have 
been granted powers o f issue in Colonies and Protectorates 
where the franc is legal tender, will be revalued on the new 
monetary basis. The Minister of Finance is authorised to settle 
with such banks the conditions under which the state will 
receive credits for the resulting surplus.

Article 1 1 .  Deposit accounts opened with the Central Treasury 
Fund by the Minister o f Finance on December 17, 1920, are 
abolished. Article 104 of the Law o f April 19 ,19 26 , is withdrawn
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except as regards specially authorised accounts. The provisions 
o f the present Law  will come into force on Ju ly  1, 1928.

Article 12. The Law  o f the 17th Germinal, year X I, and 
subsequent laws, controlling the minting and issue o f money and 
the export o f currency are withdrawn.

Article 13  approves the new Conventions between the state, 
the Bank o f France, and the Caisse Autonome, by which the 
Bank o f France undertakes to revalue in francs the stocks of 
gold in France, gold and reserves abroad, and silver which are 
shown in its weekly statement. It will also revalue in francs the 
bills bought by it from the Treasury in virtue o f previous 
Conventions, and the gold, silver, and bills acquired in pre
caution for stabilisation. The surnlus created bv these revalua- 
tions will be used to redeem the outstanding temporary 
advances of the Bank to the Treasury, which will therefore be 
freed from its existing debt to the Bank. Treasury bonds held 
by the Bank under the agreement o f February 3, 1927, which 
represent advances to foreign governments, and are in fact 
composed by the Russian debt, will cease to bear interest for 
the Bank, and will be taken over and paid for gradually by the 
Caisse Autonome.

As soon as the new law is promulgated, the Bank o f France 
will place a sum o f three milliards o f francs, free o f interest, to 
the credit o f the Treasury account. It will receive in return a 
Treasury bond o f the same value, due for payment at the expiry 
o f the new Convention on December 3 1 ,  1945. The Bank will 
be free to purchase short-dated bills for foreign issue banks in 
account with it. Its stock o f silver coins will be held by it for 
the present and will be transferred to the state as required for 
conversion into the new silver coinage.

The Convention between the state and the Caisse Autonome 
provides for the transfer to the Treasury o f the claim on Soviet 
Russia. I f  the Russian bonds are not redeemed by December 
3 1, 1945, the outstanding balance will be paid by the state. The 
Convention between the Caisse Autonome and the Bank o f
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France also provides for the liquidation of the Russian bonds. 
Article 13 , as amended by the Finance Committee o f the 
Chamber, also has a clause to increase permanent advances to
flip ctofp Kv turn tn illiirrlc  in r\t*A  pr t r \  nrmn/^P pfp/ltfo forU1V OLdLV IH V  lllllllU i 111 V lU V l p i u v i u v  v i  v u iio  1 0 1

agriculture, housing, and social services.

I N D U S T R Y ,  E C O N O M Y ,  CUR RE NCY  AND TRADE

The first weekly return of the Bank o f France (for June 25,1928) 
in its new form showed in terms o f sterling the following 
gigantic total o f gold and foreign currency assets, which is more 
than three times the gold holdings o f the Bank o f England :—

£
Gold coin and ingots 
Cash available at sight abroad 
Forward foreign exchange purchased 
Negotiable securities bought abroad

233.000. 000
129.000. 000
79.000. 000
87.000. 000

£528,000,000

Since June the forward foreign exchange purchased has been 
running off and has been mainly replaced by other forms of 
foreign assets and o f gold, the figures of August 16, corresponding 
to the above, being as follows:—

£
Gold coin and ingots 
Cash available at sight abroad 
Forward foreign exchange purchased 
Negotiable securities bought abroad

244.000. 000
117.000. 000 
49,000,000

125.000. 000

£535,000,000

It would seem possible that the part of the reserve held in 
gold has not yet reached as high a figure as the Bank would like. 
In any case, it is clear that the provisions of the new French 
law are o f a kind to confirm the anxieties o f those who have been 
anticipating that the supply of monetary gold might be inadequate 
to the requirements o f the world after the general return to the 
gold standard. It is evident that i f  every country were to lock 
away 35 per cent of the sight liabilities of its state bank and then
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hold some substantial amount in excess of this in order to 
1 comfortable, there would be a steady deflationary pressure 
ich, failing wiser courses, might continue over a long period, 
any rate the future o f gold now lies in the hands o f the Bank 
France as well as in those o f the Federal Reserve System.

A C T I V I T I E S  1922-1929
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Chapter 9

CAN L L O Y D  G E O R G E  DO IT?

On 17  July 1928 Keynes wrote to Lord Beaverbrook offering him an article 
on the causes of unemployment in the same vein as The Economic Consequences 
o f  M r  Churchill. Beaverbrook accepted Keynes’s offer.

From  Th e Evening Standard, j i  J u ly  ig 2 8

H O W  T O  O R G A N I S E  A W A V E  O F  P R O S P E R I T Y

In the spring o f every year there is a seasonal recovery of certain 
industries which have been held back by the winter. This comes 
handy for the annual speeches o f the chairmen o f the big banks 
and for the Chancellor o f the Exchequer introducing his Budget. 
So at each o f their annual celebrations the professional optimists 
assure us, on the strength of the spring trade, that at last the
rfnmm 1 10 o f Ivinrl
I V V 1 VA1 1UU1U.

By Ju ly  we always know that we have been had again. This 
year particularly so. It is certain that trade on the whole is bad. 
There are 200,000 more unemployed than at this date a year ago. 
Indeed, there are as many unemployed as in any Ju ly  in the last 
six years except during the great strike.

The railway traffics confirm these figures. So does the 
condition o f the staple industries considered separately— coal, 
agriculture, cotton, shipbuilding, iron and steel, motors, and 
(more doubtfully) building and construction. A small increase 
in certain classes of exports is the only favourable feature.

In short, both profits and employment are disastrously poor. 
Moreover, the more successful the efforts which are being made 
to restore the margin of profits by ‘ rationalisation’, the greater 
the likelihood— at first anyhow— of increasing unemployment.
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And the more successful the efforts o f the Treasury, in 
the pursuit of so-called ‘ Econom y’, to damp down the forms 
o f capital expansion which they control— telephones, roads, 
housing, etc., again the greater the certainty o f increasing 
unemployment.

The post-war building programmes o f local authorities will 
begin to peter out before long, and, unless their place is taken 
by something else, the building trades will join the depressed 
industries.

Since there can be no doubt about the explanation, it is well 
to remind ourselves from time to time what it is. Labour costs, 
measured by the wage index o f eleven leading industries, are 
exactly what they were three years ago or four years ago.

Meanwhile wholesale prices have fallen 9 per cent compared 
with three years ago and 13 per cent compared with four years 
ago, whilst the cost of living has fallen 5 per cent. But many 
industries have not enough margin o f profit to employ men at 
the same wages as before and to sell their products 5 to 10 per 
cent cheaper.

This situation is what I ventured to predict when I wrote in 
The Evening Standard three years ago, shortly after the return 
to the gold standard. We have deflated prices by raising the 
exchange value o f sterling and by controlling the volume o f 
credit; but we have not deflated costs.

The fundamental blunder of the Treasury and o f the Bank 
of England has been due, from the beginning, to their belief that 
if  they looked after the deflation of prices the deflation of costs 
would look after itself.

Regarding these two different things as though they were 
practically the same thing, they did not hesitate to commit us 
to a deflation of costs without having any idea or any plan as 
to how it was to be brought about. Yet, as I pointed out when 
they made the commitment, it is extraordinarily difficult to 
deflate costs. Broadly, there are three ways o f doing it.

The first is a general assault on the level o f money wages. The
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coal lock-out o f 1926 represented an attempt along this line of 
advance, and i f  the employers had been allowed to press home 
their advantages after the defeat of the General Strike some
c i i r r p c c  miorVïf hdvf» a r lirklUWVl/LJ 44 41___  ____  ____ drhipvp/.^414 11M T 1/VV41 UV144V » VVIl Rut \/fr RiMu/in----------- ------------ VIVVXUVUJJU1U IT 111

quite rightly— that it would be socially and politically in- 
expedient to take advantage ot tlie situation in tins way.

The events o f this period confirmed the conclusion that in 
modern conditions an assault on wages is not only politically 
impossible, but also maladroit, because the wage rates which will 
be most likely to yield before the assault will be those in which 
wages are already relatively low because of bargaining weakness.

Today, on the eve o f a general election, a general assault on 
wages is more entirely out o f the question than ever.

The second way o f deflating costs is that which is now being 
adopted in the best-led industries— namely, the restoration of 
the normal margin of profit by concentration o f production on 
the most profitable lines and the curtailment o f unprofitable 
business. This is called rationalisation.

The reason why we are only feeling now at this late date, when 
there are no other clouds on the horizon, the full effects on
pmnlnvmpnt nf thp flispniiilihrium set nn hv our mnnetarv nnliev
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three and four years ago is because many employers have been
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has been promised them, to continue without profit or at a loss.
But they will not do so indefinitely. In present circumstances 

there is for them no alternative to pressing on with 
rationalisation— which is likely, moreover, to achieve some 
economies and increased efficiencies which were already over
due. But this is bound to aggravate, rather than cure, the 
problem of unemployment.

The third way o f deflating costs is to take advantage o f the 
economies o f successful bold enterprise and the working o f plant 
and productive resources to a hundred per cent of capacity.

Industry might afford the higher wages imposed on it if  it 
could work at full steam. The wastefulness of plant employed



10 or 20 or 30 per cent below capacity is extreme. Moreover, 
the increased purchasing power o f a working population in full 
employment would react quickly and cumulatively on the 
prosperity of numberless industries and occupations.

Probably, even so, it would be impossible to bridge the 
existing gap between costs and prices without the assistance of 
some inflation of the latter. In any case, to organise a wave o f 
prosperity which shall sweep us out o f the pool o f stagnation 
in which we are decaying is extremely difficult, involves some 
risks, and might be unsuccessful. But it ought to be tried.

Unfortunately, it lies entirely outside the power o f individual 
business men to take the initiative. The first steps can be taken 
only by the Bank of England and the Chancellor o f the 
Exchequer. Yet the consequences o f their policy so far has been 
to ensure that businesses shall be unprofitable and that the level 
of unemployment shall not fall below the million level.

Nevertheless, it is well to recognise squarely the nature o f the 
risks which stand in the way o f any departure from the Bank 
of England’s present policy. Unemployment will not decline 
unless business men have the incentive o f plentiful credit, high 
hopes and a slightly rising level o f prices— a slight inflation of 
prices but not o f costs.

The newly employed men will need increased imports o f raw 
materials to work on, and as their earnings improve their 
consumption will increase. Yet owing to the length o f the period 
of production, they will not have much to show for it for six 
months or a year, and, if they are producing capital goods, 
adjustments of the capital market will be required. In the 
meantime one would expect the visible balance of trade to move 
against us.

Thus the process o f getting more men to work is calculated 
to cause a drain on the resources o f the Bank of England, just 
as the depression has raised its resources to a record level.

The practical steps which ought to be taken if we really want 
to reduce unemployment are, I suggest, the following:—

A C T I V I T I E S  1922-1929
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First, as M r McKenna has consistently maintained, the Bank 
of England must gradually increase the reserve resources of the 
joint stock banks up to (say) £10,000,000 above their present 
figure— an augmentation of the basis of rreHit which will ensure* M. VA VVitk r A1IV11 T1 A4A VlMJVtl V

that no worthy business borrower will be turned down by his
U r t t l l r  uaniv.

Secondly— since this would greatly reduce and perhaps avoid
altogether the risks uf the experiment— the Governor of the
Bank must induce his colleagues throughout the world to change 
their tune when he changes his, instead of his encouraging a 
general deflationary atmosphere by insisting on every state bank 
in Europe locking up its gold against note issues which do not 
need it.

Thirdly, the Chancellor of the Exchequer must remove and 
reverse his pressure against public spending on capital account.

Every public department and every local authority should be 
encouraged and helped to go forward with all good projects for 
capital expansion which they have ready or can prepare— roads, 
bridges, ports, buildings, slum clearances, electrification, tele
phones, etc., etc.

When we have unemployed men and unemployed plant and 
more savings than we are using at home, it is utterly imbecile
t n coif Gilt- urp M n n n t  ft fFnvA thpep tVimcTC P n r  i t  »c m ith  fht>iv/ bJd j  LI 1(1L TT v VUli 11W L Ujfy U  I W  L11WJV • J. Kf !  » * fi7 M' Pi’ll' PIPW

unemployed men and the unemployed plant, and with nothing else, 
that these things are done.

T o have labour and cement and steel and machinery and 
transport lying by, and to say that you cannot afford to embark 
on harbour works or whatever it may be is the delirium o f mental 
confusion.

For several years past these policies have not lacked powerful 
advocates who have some claim to wisdom and experience— M r 
McKenna, Lord Melchett, Sir Josiah Stamp, for example, 
amongst business authorities, M r Lloyd George and Lord 
Beaverbrook amongst public men, and many economists and 
journalists.



I do not believe that the Chancellor of the Exchequer is 
naturally unsympathetic to this outlook. But he has succumbed, 
just as M r Snowden did before him, to the timidities and mental

A C T I V I T I E S  1922-1929
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as an end to be worshipped what should only be pursued so long 
as it is successful as a means to the creation o f wealth and the 
useful employment o f men and things.

According to the census of production, the average net 
output of an employed person in this country is £220. Therefore, 
the output of a million persons over five years is £1,100,000,000.

It is very possible, therefore, that the policy o f the Bank o f 
England over this period has reduced the wealth o f the country 
by not less than £500,000,000.

The nature o f the error committed will never be exactly 
understood by the public. But its consequences will have a 
profound effect on the general election and on the future
{m v p rn m p n t n f  t Vi 1 c p n n n trv
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Keynes’s article was the subject of extensive press comment. It also
fftrimrAH -in intPfActmiT p A m Âllxr-n Vmi»
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the London School of Economics from Harvard.

nrh/\ m r f  AAmâ f a
vmu uau j U3i conic lu

From  a l l y n  y o u n g , 7 August ig 2 8  

Dear Keynes,
You may wait upon having my address on ‘ Increasing Returns and 

Economic Progress ’ for the December Jo u rn a l. 1 I shall want to append a 
mathematical note (which I shall not read at Glasgow, but which I am having 
privately printed for distribution to interested persons) which will occupy 
not more than three additional pages.

I read a contribution of yours to The Evening S tan dard  with much interest. 
I agree altogether with what you say about public expenditures. In respect 
of Bank policy I go a long way with you. But, of course, one doesn’t know 
whether the release of, say, £100,000,000 more purchasing power in the

r Young was giving the Presidential Address to Section F, the economics section, of the British 
Association for the Advancement of Science in Glasgow on 10  September. It appeared in 
The Economic Journal for December 19 28 .
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London market would mean an increase of £50,000,000 or £100,000,000 in 
the demand for British  labour. In general, o f course, the best results would 
be got from an expansion of credit effected by other means than a marked 
reduction o f Bank rate relative to the rates of other countries. On the whole, 
I think, it might be better to devise some sort of bonus on new productive 
investments within Great Britain. ‘ Rating reform ’ won’t do it, for that mostly 
affects quasi-rents, and has iittie effect on prime costs. Radical as it may seem, 
I should prefer to give new constructions and installations an exemption
C~r MfAC An <1 «¥**•-* (  Ht I A
1 1 .IU I 1  l a i v u  u i t  a  gxct.v 1 1 4 a t .v v 1  y v i i n v y  o v a i v .

We really need a theory of economic inertia.
Yours sincerely, 
A L L Y N  A .  Y O U N G

On 18 August, The Economist in the course of a leading article discussed 
Keynes’s Evening Standard  proposals critically. Keynes replied to one 
particular comment.

To the Editor o f  The Economist, 27  August 19 2 8

Sir,
In commenting on a recent article of mine in The Evening 

Standard you allege that I ‘ have failed to draw the distinction 
between wage costs and wage rates \ This is not correct— indeed,
it is the nnnnsite n f the truth T h e  argum ent o f  the article was‘v w ~ ----- --------- ------ — o --------— ---- --------  ----
as follows:—

f  t  \  T t v i f  f U p  t r \  f K p  r^i 1  r r p n r v
y x y x u a i  LX1V UVVIJIOII l v  w xm -w  vxxv v w n v u v j  w i u u u u v u

us to a reduction o f production costs in terms of money;
(2) That this is a very difficult thing to accomplish, and there 

was no plan beforehand as to how to do it;
(3) That there are three ways— (i) to reduce wage rates, (ii) 

to reduce costs by rationalisation often involving a contraction 
of employment, (iii) to reduce costs by an outburst of intensive 
activity based on full-time working;

(4) That (i) was politically and socially impracticable in an 
adequate degree, that (ii) was proceeding in the best-led 
industries and was in many ways desirable, but tended, at first, 
to aggravate unemployment, and that, therefore, (iii) deserves 
a trial.



Your article was based apparently on the belief that wage
costs have been already reduced— over the average o f agriculture,
transport, public utilities and industry— proportionately to the
increase in the value o f money. Why you believe this nobody
knows. , ,

Yours, etc.,
J . M . K E Y N E S

A C T I V I T I E S  1922-1929

On 3 August, at the Liberal Summer School in Oxford, Keynes took part 
in a debate with Tom  Johnston, a Labour M .P ., on the motion ‘ Th at the 
Socialist solution to the economic evils of today is to be preferred to that 
contained in the Liberal Industrial Report’ . After the meeting he went on 
with Lydia to stay with Margot Asquith at The Wharf.

During the rest of 1928 Keynes was relatively inactive as a publicist, for 
except for a speech in the opening debate of the Cambridge Union on 16 
October favouring a change o f government, and a book review, he stayed out 
of the public prints while working on his Treatise on M on ey.2 He did, how
ever, enter the lists when the Editor o f The Observer attacked ‘ Professor 
Keynes’ on 28 October for certain comments that had appeared in The
\ I n  / » / i«  n n  T Ua  f ) / j e c  d  1 c m i c c n  1 r\Ç  <1 T  i K p r n l  1 r n >  o n  1  v-' i/ j k  k 'tr u u i o i i i i ^ o c u  u t  a  j j i u v i a t  i v v i v a i .

To j. l . g a r v i n , j o  October 10 2 8

M y dear Garvin,
On opening my Observer on Sunday I was rather astonished 

to find a leading article directed to my poor self, describing me 
as ‘ an ungovernable soda-water siphon’, spuming ‘ in The 
Nation ’ . Since I have been very busy in recent weeks on a book, 
and have not written an article for The Nation for some time, 
I could not imagine to what it might refer. On picking up The 
Nation I was still rather at a loss, because, while I found a 
paragraph referring to your electoral arithmetic, I could find 
nothing anywhere in the paper about ‘ the political wisdom of 
Lord Beaverbrook’ .

2 jfM K , vols, v and vi.
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At any rate, I wrote nothing in last week’s Nation, and am 
not and never have been a ‘ Professor’ . M ay I rely on your giving 
equal prominence next Sunday to a withdrawal of this attack
/-in mp on/t nncici M \t 1Çiron fppl inohnprl oomofUinrr m tlip vu  juiv  ̂unu  ̂ 1 1  j  o u  ivvi u iv u u vu  y ju n iv u u u g  m  m v  îu iiu i v

of an apology? For it is really rather annoying to be attacked 
so vituperatively for something with which one has no concern. 
I may add that I have hardly ever written an article for The 
Nation (or for any other paper) except over my own name, and 
have never had any connection whatever with the column in 
which the offending paragraph appeared.

Yours sincerely, 
[copy initialled] j .m .k .

From  j. l . g a r v i n , 3 /  October ig 2 8  

M y dear Keynes,
Your letter reaches me here. I make a practice of taking difference of

opinion in politics as a matter of course and never initiate personalities. When
they are initiated by others at my expense they must be dealt with. The Nation
began the personalities a fortnight ago about a matter where I was solely
concerned with examining facts. I took no notice. Th e second week it
repeated, in a manner below its name. Then, action was required. The Nation
is yours. ‘ K affa’ is supposed to be you. You imply that this supposition is
mistaken and that you had nothing to do with these paragraphs. I am glad
to know this. I am very glad. T o  open personalities with you on a difference
of mind would be the last thought in my head. The Nation  owes amends
to me, in the first case. What of that? ,

Yours sincerely,
j. L. GARVIN

P.S. T o  say Evening Standard  is to say Lord Beaverbrook in these matters. 
I like realities.

To J. L. GARVIN, 1  November 1 Ç 2 8

M y dear Garvin,
Why do you think it natural to assume that the Chairmen of 

Companies owning newspapers write all the contents— I all of
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The Nation and Beaverbrook, apparently, The Evening Standard} 
Wouldn’t Lord Astor be rather surprised i f  I wrote a sharp letter 
to him for writing an article calling me an ungovernable
pn/1 <1 _ 3V7Ua" 01 r%l*i nn 5O i p i l W J . 1  : n i l  T T * r i r  ? Ç r t / l i l_unaii x x i j  . uuua~ rraivx t?i f i l i n n  O ipiiU il w r m  1  \A n cruiu

really be much more applicable to him, and he might take it as
a compliment!

Seriously— I am horrified to think that I have ever been 
supposed to be ‘ K atfa ’ of The Nation, as you would appreciate 
if  you knew what I ’d been in the habit o f saying about him. But 
I must leave him and his defence to his Editor.

Yours sincerely,
J . M . K E Y N E S

Garvin closed the issue with a telegram.

From  j. L. Ga r v i n , 1  November ig 2 8

Letter just received welcome explanation happy put matters right as regards 
yourself but is Nation  making any amends for offensive paragraphs two weeks 
running on opinions of mine carefully formed and fairly expressed?

Garvin.

On 2 November, Keynes reviewed Reginald M cKenna’s recent collection 
of speeches entitled The Post-W ar Banking Policy.

From  Britannia, 2  November 1Q28

M r McKenna has done a bold thing. He has dared to reprint 
without alteration the advice, the explanations, the prophecies 
which have adorned his annual addresses to the shareholders o f 
the Midland Bank since 1920. But he emerges with remarkable 
success. He has said substantially the same thing, brought 
up-to-date, every year; he has never been listened to; and his 
warnings have turned out right. But the authorities of the Bank 
of England, against whom in polite and covert language he has 
been inveighing, have possessed the inestimable advantage of
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never explaining themselves or having to justify their policies. 
So Cassandra, though having a tongue, has not prevailed against 
them.

Yet his story is a simple one which might— one would have 
thought— be understood even by the dumb unless they are also 
deaf. It is a clear and argued exposition o f the inevitable 
consequences o f a prolonged attempt, spread over years, to 
deflate prices through the instrument of Bank rate and credit 
restriction. Business losses, curtailment of production, severe 
unemployment, a heavy aggravation of the burden o f the 
national debt— this is what M r McKenna has told us each year 
that we are heading for; and this, each year, is what we have 
got.

The argument, put very briefly, is as follows. There have 
often been periods o f what M r McKenna calls ‘ speculative 
inflation’, in which prices have gone up out of proportion to 
wages with the result that exceptionally high profits have been 
earned, leading in their turn to over-trading. Against such 
developments the Bank of England’s traditional weapon of high 
Bank rate and the restriction o f traders’ credit is ideally suitable,
qnH ü1w *jvc  ÏÎL^I v  tn eiirfM cfnl R u t  thprp ic alcn nnifp aHI MHJL7 j  V/ V V LIU WVWU4 W*> Mh. V J. 'W 11/ «.'V' H>
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different kind of inflation, such as that which was the legacy of 
the War period, when wages have had time to rise just as much 
as prices, so that profits are no longer excessive.

Now it is vital to distinguish between these two kinds of 
inflation and to be quite clear, before we use the weapon of credit 
restriction to cure the second kind, exactly what we are in for 
and whether it is worth while. This is the piece o f clear thinking 
which, time after time in the course of these addresses, M r 
McKenna has demanded, yet which the Treasury and the Bank 
of England have never provided.

For how does the process work? Clearly prices cannot fall 
unless either profits fall or wages fall or efficiency increases. Over 
a long period we might hope a good deal from an increase in 
efficiency; but manufacturers could not possibly hope to increase
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efficiency quickly in a degree corresponding to the fall o f prices. 
Moreover, an atmosphere o f restriction is the worst possible 
atmosphere in which to increase efficiency in modern conditions, 
where much depends on full-scale production.

How then will a restriction o f credit by the Bank o f England 
bring down prices ? The first effect will be to cause manufacturers 
to drop all their less profitable business— which means less 
output and less employment. The second effect will be to bring 
towards bankruptcy those manufacturers who happen to be 
working— because o f foreign competition or for any other 
reason— with a narrow margin o f profit, as, in this case, the 
heavy industries of coal, iron and steel and the textile industries. 
These industries have to choose between losing money and 
embarking on a struggle with their operatives to reduce wages ; 
and they generally go in for a bit o f both. By this time there 
is— one way or another— a large body o f unemployed. When 
the Bank o f England [has] achieved this result, one half— the 
easier half—of the Bank’s task has been accomplished.

The next stage is to use the pressure o f unemployment to 
bring down wages. In modern conditions this is exceedingly 
difficult, and the resistance to it has been tenacious and on the 
whole successful. That is why the phase o f unemployment has 
been so exceedingly prolonged. When wages have come down 
to the necessary extent— and in so far as efficiency is increased, 
the extent to which wages need fall is correspondingly 
diminished— profits are restored at a lower price level than 
before. The workers will be no worse off than they were, when 
once the process is completed; for though their money wages 
will be lower, their purchasing power will be maintained. But 
the reasonableness of this final outcome does not make it any 
the easier to bring about in practice.

Many people, who did not think so at the time, now realise 
it would have been much wiser to have established both prices 
and wages at a higher level— thus avoiding business losses, 
unemployment and a heavier national debt. Nor are we yet out 
of the wood.

A C T I V I T I E S  1922-1929
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As Bagehot wrote many years ago:— ‘ The directors o f the 
Bank o f England were neither acquainted with right principles, 
nor were they protected by a judicious routine.’ But, at any rate, 
the Chairman of our greatest joint stock bank did what he could 
to warn the Government and the public.

CAN L L O Y D  GEORGE DO I T ?

In the winter of 1928 Keynes was approached as a possible Liberal candidate 
for Cambridge University. Initially he had declined the approach but he 
subsequently weakened, partially under parental influence as he told Lydia 
on 6 March, and agreed to consider the issue again in the autumn. Thus 
on 11 October he was approached again by F. A. Potts of Trinity Hall.

From  F. A. POTTS, 1 1  October 1 Ç 2 8  

Dear Keynes,
Has the time now come when you can give a definite answer to an

invitation to stand for the University constituency? I do hope that things
have so fallen out that you do feel free to stand. ,

Yours sincerely,
F. A. POTTS

To f. a . p o t t s , 1 4  October 1 Q 2 8  

Dear Potts,
During the vacation I have thought a great deal about the 

very attractive invitation to me to stand for the University 
constituency. From many points of view I am much tempted,
A m /l T /I a m   ̂+■ F m r « 1  rl  ̂rt M T /l 1  ra iTrt Hit fr/v v4 /\«tn it It At 1  4- «tt itlrt «t n
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a decision. But on the balance of considerations I must say No.
On a later occasion the balance might come down on the other
side. But at present I have too much else on hand, particularly
writing, which I cannot bring myself to give up.

I am very grateful for the long time which has been allowed
me to make up my mind. _r .

Yours sincerely,
J.  M.  K E Y N E S

The attempt to run Keynes as a candidate did not stop with his letter of 
14 October.
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From  SIR He r b e r t  SAMUEL, 5 December I Ç 2 8  

Dear Keynes,
I had heard that you had declined the invitation o f the Cambridge

T ImvfM-cit-v T th p rü lc  fn  c t i n d  a t  fK p  n p v t  p lp p tin n  ' in H  t h ic  m n r n in ir  I  h a v pV  ut 1 vxuâLj j_ i ivv t W %*%- VllV 1IVAV V1VV(.1VH J wnu  m. tku » %>

heard from M r Potts, who writes on behalf o f their Committee. I do not 
think I can do better than send vou his letter, so that vou mav see oreciselvW f 1 W>

how the matter stands. You will realise as fully as I do the importance of
a strong body o f Liberal candidates at the next election, and particularly of
Liberalism being well-represented in the University contests. It would be
of great assistance to me, and to all o f us who are working for the revival
of the Party, if  you would ‘ consider yet again’ ; and, in view o f the
circumstances which the letter describes, would agree to the urgent desire
of the Cambridge University Liberals. . ,

Yours sincerely,
HERBERT SAMUEL

To SIR HERBERT SAMUEL 1 0  December 1 Ç 2 8

Dear Sir Herbert,
It is very kind o f you to have written to me in the terms of 

your letter of December 5th. I was very much attracted by the 
idea of standing for the University, and gave it the most 
prolonged and anxious consideration before I declined. Since

m /« m r  « « mm 1 7 a v • m m -a 4- m mm D 1  i T mm/m Pi tgening yuui icttci x liavc Liiuugnt it uvci again, xjul x am sun)
to say I still feel that I must not take up this commitment. It
would be difficult or impossible for me to take membership for
the University in the spirit of a rather light-hearted outsider, as
some people might quite appropriately do. I f  I were to come into
the House I should inevitably find myself drawn to make it the
major call on my time. Indeed, it would not be satisfactory to
me on any other terms. But this would mean giving up many
of my present activities, and that is what at this moment o f
time— one cannot say how one would feel after various pieces
of writing work have been finished— I am, most reluctantly, not
prepared to do. . ,

Yours sincerely,
[copy initialled] j .m .k .

p .s . I return M r Potts’s letter.
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In the New Year Keynes became more active. His first article of the year 
concerned the adequacy of world stocks o f gold, a matter he had alluded to 
in discussing the Currency and Bank Notes Act of 1928 and the French 
stabilisation legislation (above pp. 746, 752  and 759-60). On 14 December 
1928 the Council o f the League of Nations on the recommendation of the 
Financial Committee had agreed to set up an inquiry. After serious 
difficulties in staffing such an inquiry in the face of central bank vetoes of 
key personnel, the Financial Committee delegated some of its members to 
join with outside experts in the summer of 1929 to form the Gold Delegation, 
which issued three reports between 1930 and 1932.

CAN L L O Y D  GEORGE DO I T ?

From  Th e Nation and Athenaeum, i g  Ja n u a ry  ig 2 g
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T H E  L E A G U E  O F  N A T I O N S  I N Q U I R Y

From the days o f the Genoa Conference in 1922 anxiety has 
often been expressed whether the world’s stock o f gold would 
be adequate to its needs in the event of the great majority of 
countries returning to the gold standard. Professor Cassel has 
been foremost in predicting a scarcity. I confess that for my own 
part I did not, until recently, rate this risk very high. For I 
assumed— so far correctly— that a return to the gold standard 
would not mean the return of gold coins into the pockets o f the 
public; so that monetary gold would be required in future solely
r,_«1___  _____— „ iAnf< «« «x PAP /\«
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international account, pending the restoration o f equilibrium by
Bank rate or other expedients. Accordingly— so Ï supposed, and 
here I was wrong— the monetary laws of the world would no 
longer insist on locking up most o f the world’s gold as cover for 
note issues. For the contingency against which such laws had 
been intended traditionally to provide, namely, the public 
wishing to exchange their notes for gold, was a contingency 
which could no longer arise when gold coins no longer circu
lated. Moreover, to meet an adverse international balance, bills 
and deposits held at foreign centres would be just as good as
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gold, whilst having the advantage o f earning interest 
between-times.

But I was forgetting that gold is a fetish. I did not foresee 
that ritual observances would, therefore, be continued after they 
had lost their meaning. Recent events and particularly those o f 
the last twelve months are proving Professor Cassel to have been 
right. A difficult, and even a dangerous, situation is developing, 
which is the object o f this article to examine.

The point to be stated very shortly. The volume o f notes in 
circulation depends mainly on a country’s habits and on its 
income, and cannot be materially altered at short notice. Thus 
if  the law provides that the central bank must keep not less than 
(e.g.) 30 per cent o f the note issue in gold, this gold is locked 
up and might just as well not exist for the purposes o f day-to-day 
policy. A bank’s effective reserve to meet emergencies is, 
therefore, not its total reserve, but the excess over its legal 
reserve. It follows that if  the legal reserves o f the central banks 
of the world are fixed at a high figure, and i f  they prefer gold 
in their own vaults to liquid resources in foreign centres, then 
there may not be enough gold in the world to allow all the central 
banks to feei comfortable at the same time. In this event they 
will compete to get what gold there is— which means that each 
will force his neighbour to tighten credit in self-protection, and 
that a protracted deflation will restrict the world’s economic 
activity, until, at long last, the working classes o f every country 
have been driven down against their impassioned resistance to 
a lower money wage.

The rashness and want of foresight of our monetary authorities 
was not fully disclosed until the passing o f the British and 
French currency laws in 1928. But by the shape in which they 
have allowed these laws to be drafted the responsible authorities 
in Great Britain and in France have given their approval and 
example to useless and illogical conventions which, i f  they are 
applied all round, cannot help but cause an artificial shortage 
o f gold. Moreover, it is only within the last few months that the
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willingness o f certain central banks to keep their reserves abroad, 
which lasted so long as their currency stabilisations were 
incomplete, has been yielding to a desire to convert more o f their 
resources into gold situated in their own vaults.

Generally speaking, the central banks o f the world are now 
required by law to hold in actual gold a proportion o f their note 
issue which varies in different cases from 30 to 40 per cent. Some 
of them, notably France and the united States, require a fixed 
proportion o f gold (35 per cent in these cases) to be held against 
their deposits. The recommendation o f the Genoa Conference 
that the law should allow reserves to be held alternatively in gold 
or in liquid assets in foreign centres has been widely disregarded. 
Apart from certain minor countries, whose currencies were 
reorganised under the auspices of the League o f Nations, Italy 
is alone in allowing a provision o f this kind. Moreover, during 
the last few months certain important banks, which had been 
in the habit o f holding a large part o f their excess reserves as 
deposits in foreign centres, notably, France, Italy, and Germany, 
have shown an inclination gradually, as opportunity offers, to 
bring these resources home again in the shape of actual gold.
frprmanu’c nnnrpr tn fotp rrr»1 A in tine W’n v  mav lip almnctVIVIllIHllj kj VA tV LHAV ^VIU IX X tlilkj 1I1MJ ------------ .... ----------------W  U1111VJ t

exhausted. But Italy will probably proceed further (the Bank o f 
Italy held 38 per cent o f its total reserves in actual gold on 
January 10th, 1928, and 46 per cent on December 10th); and 
France has only just begun (on January 10th, 1929, the Bank 
o f France still held 49 per cent o f its total reserves, and 89 per 
cent of its excess reserves at foreign centres). Where is the goid 
to come from— in addition to what is wanted for the normal 
expansion o f the world’s economic life— to meet the require
ments o f these new laws and habits?

The dimensions o f the problem can be best indicated by a 
few fundamental statistics. At the present time the world’s stock 
of gold available for monetary purposes may be estimated at 
somewhere about £2,000 million, o f which about 40 per cent 
is in the United States o f America (not so long ago the American
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proportion was in the neighbourhood o f 50 per cent). The 
annual production o f gold has been in recent years at the rate 
of about £80,000,000, of which the industrial arts and the 
East absorb more than half, leaving less than £40,000,000 for 
monetary purposes or (say) about 2 per cent o f the monetary 
stock. The annual rate o f increase o f the world’s requirements 
due to the normal expansion o f its economic life is generally 
estimated, assuming stable prices, at about 3 per cent. This 
figure is not based on any secure evidence, but, i f  it is correct, 
and i f  central banks maintain their reserve practices, &c., 
unchanged, world prices will have to fall on the average by 1 
per cent per annum; or— putting it the other way— central 
banks will have to economise in their gold habits by 1 per cent 
per annum if  prices (cyclical fluctuations apart) are to be kept
«table At anv rate there is no surnliis tn allow a lessened----------------------------- —  — j  -----------------, ----------------------- — — -------------1----------------------------------------------------------- -  --------------------------------—

economy in gold held in reserves.
Now to economise the use of gold by 1 per cent per annum 

would present no difficulty i f  the central banks had not tied 
themselves so unfortunately with legal reserves which they are 
bound to hold to meet contingencies which can no longer arise. 
O f the total gold available for monetary purposes I calculate that 
something between two thirds and three quarters is locked 
away in legal reserves where it can never be used. Leaving out 
the United States, which is in a somewhat stronger position, I 
should say— it is difficult to make an exact estimate— that the 
free gold reserves o f the central banks o f the rest of the world 
do not exceed on the average about 10 per cent of the liabilities 
in respect o f notes and deposits at call. This is the whole of their 
effective reserves to meet calls upon them. It is not much with 
which to meet all the chances and fluctuations o f economic life. 
It follows that a very little upsets them and compels them to 
look for protection by restricting the supply of credit. But what 
helps each is not a high Bank rate but a higher rate than the 
others. So that a raising o f rates all round helps no one until, 
after an interregnum during which the economic activity o f the
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whole world has been retarded, prices and wages have been 
forced to a lower level.

The following was the position of the four leading banks of 
the world at the beginning of 1929:—

CAN L L O Y D  GEORGE DO I T ?

£  (million)

Of which

Date of 
return

Total gold 
reserves

Legal
reserves

Free
reserves

U.S. Federal Reserve 
Banks Jan. 9 541 304 237

Bank of England Jan. 9 154 109 45
Bank of France Jan. 10 263 232 31
Reichsbank Jan. 7 143 66 68

But this table does not tell the whole story. The strength of 
the Reichsbank is probably temporary ; this institution has been 
allowing its resources to take the form o f gold, rather than 
foreign balances, in order that any future reduction o f them may 
occur with ostentation. The apparent weakness of the Bank of
F r *  n r p  i c  alt-norpthpi' /Ip/'pnt’iup • f o r  in  aHHihntl tn tllic crnlA  th pA 1 UlftVV llJ UVVV^kl T AVI 111 ♦♦ V* A L1V1A IV VAlAtJ ^ v »«

Bank of France holds abroad, mostly in London and New York, 
the gigantic sum of £257,000,000 in liquid reserves. More than 
£100,000,000 of this is believed to be in London. Thus the Bank 
o f France holds in London, withdrawable at snort notice, three 
or four times the total free reserves o f the Bank o f England, and 
also holds simultaneously in New York an amount equai to 
nearly three quarters of the free reserves of the U .S. Federal 
Reserve Banks. The Bank o f France is in the unprecedented 
position o f being able, if  she wished it, to draw to herself 
practically the whole o f the surplus gold of all the central banks 
o f Europe and America.

It is evident that we all survive, and the Bank o f England in 
particular, by favour o f the Bank o f France. The Bank of France 
has used her position so far with an extraordinary considerateness,
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and there is no reason to suppose that she will act otherwise in 
future. But it would be wholly contrary to French mentality for 
the Bank o f France to remain content with so little free gold at

T 4- f  U rt t  p l i a  vert 1 1  1 1 0 a  û i r a f i r
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to increase her stock o f gold; and no one can prevent her. The 
question of the sufficiency of the world’s gold supplies and the 
abundance or scarcity o f credit in the world’s business lies, 
therefore, for the near future in the hands of the Bank o f France. 
But however gradually and reasonably France draws her gold, 
there will be a continuing pressure of incipient scarcity on 
everyone else. Great Britain’s free gold being near to nothing, 
accessions to the Bank o f France must necessarily come from 
Germany, the United States, and the current output o f the 
mines.

It is most timely, therefore, that the League of Nations should 
be directing attention to the position. Last M ay the Economic

i i a u  v v P  rim
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recalling the fears entertained by the Genoa Conference o f the 
dangers which might arise from undue fluctuations in the 
purchasing power of gold. In June the Finance Committee, for 
whom Sir Henry Strakosch had written an excellent memoran
dum, were authorised by the Council to consider how the 
League could most usefully assist in the study and solution of 
the problem ; and at the recent meeting o f the Council, they were 
authorised to appoint a special Committee. It is believed that 
some of the central banks are reluctant to allow the opening up 
of what might, they feel, be a dangerous discussion. But every
one will suffer alike, in the long run, from a scramble for gold 
leading to a general restriction o f credit. The Finance Committee 
of the League will be doing the world a service if, within the 
limits of tactful diplomacy, they press on with the work.

The next month, on 13 February, Keynes lectured members of the Royal 
United Service Institution on National Finance in War. A  full record of his 
remarks was circulated by the Institution.
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N A T I O N A L  F I N A N C E  I N  W A R

Not even the prolegomena to the financial history o f the late war
have yet been written, and perhaps this history never will be
written in any adequate way. Too many of the essential statistics 
were suppressed at the time and are still difficult or impossible 
to procure, while our memories o f the magnitude of figures and 
the order of events are growing weak. Today I wish to speak 
mainly of general principles, but I shall, inevitably, be speaking 
in the light of the events of the late war, and to a considerable 
degree with special reference to them. Looking back on them I 
am struck by the inadequacy o f the theoretical views which, so 
far as I remember, we held at the time as to what was going 
on. I do not recall that anyone emphasised, during the War what 
now seems to me the essential feature of the situation, a feature 
which I shall develop in a few moments.

The importance o f current output

The first general principle which I would lay before you is that 
a country during z war must depend to a far greater degree than 
is commonly supposed on its current output. Delusions have 
always been common as to the relative degrees in which a 
country can depend on its accumulated wealth with which to 
wage war and on the current effort of its working population 
during the war. We spoke about mobilising the wealth o f the 
country for the war. Now, if  that meant the accumulated capital 
of the country I say that it was largely a delusion. There is very 
little of the capital wealth o f a country which is capable of being 
used for war, perhaps fortunately. Countries cannot ruin 
themselves in war to the extent that they might be willing to, 
if  they were able to, during its course. The wealth o f this 
country, and of all countries, consists mainly o f its houses, its 
railways, its roads, its cultivated fields, its drainage, its 
agriculture. None of these things can be turned into munitions



of war. The liquid stocks o f materials which exist in the country 
at the outbreak o f war are o f trifling quantity in relation to its 
needs— perhaps not more than a few weeks’ supply at the very
a i  1 f r  «  / I o  C / \  f k r t f  m i f f m / v  a «  A n  a  p i / 1 a  f * A * »  r A t n o f l i  «  n  # *
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which I will come to later, namely, the possibility o f realising 
foreign investments, what is used during the war will have to 
be almost wholly produced during the war and produced in the 
country itself. So that the problem of war economy is to develop 
the greatest possible surplus of output over the current 
consumption o f the country for other than war purposes. That 
is the problem in terms of real things, and one will never be clear 
about the financial part o f it unless one has that clear first, and 
then considers and interprets the financial difficulties that arise 
in their relation to the real facts behind them.

I say that the problem is to develop the greatest possible 
surplus o f the output o f a country over its consumption for
f i r / I i n - i r v  m i r n n c p c  M a w  t 'h p rp  ic  ü l w a v c  d f 'p r t a in  c t i m l n c  w l u f t i
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in ordinary peace times represents the savings o f the country 
plus what it expends on replacement, that is to say, on making 
good the things which have worn out and on keeping buildings 
and other objects which deteriorate in good condition, in  this 
surplus, namely, the normal savings o f the country, we have 
resources which can be diverted at once to war purposes. On 
an occasion such as the late war, the amount which we could 
obtain in that way was, o f course, hopelessly inadequate to meet 
requirements. It has to be expanded; and it can be expanded 
in two directions, first of all by more work being accomplished, 
i.e., by greater output, and on the other side, by diminishing 
consumption. The problem of war finance is a problem o f how 
to secure that the general public should simultaneously put 
forward more effort and yet consume less ; and the study o f war 
finance is a study of the best devices— I might almost say, the 
best tricks— for securing this; and no financial device which 
does not either cause people to make more or to consume less 
is of the slightest use. One or other o f those tests must be the 
criterion of whatever is put forward.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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Difficulties to the production o f a surplus 

Now there are three ways that offer themselves for securing this
eiimlnc——thic fliffprpnrp Kpfwppn nntnnf in A pnncnmnhnn nf
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which two are ordinarily considered as correct, orthodox
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I shall argue— it is the third which, on the occasion o f great 
emergencies, is the only method which really presents itself as 
effective, and which, if  properly used, may not be so very 
disadvantageous.

The orthodox methods prescribe that this surplus should be 
created partly by increased voluntary saving and partly by 
taxation ; that is to say, people should reduce their consumption 
partly by saving more than usual, partly by being prevented 
from spending by having some part o f their income taken from 
them by taxes. Voluntary saving, that is to say voluntary 
reduction o f consumption, is obviously excellent so far as it goes. 
But so very great a part of the current consumption o f the 
country, particularly in war, is by the working classes, that you 
will certainly not secure sufficient reduction in consumption
iinlpcc t h  p v  c'ivp an A  t h a t  ic m  pvfr-inMin'irilv Hitt; m it tViinor tnUUlVJtJ U1V ] JU f V« UUU tllU k llJ Ull VAL1 u v iu n m i “ J UllllVUlk lilllt

bring about on an adequate scale. People who have fairly large 
incomes and can save without depriving themselves to any 
severe degree may be expected to save. But I do not think it 
has ever yet been found that any sufficient inducement can be 
offered, even in wartime, to the great mass o f the population 
voluntarily to undergo privation in order that during the war 
they may save more. And even if  the working classes do 
something in that direction, they are very unlikely to do enough. 
They will be earning more than usual. The efforts to increase 
output will lead to there being no unemployment and a great 
deal of overtime. I f  they receive the same rates of wages as before 
they will be enjoying larger incomes, and it will be extremely 
difficult to prevent them from spending some part, at any rate, 
of these increases. No country has found that voluntary saving 
is a thing on which it can depend.
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Theorists have always recommended that that part which 
cannot be realised by voluntary saving must be raised by 
taxation. This again is a counsel o f perfection, good in so far 
as it is practicable. But during a war one of the great objectives 
is to secure an immense amount o f effort and output, and it is 
very difficult to devise a system o f taxation which will not in 
some way or another be a deterrent to such activity. At a moment 
when you want everybody to be straining themselves to the 
utmost it is likely to be impolitic to introduce taxes which, 
however sound financially, will always be liable to exert some 
influence in the other direction.

A C T I V I T I E S  1922-1929

War revenue by taxation

But I think there is an even stronger argument against supposing 
that you can cover the whole o f the expenses by taxation, that 
is to say, taxation unassisted by any other devices— because my 
ultimate solution is a solution by taxation. It is, to a great extent, 
the current expenditure of the working classes which has to be 
curtailed, so that it means not merely a tax on the comparatively
rich. Taxation uf the comparatively rich will often be, during
war, largely at the expense o f what they would otherwise have 
saved. They will probably have curtailed their unnecessary 
expenditure, and you will only get by taxes what could have been 
got by voluntary saving. I f  you are to get enough, therefore, you 
will have to tax the wages o f the working classes. At a rough 
guess it would certainly have been necessary in the late war to 
have put a tax on wages o f not less than 5/- in the £ . It may 
be very good advice to tell a government to do that, but does 
anyone see a government in time of war landing itself in all the 
additional difficulties that a tax on wages would be bound to 
involve ? Actually during the late war, in spite o f our exceptional 
opportunities o f taxation during its later phases, o f a kind which 
I shall discuss in a moment, we only raised something like 
one sixth of the cost o f the war by taxes. It does not seem to
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me serious politics to suggest that we could have kept the 
country together and carried on the war with taxation vastly 
heavier than it was. So the war finance will almost inevitably 
drive the Government and the Treasury back on some further 
expedient.

Inflation

The nature of this third expedient has been, I think, commonly 
somewhat misunderstood. The third expedient is the use o f the 
instrument o f inflation to bring about forced transferences from 
the consumer, partly to the government and partly to the 
entrepreneur, who then becomes a suitable object o f further 
taxation. It is the expedient which every government at war has 
employed, and in the case of a serious war, one which every 
government always will employ. When a government orders 
munitions of war at a rate faster than that o f current savings as 
supplemented by taxation— the inevitable effect o f such measures 
must be to cause prices to rise faster than wages. The government 
secures purchasing power for itself at the expense o f the 
consumer, who is constantly finding that the real value o f his 
income is less than he had supposed. By that means a transference 
of purchasing power takes place on precisely the scale which is 
required, in a way which it is impossible for the consumer to 
avoid, and without the various resistances which would inevitably
take place against any form o f forced savings or compulsory 
taxation.

Now, perhaps this sounds very shocking and unorthodox, but 
in my judgement it only is so if this process is not followed up 
by something further. What I have to say next is something to 
which I would particularly invite your attention. The transference 
which takes place when people find that their incomes are not 
able to buy as much as they expected, puts some resources 
directly into the hands of the government. But to a very great 
extent the gains accrue in the first instance not to the government,
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but to business men, who, owing to this rise o f price, are able 
to sell what they have produced at an unexpectedly high price 
which yields them a profit in excess o f what they had anticipated.
'  I rt n  rtl 1 « rtr» J-» f '  4-to  m  an  ata nav* m  n i l  *-!■» 4-a*V%A f * <• t o n  m
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their cost o f production. That is to say, i f  this method o f forced 
transference is adopted, the business men are made, in the first 
instance, the collectors— the agents, so to speak— for the 
government, to collect the purchasing power which has been 
thus forcibly diverted from the consumers. It is after this 
diversion into the hands o f the business men has taken place that 
there comes, in my judgement, the real divergence between the 
sound finance and unsound finance. I f  you regard the business 
men not as agents, but as principals; i f  you regard them as 
entitled to these windfall profits, then you are embarking on 
essentially unsound finance. I f  you then borrow from the 
business man,— if you get the money from them in the shape
nf Inane----vnn orp allnwincr tn a r t  ae nrinmnalc anrl tn nKtain1VH11 J f v u  U1 V U11V »? J.J*&11IV1U W UV k UÜ I  ». AA1W.B.L'UIV MllVt kV? V/l/bUill

a permanent claim against the public which they should never 
have had. But if, having allowed them to receive this additional 
sum, you then proceed to withdraw it from them through taxes, 
and in fact treat them as having been agents for the government, 
then this device is far and away the most efficient that exists for 
collecting purchasing power from the consumers and transferring 
it into the hands of the government.

Taxation o f  excess profits

I think it is a great tribute to the practical cleverness o f this 
country that by the end o f the War this is almost precisely the 
scheme which we had succeeded in evolving. We allowed prices 
to rise faster than wages. We did not trouble too much about 
keeping prices and wages down, because we knew that it would 
almost certainly react on effort if we were to be fighting prices 
and wages all the time. There is a sentence in the new volume 
of M r Churchill’s book in which he remarks that when he was
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Minister o f Munitions nearly every manifestation o f discontent 
on the part o f munition workers had in the end been met by 
increase o f wages, and that the motto of the Government was : 
‘ Let ’em have it, and let’s get the stuff’ . ‘ Let ’em have it and 
let’s get the stuff’ will inevitably be the motto o f all departments 
in a hurry. But let ’em have it, and do not let ’em keep it; do 
not trouble too much about what is happening to prices and 
wages, but make certain that you secure by means of excess 
profits duties and other forms o f direct taxation practically the 
whole of the excess profits which would otherwise accrue to the 
business man,— that is the secret of British war finance. It was 
not carried out with the same completeness in any other 
country. We found that while you can do something by 
voluntary saving and something by taxation, these would be 
inadequate by themselves. By taxation I mean taxation of the 
ordinary kind— as distinct from the taking away of excess profits 
duties, etc. We then found that you could obtain this great 
surplus of output over consumption by constantly allowing the 
consumer’s income to be worth less than he had expected ; and 
then securing for the Treasury the excess profits which thus
n l i \ r  m onnc r'nnt-mrja/l vacav/Vi uvu uj iiivauo ui jpvwianj' wmuvvu lhavj.

In Germany they made the mistake o f allowing the business 
man to keep too much o f his profit and of then borrowing it from 
him. Other countries tried various other expedients. But I 
believe that the method which we pursued wiii necessarily be 
the method which will be employed in any war which involves 
really great expenses. The mistake which we made in this 
country was in not developing our method early enough— it was 
only in the last year of the war that the method o f excess profits 
duty had been completed— and further in not completing the 
work done by the excess profits duty by means o f a capital levy. 
There ought to have been a capital levy immediately after the 
end o f the war, in 1919, by which the Treasury would have 
recovered the remaining amount which it had failed to get even 
by its most efficient excess profits duty. In that case business
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men would have been treated entirely as agents and not at aii 
as principals, and you would have got the whole o f the reduced 
consumption o f the public inuring to the benefit o f the state, 
which during war must be your ultimate objective.

A C T I V I T I E S  1922-1929

Objections to taxation o f  excess profits

These methods, of course, have great practical objections to 
them and are often the seeds o f great evils which will follow the
r n n H n iin n  n f  a w a r  R u t  T am  afraid t h a t  in a n v  cur-h Avpnf ac><** V HLI

the late war any government which adhered to orthodox finance 
and refused the use o f any o f these expedients would inevitably 
find that the time factor was against them, and that they could 
not possibly succeed soon enough in securing the surplus 
required for the successful conduct o f the war. I f  that is true 
it is useless to complain against the use o f other methods, and 
one’s object should be to perfect these other methods so that 
they lead to as little ill-consequence as may be. As soon as you 
realise that you must somehow reduce the value o f people’s 
incomes for the purposes o f consumption ; as soon as you realise 
that the whole object is to create this surplus and that somehow 
or other you have to prevent people from consuming as much 
as they would like, it becomes a matter o f secondary importance 
precisely what device you adopt to bring about this reduction o f
rnncn m nti nn ■> n A  tVip pvil rsnlu üficpc i f  vm  1 a lln w  a IP 'J L"J rrp---- i fU A11 L1V/I1 U11U kilV V 1 11 \/lll J Ml 1L7VU 11 J W  Mil V T ? M IVMllMgjV 11

you allow some part of the reduction o f consumption o f the
t  M  1 1 t < A  4-1% A  «  A f  A  f  f l l  A  f» 4 rt+ -A  1  1  f  A  ̂  f r l*  A

[Idliçill ^UUHL LU 111UIC LU u iç  UÇUUU 11UL Ui LUC 9141Ç) UUl U1 LUC

profiteer. So that my expedient for war finance would be to 
permit, in a sense, such an amount o f profiteering as was 
required for extreme activity o f output and then to devise 
technical methods for securing to the state the profits o f the 
entrepreneur. As I say, during the war the Treasury and the 
Board o f Inland Revenue in effect evolved precisely this system, 
but they did it by methods o f trial and error without fully 
realising in the earlier stages exactly what they were doing or 
exactly what the justification for it was.
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Sources o f revenue abroad

I have omitted so far one feature of war finance, namely, the
nnccihilifv nC raicintr rpcAnrfpc ahrna A TL ic 4 A 1 rpptinn in

k/X A U X J X l l i 1 VkJVWi VVkl k\/ft VHU * A 11UL IlJ VU1 VVllVll AAA

which the accumulated wealth o f a country has some importance.
ID •» « 4* n /t ni/t « m T 1̂% « m 1 f m 1 « n m m /« /\ n i i nl«
u u i  l i c i t :  a g a i n ,  i  m i n i s ,  p u u n c  u p u u u n  a u a t n t d  u j u  i n u t n

importance to the relief that can be obtained from this source, 
in our case we were in a position of unexampled strength to 
benefit in that way, because we had a large volume of American 
securities which we sold to America and we realised a very 
substantial sum in that way. But even so, we were not in a 
position to realise substantial sums relatively to the cost o f the 
War. I f  by such realisations and by borrowing abroad you could 
raise io per cent o f the cost of the War you would be very 
successful. This is necessarily, therefore, an expedient of 
secondary importance.

During the whole o f the War this countrv borrowed in neutral 
countries a sum of about £42,000,000 or less than 1 /200th part 
of the cost o f the War. And it was not through not trying. I think 
I was myself responsible for drafting all the financial agreements
that rplatpd in thp raicintr n f  tTtncp Inane and thp limitation n fM»** «■ » V»_» VA A ̂  A ------ -        . _ . - _ - -    - - -- •     - -- -- ---» »LI 1 I W  VAAV 1J ■ VVA V M Vt A

the possibilities was exceedingly plain. Further, it is an expedient
n n l i r  s\r\£kr%  « - L  A  n f n f û  i t r l a  4 n l a  n  t  n m i r  p m  t r n r t  /-» « a w n n  i*r> f r t  l*\ n
viiij upvn iu me aiaiv wiixeu at an y  given iiiuineut iu ut

on the winning side. What was happening in the field used to 
make an extraordinary difference to the possibility of borrowing 
in neutral countries. During the early part o f 19 18, for example, 
the possibilities of such borrowing dried up almost completely. 
The whole tone of the negotiations was altered. But what we 
borrowed from America falls, of course, into a different category. 
That was on a very large scale and of enormous importance. But 
even including what we borrowed from America we only paid 
something like one seventh o f the expenses o f the War out of 
foreign loans, of which the greater part came from the American 
Government and was offset by what we lent to our allies. We 
were, in fact, a conduit pipe for collecting foreign money and 
then distributing it to our allies. We lent to our allies duringC7 ' “ ' -------------------- ■• " • • • •
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the War more than we borrowed abroad; so that so far as the 
war expenditure o f this country was concerned, as distinct from 
the expenditure o f our allies, we obtained no assistance from

V / \ n  m n t r  f r t l r / s  1  f  f t »  <1 f  *>«*/» /% f» 1 1  t r  f t »  <-» <-vl A
l U i ^ i g u  u u i i u w m g .  x  u u  1 1 1  a y  t a i v v  i t  t u a t  p t a t U L a i i )  t u t  w n u i c

of our war effort came out o f the current output o f the country 
during the period o f the Wrar. This is a most extraordinary 
fact,— that the vast production o f goods was achieved in 
addition to what was required to keep body and soui together 
during the War. It shows, as compared with the existing 
situation, what is possible in the way o f the creation o f wealth 
with whole-hearted organisation, when everybody’s efforts are 
directed to the production o f the maximum quantity o f material 
things.

When one looks back on the course of events one feels, as I 
have just said, that the high taxation o f profits should have been 
started sooner and should have been rounded off at the end by

A C T I V I T I E S  1922-1929

d ram  1 V»nt that cnhiprt tn that it1 J > ic tnif1 w h at

sometimes the Treasury was disposed to deny and what other 
people were inclined to affirm, namely, that at home there could 
be no financial problem in the proper sense o f the word, 
provided the Government could secure the goods. The question 
o f financing them was in the nature o f a contrivance rather than 
a fundamental factor.

The exterior financial crisis, i q i 6 —i j

But when you come to the foreign situation that is by no means 
the truth. Even though it was true that the purists took up too 
strict a view as to the home position, the spending departments 
were inclined to take up too lax a view as regards expenditure 
abroad. In my opinion, the rate at which this country was 
entering into foreign commitments in 19 16 , before the United 
States came into the War, was reckless in the extreme and might 
have involved us in exceedingly serious trouble if  the United 
States had not come in,— which was something we were by no
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means banking on in the latter part of 1916. On the financial front 
there is no question that the worst point o f the war was in the 
period between December, 1916, and the entry of America into 
the War in the Spring o f 19 17. Our power o f meeting foreign 
payments at the end of 19 16  had been almost exhausted. The 
history of those weeks has never yet been written, and the 
outside world by no means guessed the degree of our extremity. 
Indeed, now that so many war memoirs have been published, 
it is remarkable to discover that when the German Government 
were wondering whether unrestricted *U boat5 warfare would 
be worth while, no one in the German Government seems to 
have raised the point : Is it not possible that the British Treasury 
are getting into deep water and that the only thing that can save 
them will be the entry o f the United States into the war ? That 
was a point which was not mentioned, so far as I know, in any 
of the revelations which have been made in regard to the 
counsels of the German Government at that time. I f  it had not 
been for the entry of the United States into the War, nothing 
is more certain than that we could not have continued, at the 
rate at which we were buying in 1916, either our purchases o f
m i in iH n n C 1 frATYi 0  « i c d c f f i t \ u r A r p  (Tivtrwr
l l lU ll lU V /liJ  & 1 VS1 II a  U* VStlVt VI U iv  VVlilVll TT V TTV1 V

to our allies. That was partly the result of the greatly increased 
rate of expenditure during 19 16 .1 feel, in looking back, that that 
was our outstanding point of weakness ; and the general principle 
which I should draw from it is this,— that whilst the home 
financial problem could be in a certain sense neglected, the 
foreign financial problem must always be one to which the most 
careful and meticulous calculations should be accorded from day 
to day.

The financing o f allies

There is another aspect of war finance which played a great part 
in the late war, although it may not play so great a part in other 
wars, and that was the question o f financing our allies and the
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methods adopted—an exceedingly difficult question. I do not 
feel much clearer about it now than I did at the time. I was in 
charge o f the department o f the Treasury which was concerned 
particularly with the business o f arranging the assistance given 
to the allies and o f endeavouring to control it. First o f all there 
was the political side to it. A certain amount o f the financial 
support accorded to the allies was in order to secure and retain 
the support of those who, at any rate in the first instance or at 
the moment, might be dubious allies. But whilst a certain 
amount o f assistance was given on political grounds, it was often 
exceedingly difficult to distinguish between the political aspect 
and the purely economic aspect. Thus, there is a tendency for 
what would be, on economic grounds, the right sort of control 
to be rejected on political grounds, and for no one to be very 
clear-headed as to where one begins and the other ends. Apart 
from that, every ally not unnaturally tries to put as much o f the 
burden on the others as he can. Naturally, it is the object o f every 
Treasury during war to save its own resources so far as it can, 
and, whenever there is a plausible case for it, to obtain all the 
assistance it is able to obtain from outside. That means that an 
exceedingly meticulous check on all expenditure has to be 
adopted. The method o f lending to allies instead o f subsidising 
them was, in my judgement, essentially in the nature o f a device. 
It follows that the inter-allied debts are a very objectionable 
feature of the post-war settlement. But psychologically it was, 
during the War, necessary to finance the allies in that way, 
because it did to a certain extent diminish the strength o f the 
motive to throw the greatest possible burden on to us. Much 
more important, however, was the necessity o f Treasury control 
over allied expenditure— which raises verv ticklish questions. InX A

the early days o f the War we would lend to a certain ally a certain 
number of millions o f pounds and leave the spending o f it to 
them. Then it used to happen that in a few months or a few 
weeks they would spend that money and come for more; to 
which we would reply: ‘ You have spent it too soon, too

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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quickly’ ; but there would be no means by that time of 
demonstrating whether it had been wisely or extravagantly 
spent. Therefore in 19 15 - 16 , a system was gradually evolved by
« ïK in li ?i11 n f  tK p  d llip c  w i tL  i-K p A V PA nfion  o f  li<irl fA  n K t i in
TT lliv il Ull V/* UilV ÏMLI1 L11V VAVV^ L1V/11 Ui J. 1A11VV) 1LAU LO \ J  V J  t»lll

British Treasury sanction for every single purchase of any
____ : J *1__ ________ i.:___ i____ i ____ _  l____ : jnmgiiiLuuc which nicy wcic uwMiig auruau which was iu uc paiu
for out of British money, in order that we might test the wisdom 
of the expenditure day-by-day as it was incurred. That was an 
extraordinarily difficult thing to do with wisdom, but there 
would unquestionably have been an immense amount of waste 
if  this method had not been adopted.

The relations between the Treasury and the spending departments

That leads me to a general question which lies at the heart of 
national finance in war, and that is the right relation between 
the Treasury, as the controlling department, and the spending 
departments. So far as expenditure in this country was involved, 
the Treasury during the war recognised that the financial 
problem was secondary and Treasury control was practically 
suspended. But it was maintained necessarily and rightly, so far 
as related to expenditure outside this country and in the case
r\f 1 Anrte a i i r  /itliApv/i i v » i u  tu  w u i aiiivo« Tk of T'fAU Piin r  AAr» AAl 1 U L irP Kaah

j , u a t  j . i  c a ^ u i  j  v u i i i i  1 / 1  w u i u  i i a t v  v v v u

carried out much more efficiently, I think, if there had been a 
profounder understanding and sympathy between the Treasury 
and the spending departments, is manifest. I suppose it is 
inevitable in war that every department should exaggerate its 
own importance and believe that it, and it alone, is going to win 
the war, and that any attempt to diminish its rate of expenditure 
is to be regarded as cheese-paring. But if the spending depart
ments could really understand that it is a choice between 
alternatives, and that anyone who misleads the Treasury as to 
the situation is causing the money to be spent in a wrong way 
instead o f in a right way, a very much more efficient division 
o f the national resources would be reached than was actually the
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case. There were many notorious instances o f an analogous kind, 
when the shortage o f shipping occurred. M any departments in 
their eagerness to obtain freight facilities would exaggerate their 
needs and possibly give misleading information as to stocks in 
order to get more than their share o f the available shipping 
space. In the same way there would be a tendency to try and 
get more than their share o f the available finance. That was a
ri/M 1 rtf iTâ«*ir «n o  C P  rti o n  rtx rduuitt ui vw J g iw i niwiiwi^iu-)' rtn rttr

in this country than in some others, yet I never felt that the 
right relations existed between the Treasury and the spending 
departments in this particular respect. I f  the spending 
departments had had a more profound understanding o f the 
basic nature o f war finance, a much higher degree o f efficiency 
could have been obtained.

Finance as a preventive o f mar

I have been talking mainly about how finance can be made 
efficient for the purposes of war. I should like to conclude on 
a different note, namely, the possible efficiency o f finance for
the nnrnnse o f  nreventintr w ar A few  Have atrn a rennrt n f  the--- ! r  — - — r - - ’ ------- a  * ----- ~ — —t---- —w
Finance Committee of the League o f Nations was published 
which has obtained far less attention and publicity than it 
deserves. This Committee o f the League o f Nations has been 
working for some time on the question as to whether the 
financial power o f the leading countries o f the world could be 
employed as an instrument for the preservation o f peace. They 
have now reached the point of putting forward certain pro
visional and tentative proposals. The essence o f those proposals 
is that an arrangement should be made beforehand by which the 
leading powers represented on the League should definitely 
agree, each taking its proper quota, that they would guarantee 
loans to the party in a dispute which the Council o f the League 
decided was not the aggressor— that the whole thing should be 
cut-and-dried beforehand, so that the loans could be floated 
through the agency of the Financial Committees of the League
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with the least possible delay. For the prevention of war, 
particularly between minor powers, that seems to me to be a 
weapon o f immense effect, because of the terrific importance 
which I have been stressing, o f the external finances o f a country 
during a period of hostilities. For a poor country which has no 
foreign investments and not much credit o f its own, a country 
which has very inferior opportunities for manufacturing its own 
munitions, foreign finance is absolutely vital. Suppose the 
League of Nations was in a position to say that the injured party, 
or the party which was the injured party according the decision 
of the League, should forthwith have financial assistance in the 
form o f foreign currency up to, say, £50,000,000, that would 
be almost a decisive factor in keeping the peace among all minor 
nations. Take a case which might lead up to much more serious 
consequences— a war between two minor powers in the Balkans. 
I do not think the aggressor could stand up for a moment against 
a decision on the part of the League that financial assistance of 
that sort on that scale would be given instantly to the other party. 
It would practically settle the war before it had been begun. It 
is essential, however, for an arrangement o f that kind that 
evervthiner should he arranged beforehand— that all the erreat- - j -------C7 ------------------------------------- - --------------- ------- ---- ----- C7-------
powers should be committed to follow the lead of the League 
in the matter so that there would be no avoidable delay. That, 
I understand, is the proposal o f the Finance Committee. No

f a  Pim nA ft mr\ra k l*wuiiLi j  w uuiu 1 1 a vv iw ouppun mui v tiian a ivasunai/iv uuiuwii*

I feel it to be o f the utmost importance that public attention 
should be concentrated on the possibilities of a development of 
this kind. It arms the League of Nations with a purely pacific 
instrument o f a positive kind. I agree that for the prevention 
o f major wars between very great powers other methods must 
be relied on. But the threat to the disturbance of the peace is 
much more likely to come in the first instance through troubles 
between minor powers than between major powers; and in such 
cases I believe that the possibilities of the methods now 
suggested are by no means, as yet, fully appreciated.
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On 7 February, after struggling for some months to hold Bank rate at 4}  
per cent in the face of substantial outflows of funds to the United States, 
the Bank of England raised its rate a full percentage point. Keynes’s 
comments appeared in the next Nation.

From  Th e Nation and Athenaeum, 16  February ig 2 g

T H E  B A N K  R A T E :  F I V E - A N D - A - H A L F  P E R  C E N T

After remaining at 4^ per cent for the best part o f two years, 
the Bank rate has been raised to 5j  per cent,— the highest figure 
since 1921. There is nothing in business and financial conditions 
at home to justify this step; it is wholly consequent on the rates 
which, for its own domestic reasons, the Federal Reserve Board 
is maintaining in the United States. Nevertheless, it is useless 
to blame the Bank of England for being dragged at the heels 
of America. Indeed the Bank has done very well— considering 
the rates in Berlin and New York— to maintain its rate at the 
lower figure for so many months. For I cannot agree with those 
critics who seem to suppose that, having returned to the gold 
standard, we can, all the same, behave as though we had not. The

* n  i-k >-». f*  4-1 % A  « M  A i t « W i r  i  r t f  4I *  rty i  c a u m  c p i s u u c  la  u n e  u i  u i ç  i u c v u < i u i c  u y - p i  u u u t i a  u i  u i c  p u n u j

we have deliberately chosen.
Presumably the Governor of the Bank o f England, who was 

recently in New York, has satisfied himself that there is no 
chance of the American rates coming down in the near future. 
In this case an upward movement in our Bank rate was probably 
inevitable. It is true that this can do no good to the prospects 
of British employment and may do serious harm. But there are 
two considerations o f a more cheerful kind which we need to 
emphasise. In the first place the necessity to raise our Bank rate 
is not to be interpreted as a sign o f real weakness. In the second 
place, it need not react disastrously on the industrial situation 
at home, i f  the attendant measures taken by the Bank o f  England 
are o f the right kind.

So far from London having shown signs o f weakness, I think
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that any candid critic must reckon it as a sign o f considerable 
underlying financial strength, that it should have been possible 
for the London money market to last out so long with its rates 
so much below those of New York. Unquestionably this 
continuing disparity of rates must have attracted foreign short
term borrowing to the London market on a substantial scale, 
partly by the withdrawal of foreign funds previously deposited 
here, partly by remittances o f British funds to New York to take 
advantage o f the high rates obtaining there, and most o f all by 
the increased volume of bills, arising out of international trade, 
accepted and discounted in London. It is probable that we could 
not have supported this drain until now, if  it had not been for 
a surprising number of financial windfalls which have come our 
way, out of the bounty o f Wall Street, in recent months. The 
sale at prodigious prices by British investors to American 
optimists o f such things as Columbia Graphophone shares, 
Ford o f England, General Electrics, Mond Nickel, South 
American telephone properties, and many others may easily 
have brought in upwards of £50,000,000 within quite a brief 
period. This will have been partly offset by British investments 
in the United States and by an undue complaisance towards 
excessive Australian loans, and the like, in the shape o f new 
overseas issues in London. But I should surmise that a fair 
proportion o f our windfalls has been absorbed in meeting the
drain from the international short-luan market Under the pres
sure of dear money in New York and Berlin. This means that—  
looking a iittle further ahead— we have materially strengthened 
our real position and have liquidated a part o f London’s 
previous indebtedness. When American rates come down again 
and the pressure of reparation remittances once more turns the 
tide against Berlin— both o f which events are fairly probable 
before the end of the year— we can expect to get our gold back 
again. I f  only we knew our net position in the international 
short-loan market, I believe we should find that it is better today, 
even after allowing for our loss of gold, than it was six months
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ago. Doubtless we still owe far too much to the Bank o f 
France— but that is another story.

The main question, however, is how best to mitigate the blow 
to the industrial prospects at home. I have very strong convictions 
on this point, for which I beg most earnestly the attention o f 
our financial authorities. There are— broadly speaking — three 
sets o f circumstances, in which it is necessary to raise Bank rate. 
First, to check a tendency to excessive expansion and speculation 
at home, in which case it is o f the essence o f the proceeding to 
curtail the volume o f credit as well as to raise its price. Secondly, 
to bring interest rates at home into line with the real rate o f 
interest on investment prevailing in the world at large, in which 
case the chief thing is to weaken the bond and investment market 
and to make short-money rates as effective as possible in this 
direction. Thirdly, to stop a drain on our short-loan position, and 
hence on our gold reserves due to a temporary technical position 
abroad. The first set o f circumstances does not exist today— far 
from it. Nor does the second in my judgement— our trouble in 
this field is due to the supply o f new investments at home being 
inadequate to permit a right distribution o f our current savings 
between home and foreign loans, having regard to our available 
balance o f trade. Unquestionably it is the third which character
ises the present position.

Now the international short-loan market is exceedingly 
sensitive to the rate o f interest. Business, on the other hand, is 
far more sensitive to the quantity o f credit than it is to a moderate 
change in its price. I f  the same or a greater quantity o f credit 
than before is made available to business, the evils ensuing on 
its costing 1 per cent more may not be very great; whereas the 
results o f a curtailment in the volume o f credit would be 
disastrous. The problem before the Bank o f England is, 
therefore, to make the higher rate effective in the short-loan 
market without curtailing the volume o f credit. In the long run 
this might prove impracticable. But for a few months I believe 
that it is perfectly feasible by agreement between the Bank o f
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England, the Big Five, and the money market. I f  the rates 
charged by the banks for loans and particularly for loans to the 
call market and for bills are maintained at the higher level by 
agreement, then the existing volume o f credit can be safely 
maintained and even augmented. I f  some existing borrowers are 
deterred by the higher rates, their place can be taken by new 
borrowers who were left unsatisfied before or by the banks 
facilitating the issue of long-period bonds to finance capital 
improvements at home. I f  this can be managed, the volume of 
employment need not suffer— and might even improve. I f  not, 
unemployment will increase as surely as night follows day.

Therefore our programme should have three heads. To keep 
the higher rate effective in the short-loan market by agreement. 
To increase the basis o f credit by the Bank o f England 
purchasing securities— at least until it is proved to be impossible 
to combine this with keeping the higher rate effective. T o  press 
on with capital developments at home.

On the other hand, to allow unemployment to spread would 
be, at this juncture, a rather dangerous thing.

So far as concerns our relations with the American Federal
R eserve Rnard nne hones rhaf the fro vern o r o f  the Rank o f---------   ----------- , — -  — r — -—    -—   --------  — --------------- —
England has come to an understanding on the following points. 
Since we aré assisting the aims of the Federal Reserve Board 
in raising our rate, they must not raise theirs still further; for
W 4-]__ . J  „ ...__ u . 11 i_____ _________r_______A c „ ----- j  l.. .-l_________
i t  L u c y  u u ,  w c  s i  u n i  u c  n u  t u r n  i c i  l u i w a i u .  o c c u u u i j ,  l i i c ^  m u s i

take all the steps in their power, other than a higher rate, to 
remedy what they deem objectionable in the present technical 
position in New York, and— if  they are not successful within 
another six months— abandon what may be a misguided attempt. 
For it is scarcely playing the gold-standard game for the Federal 
Reserve authorities to use their preponderant position to jeopar
dise the trading prosperity of the whole world in pursuit of a 
local objective which many well-instructed Americans believe 
to lie at the extreme edge of, and possibly outside, their proper 
sphere o f action.
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On 23 February The Economist published an article on Free Trade and 
Protection which contained a statement Keynes took exception to. In the 
ensuing weeks, in a series of letters he tried to draw the Editor out.

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

tha Fz/i/nf n^TInp FmnnmiCt*— ■ ' y j  a i i v  U W 11U 41IH J i )j  v  u w h  y  t 5/1 F'jfhru/ït'^r -

Sir,
In an article on Free Trade and Protection published in your 

issue of February 23 you write as follows:— ‘ Capital exports 
stimulate commodity exports— a statement which will be sup
ported by all, only with a variety o f emphasis and qualification.’ 
It will, I think, be helpful i f  you will develop this point a little 
further, explaining by what chain o f causation the result follows.

Where the borrower borrows expressly for the purpose o f 
making purchases in this country, as was often the case with the 
railway loans o f the mid-nineteenth century, the connection is 
obvious. It is also arguable that any loan gives a fillip to 
international trade, from which we all benefit roughly in the 
proportion which our trade bears to the trade o f the world. Let 
us suppose, for the sake o f illustration, that 20 per cent of the 
sums which we lend abroad— and I should think that this 
proportion is higher than the truth— leads more or less directly 
to exports in the manner described above. But what about the 
remaining 80 per cent? The train o f causation by which this 
leads to commodity exports is what I should like to see explained 
in detail.

Yours, etc.,
J .  M.  K E Y N E S

The Editor tried to oblige Keynes when he published Keynes’s letter on 
9 March. This explanation did not succeed, for the Editor published another 

letter the next week with further comment.

To the Editor o f  The Economist, 16  M arch ig 2 ç

Sir,
In reply to my inquiry for an explanation as to how foreign 

investment stimulates exports, in those cases in which it does
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not directly lead to additional purchases of British goods by 
foreigners, you reply:— ‘ The cumulative effect on the world’s 
exchanges as a whole of such increases in the supply o f sterling 
for sale is to make the pound cheaper, which involves the relative 
cheapening of goods whose price is expressed in terms of 
sterling; in other words, to stimulate British exports and to 
hinder our imports.’

This seems to me to be quite a correct account o f what would 
happen i f  we were not on the gold standard. Is it that you have 
overlooked the fact o f our return to gold? For the possible 
changes in the price o f sterling within the gold points are 
insignificant in their effect on the price o f goods. Moreover, it 
is impossible that sterling should be cheaper than it is now— so 
long as we remain on the gold standard.

Your argument does not make sense, therefore, unless your 
meaning is that foreign investment stimulates exports by driving 
us off the gold standard. But this, I take it, is not your meaning. 
So I still await an answer to my question.

Yours, etc.,
J .  M .  K E Y N E S

This explanation was also incomplete, for Keynes wrote two days later.

To the Editor o f  The Economist, 1 8  M arch ig 2 g  

Sir,
Ï  tS \ r Try-%11 nM  <■ « M ir  1a Litaiifk y u u  lui ) u u i  L-uniiiitiii u n  m > i t u c i ,  m a t u  L a u i t s

the argument a step further. In answer to my question as to how 
foreign lending on our part indirectly stimulates British exports 
in those cases where it does not do so directly, you reply that 
(amongst other things) it causes a tendency for gold to flow 
abroad, which in turn leads to a rise in Bank rate, and it is this 
rise in Bank rate which stimulates exports. I think that exporters 
(who have not been as grateful as, on your theory, they should 
have been for the recent rise of Bank rate) would like to have 
it explained in what way a higher Bank rate improves their
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competitive position in foreign markets. For, on the face o f it,
it is a paradox that an increase in one o f the items o f their costs
of production should have this effect. Since you think my
method a little abstract, I suggest that you might illustrate your
reply by reference to the benefits accruing from a higher Bank
rate to one or another o f our leading export industries— for
example, textiles or coal or the iron and steel trades.

Yes; I had noticed that the Balfour Commission agree with
you— which makes it all the more important that the details o f
the argument should be elucidated. v

0 Yours, etc.,
J .  M .  K E Y N E S

A C T I V I T I E S  I 9 2 2 - I 9 2 9

The correspondence concluded with another letter, which appeared on 6 

April.

To the Editor o f  The Economist, 26 M arch iç 2 g  

Qir

This time, I fear, your comment on my letter does not carry
n l- A n  A i «*4-U a «* i r A i i  v r/\f 1 r r t  I111c ( U g u u i c i i l  a 1U IL11CT. i  u i  Ju u  umy itpvtii w liai y uu aaiu

before— namely, that a higher Bank rate stimulates exports 
because it ‘ tends to lower sterling prices in general and thus 
enhances British competitive power in foreign markets ’ . But you 
do not give your readers the slightest hint as to how a higher 
Bank rate brings this about.

M ay I, therefore, offer a suggestion ? I know o f only two ways 
in which this effect can be produced by that cause, o f which the 
first can be only temporary and of secondary importance. In the 
first place, holders of stocks of commodities may (conceivably) 
be induced by the higher cost o f carrying them to throw their 
goods on the market at a loss or at less than their usual profit. 
But, clearly, this cannot last, and is a precarious (and unprofit
able) foundation on which to base an increased export trade. 
M ay I take it that you do not merely mean that a higher Bank
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rate stimulates exports by compelling British manufacturers to 
sell their goods at a loss?

I f  then, we dismiss this particular effect of dear money as
tvi iMnrp t i n  « n r l i i r m n 1 liws *1- i ir A n \A  c^ArYi l i i r r k p r  R o n !/■Having iivj vu uu i  m g  taiuv  ̂ it vvvuiu jvvhi  u m i  a iiigiivi uainv ia iv

can only stimulate exports if  it reduces, not merely prices, but
Z' Ji. mm y\ j i  * i /• /i m  t ?  n «*  *-» r rt n  n  1 1 1 /I 1^ y» n  «% £  •••«« /\«* rc<4 y* < « m  /4 A m  /Jiusis uj yr uuuiuun.  r u i  l i c i t  w t  a u u u iu  u t  u u  m i n c i  g i  u u u u .  i~i.uu

here, indeed, we may find the answer to the conundrum. For 
a higher Bank rate, due to a loss o f gold, is generally associated 
with a curtailment o f credit, which in turns limits the opportu
nities o f business men to provide employment. New unemploy
ment, i f  it is sufficiently severe and sufficiently prolonged, may 
be expected in the end to bring down the rates o f wages. Here 
at last is our goal. For i f  wages are reduced, ‘ British competitive 
power in foreign markets’ is indubitably enhanced; and 
exports are increased.

Have I rightly interpreted your meaning? Have you any other 
explanation ?

I have not ventured at any time in the course of this 
correspondence to deny your conclusion that, if we lend more 
abroad, this will stimulate our exports. For, evidently, there
must be a balance between the two. I have onlv wanted to be- -  - -  - -  - - - - ^

clear just how this comes about; and I thank you for your 
collaboration in reaching the above conclusion. I f  next time you 
applaud the tendency of foreign lending to stimulate exports, 
you will add the explanatory words ‘ because it will make the 
maintenance of full employment impossible at the present level 
o f wages, so that unemployment will continue until British 
wages are reduced, which will enhance our competitive power 
in foreign markets’, then I will promise to write you no more
letters! Yours, S c ..

J .  M .  K E Y N E S

C A N  L L O Y D  GE ORGE  DO I T ?

During the winter o f 19 28 -9  a special committee of the Liberal party, chaired 
by Seebohm Rowntree, developed specific proposals for national development
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along the lines of the Yellow Book, B rita in ’s Industrial Future. Keynes had 
attended many of the meetings that discussed these proposals and advised 
M r Lloyd George to issue a dramatic pledge to a meeting o f Liberal M .P.s  
and candidates on 1 March:

I f  the nation entrusts the Liberal Party at the next General Election with 
the responsibilities o f government, we are ready with schemes o f work 
which we can put immediately into operation. . .  T h e work put in hand 
will reduce the terrible figures o f the workless in the course o f a single
irflor tn nnrmol nrnnnrftnnc will u/Kpri r»r\mrtlpfpH flip nnftAtij  vai iv uvt mm pi vj^vi livii uuu uui^ niivii vvmpivivwj viu ivn utv nauvil

and equip it for competing successfully with all its rivals in the business 
of the world. These nlans will not add one oennv to national or local- - X & «/ -------------

taxation.

The rnmmirrpp’s nrnnnsals for rmttincr the nlcHtrc into effect were nnhlisheH-------—---------------------I------1-----------------r — " —c? —' 1------' ------------------------- "  ̂  r  -------------

in a pamphlet entitled We Can Conquer Unemployment, soon named the 
Orange Book. Keynes analysed the programme on 19 March.

From  The Evening Standard, i ç  M arch ig 2 g

m r  l l o y d  g e o r g e ’s  p l e d g e

M r Lloyd George’s pledge to reduce unemployment has been 
received by the other parties, and by the public, too, with mixed 
feelines— a susDicion that it must, surelv. be a bit exaeeerated.

u  i  *  v r  v  v  /

and an even stronger suspicion that there may, after all, be 
something in it.

The first suspicion is a curious symptom o f the fatalistic state
f„11 rt K/111f- nnomnl/M rmcmf w v .  TT

\ j  i mum imu TUHvii tt v iiavv lauvu a  k j \ j  u l unviti^/ivsj'iuviil. ¥» 11 y

should we think it improbable that the disease of unemployment 
can be cured ? For the present condition of affairs is an abnormal 
one, whether in the history o f our own country or o f any other. 
Why should we distrust M r Lloyd George’s very common-sense, 
and, indeed, obvious remedy?

‘ We have unemployed men and unemployed plant. It has 
gone on for years. There are many possible improvements in the 
equipment of this country which readily occur to one. Why not 
employ men and the plant on making the improvements ? ’ This, 
in effect, is all he has said. The extraordinary thing is that it 
should make a sensation, or that any one should contradict him.
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T o hear Cabinet Ministers talk one would suppose that he 
was promising to make chickens out of cheese. It could not be 
so i f  we had not allowed our heads to be stuffed full o f sophistries
sc rn n trarv tn «sniind Intrir a<; th ev are tn rnm m nn spnsp

------------------J ------------------- --------------- ----------C5----------------- ---------------J ------ ----- ..................

Let me try to answer the questions which I imagine reasonable
m an fn Ka nil nt*o *1, «4,; nnr ttr a ** A AiniT 5 r \ *mvit tu ow aoiuug. x lia i ui aix  ̂ a i t  mt'i t  L u m p  wui u i uom g ; vyi

is this country a completed proposition incapable of further 
development or improvement, a finished structure needing 
nothing more for ever than an occasional coat of paint?

The answer is obvious. For several years Royal Commissions, 
local authorities, and Government Departments have been 
putting forward all sorts of schemes as necessary and desirable 
and, often, as urgent, and the Treasury have been pigeonholing 
them. They have been pigeonholing them under the influence 
of what I can only describe as a mental affliction.

They have believed that, if people can be induced to save as 
much as possible, and i f  steps are then taken to prevent anything 
being done with these savings, the rate o f interest will fall, and 
if the rate o f interest falls the national debt will cost less.

Subject to a leakage to be mentioned in a moment, this is quite 
true. Indeed, if  all forms o f caoital entemrise were to be
rendered illegal, the rate o f interest would sink towards zero—
whilp flip rîitf* n f nnpm nlnvm pnt wmilH mm in t triworHc hp^vpn« * i l l »  V V41V * M W  V A V» * * V ■ A * M V J  V»* V- » r v  VAA V* A A A V VA A A V V V TT ■* ■ “ * 1 ■ ■ . . . . . .«U I1VW 1

So complete an achievement is beyond the Treasury’s power. 
But, unfortunately, they have a voice in nearly all the forms of 
capital enterprise which are capable o f absorbing large sums of 
money— housing, roads and bridges, telephones, electricity, 
drainage, ports, etc.

Even so, there is the leakage hinted at above. For if  we save 
and can find no outlet for our savings at home, we lend the 
money abroad on a scale disproportionate to our export surplus 
at the present level o f wages, the Bank o f England loses gold 
and raises the Bank rate.

So in the end, the Treasury find that all their well-intentioned 
prudence has gone for nothing, and that they haven’t even got 
a lower rate o f interest.
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Let them, then, reverse their policy and plunge a lively hand 
into the pigeonholes. The Liberal pamphlet, We can Conquer 
Unemployment (Cassell, 6d.), amounts to no more than this. It
4 o *vi rt i«l t: m fi 1 In fi /\*i r\ f  «-Vi
id uia-iiiij' a ivwapiiuiauuii 17 1 luv 1 vwuiiuwiuaLiuiia wi ivuYai

Commissions and other official or semi-official bodies.
I am reminded o f the first time I ever set eyes on M r Lloyd 

George. I was an undergraduate at the Cambridge Union 
shortly after the Boer War. M r Lloyd George, not a popular 
figure in those days, came down to a Visitor’s Debate to arraign 
the Government’s conduct o f the late war.

He delivered an attack in highly rhetorical tones suggestive 
o f exaggeration, and finally succeeded in stimulating the oppo
sition to cry out ‘ Question! Question!’

‘ Do honourable members question my remarks ? ’
‘ Yes.’
The tone changed. Out o f his tail-coat pocket came the

liliip-nnvprpfl R pnnrt nf thp R I  C n mmi c c i n n  I n o ninpt vni i
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Mr Lloyd George read out from the Commissioners’ conclusions 
the same words verbatim which, having got them by heart, he 
had previously clothed with rhetorical fervour.

Twenty-six years and another war have passed by. Popu
larity and power have come and gone. But he is doing it again !

Wouid the demand for labour resulting from a practicable 
programme of capital development make an appreciable im
pression on the existing unemployment?

It is reasonable to suppose that an investment o f £250, in 
types of capital production which do not require a heavy 
proportion o f imports, will provide wages to employ the 
equivalent o f at least one man for a year, after meeting 
outgoings other than wages, and that man, in spending his 
wages, will set further miscellaneous productive activity 
moving.

Thus it is a conservative estimate, in my opinion, to assume 
that each £1,000,000 of the kind o f investment contemplated by 
M r Lloyd George’s programme will reduce unemployment by 
at least 5,000 to 6,000 men, and perhaps by more.
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For, once the impulse to prosperity has been started the effect 
will be cumulative. Accordingly, an investment programme of 
£100,000,000 might be expected to break the back of the 
abnormal unemployment. Anyway, the problem of transferring 
labour will be insoluble unless we first create opportunities of 
employment elsewhere.

Now for the most searching question of all. Will the financing 
of this programme merely divert capital from other uses, and 
thereby cause just as much unemployment in other directions? 
I answer, No!

It will, I hope, divert a considerable amount o f what is now 
being lent to foreigners, enough both to relieve the present strain 
on the Bank o f England and to finance the additional imports 
which the development programme will require.

It will be necessary to offer a rate of interest which can 
compete with foreign borrowers. How much margin there is for 
borrowing without using inflationary methods cannot be safely 
predicted until we try. But all the indications suggest that it is 
large.

It will be time enough for prudence when we see prices
tpnrfimr tn rise anH the i\ e manH for lahm ir in pyrpss n f  fhp cnnnlv  --------o —------------------------- -------- ----***    — * — r r ' ;  •

The orthodox theory assumes that everyone is employed. I f  
this were so, a stimulus in one direction would be at the expense 
of production in others. But when there is a large surplus of 
unused productive resources, as at present, the case is totally 
different.

The notion that saving and investment are always exactly 
balanced— i.e., that whenever I save £ 10 0  some entrepreneur 
sets on foot a new capital enterprise for £ 10 0 — is an unfounded 
delusion. So is the view that our exports will increase by 
£2,000,000 because last week we lent £2,000,000 to Chile.

Moreover, if  the above were true, it would be just as true that 
the building o f a new factory by Sir Herbert Austin or M r 
Samuel Courtauld would add nothing to employment— which 
nobody believes. In short, the fatalistic belief that there can 
never be more employment than there is is altogether baseless.
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I do not doubt that M r Lloyd George’s programme would 
greatly increase employment. Just how fast he could overcome 
inertia and get things moving no one can say until he tries. But 
he has promised nothing so improbable o f accomplishment to 
the doubting mind as the munitions programme, safely delivered, 
of 1916.

A C T I V I T I E S  1 9 2 2 - I 9 2 9

On 14  April Sir Lam ing Worthington-Evans, the Secretary for War, 
suggested in The Evening S tan dard  that Lloyd George wouid be able to fuifii 
neither his employment nor his taxation pledges and he attacked Keynes’s
- __________~  ___ _________ __________________1 ,  «  *  : i  u      , v1 td-SUlllllg. IVC)llĈ  1CJJ11CU U1I iy fipi'll, CCllUlllg UlC ttlgUlllClllà U1 UldJJltl 1A
of Can L loyd  George Do It?  ( J M K , vol. IX, pp. 1 1 5 —2 1)  which was soon to 
appear.

From  The Evening Standard, ig  A p ril ig 2 g

A C U R E  F O R  U N E M P L O Y M E N T

The reply by Sir Laming Worthington-Evans, published in 
Friday’s Evening Standard, to my article defending the Liberal

n f  y*» e\ +■* 1 4- «-» l  r t f '  rt  / m  1 t « a  f / w  i m a m n l r v i r t v i a n f  i r  1 r a v i rui Lapiuu uçvuu^uiuu as a uuit iui uuunpjujui^iiL ta vu V

timely. For it discloses in a most straightforward way what is, 
I do not doubt, one o f the main reasons which have influenced 
the Government in their policy— practised with disastrous 
resuits for four years— of strangling to the fuii extent that public 
opinion will allow all capital improvements in this country which 
are controlled or influenced by the Treasury.

Sir Laming’s credo is as follows:—
He believes that, whatever we do, all the savings o f the 

country, or approximately all, find their outlet in employment. 
Thus the housing schemes have not materially increased em
ployment. I f  they had not existed something else would have 
taken their place.

Conversely, Mr Lloyd George’s schemes will not materially 
diminish unemployment :they will only displace some other kind 
o f enterprise. Equally, if M r Courtauld builds a new factory,
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someone else, whose credit is not so good, will be unable to build 
one. For there is nothing in the reasoning to lead us to 
differentiate between the effects o f state investment and those 
of private investment.

There is, therefore, little or nothing that the Government can 
usefully do. For Sir Laming’s argument implies that the 
aggregate sum which can be made available for investment in 
this country is not enough to employ everyone. So the case is 
hopeless, and we must just drift along.

In his Budget speech on Monday the Chancellor o f the 
Exchequer repeated the same thing.

‘ It is the orthodox Treasury dogma, steadfastly held he told 
the House o f Commons, ‘ that whatever might be the political 
or social advantages, very little additional employment and no 
permanent additional employment can, in fact, and as a general 
rule, be created by state borrowing and state expenditure’ . 
Some state expenditure, he concluded is inevitable and even wise 
and right for his own sake,— but not as a cure fo r unemployment.

The issue is, therefore, joined on a clear and definite question. 
I say that the Treasury dogma is fallacious. It is neither
nU uciK L nnr l-riio Î f 1C' nnt ciitinnrfdrl kir fk A 1o/i/1mrr Armnfnl l O l  U  U V .  U  1  &  H U i  L V U  l / j  L J 1V  I V a U l l l g  V / V U l lU U l ia L 3

of the country. Professor Pigou, M r McKenna, Sir Josiah 
Stamp— to quote authorities o f diverse gifts— will tell him that 
it is erroneous.

Certainly this dogma is not derived from common sense. On 
the contrary, it is a highly sophisticated theory. No ordinary 
man, left to himself, is able to believe that, i f  there had been 
no housing schemes in recent years, there would, nevertheless, 
have been just as much employment.

He is much readier to believe that if the overwhelming weight 
o f public opinion had not, in this particular case, forced the hand 
o f the Treasury the unemployed would probably have reached 
two million. And, accordingly, most ordinary men are easily 
persuaded by M r Lloyd George that, i f  his new enterprises are 
set in motion, more men will be employed.

But the theory lacks truth as well as plausibility. There are
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three sources from which means can be found to enable new 
investment to provide a net addition to the amount o f employ
ment within the country.

T •« n £  wn 4- m I .n1 1 1  m e  h i m  p m t ç  a a v i n g a -
4- V». A ir  A A f l f l  ___________

" l i a i l l ^ l j ,  l i l t  U I  l i l t  i l l t U l l l C S

of individuals over their consumption— do not necessarily 
materialise in investments. The amount o f investment in capital 
improvements depends, on the one hand, on the amount of 
credit created by the Bank o f England ; and, on the other hand, 
on the eagerness of entrepreneurs to invest, o f whom the 
Government itself—since the amount o f expenditure on roads, 
electricity, telephones, ports, drainage, and also on railways and 
houses mainly depends on its policy— is nowadays the most 
important.

When the demand for investment at home is brisk, the Bank 
of England can safely create more credit without losing its gold, 
than it can when the additional credit is used to lend abroad.
Q n  f a r  frntYi th  p  t-rttil n f  im rp c tm p n f ac ^ p t p r m in p r l  h \ r  t l i  PCP
fc-SVS 1U1 n o m  L l i v  W A 111 T UlJ UViVI I11111VVI C/j UIVlJV

factors, being necessarily equal to the total o f saving, disequi
librium between the two is at the root o f many o f our troubles. 

When investment runs ahead o f saving we have a boom,
intense employment, and a tendency to inflation. When invest
ment lags behind we have a slump and abnormal unemploy
ment, as at present. For ail the indications suggest that it wouid 
be safe today to create more credit, provided it was being 
absorbed by home investment and not by foreign lending.

I turn to the second source. Individual saving means that 
some individuals are producing more than they are consuming. 
This surplus may, and should, be used to increase capital 
equipment. But unfortunately this is not the only way in which 
it can be used. It can also be used to enable other individuals 
to consume more than they produce.

This is what happens when there is unemployment. We are 
using our savings to pay for unemployment, instead o f using 
them to equip the country. The savings which M r Lloyd 
George’s schemes will employ will be diverted not from
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financing other capital equipment but largely from financing 
unemployment. From the unemployment fund alone we are 
now paying out £50,000,000 a year; and this is not the whole of 
the waste o f savings which is now going on.

The whole o f the labour o f the unemployed is available to 
increase the national wealth. It is crazy to believe that we shall 
ruin ourselves financially by trying to find means for using it
ana mar saieiy ties m continuing ro maintain men in laieness.

It is precisely with our unemployed productive resources that 
we shall make the new investments.

The third source o f funds required for the Liberal policy will 
be found by a reduction o f foreign lending. But this will not 
operate, as Sir Laming supposes, by a reduction o f our exports. 
Partly it will relieve the pressure on the Bank o f England ; and 
partly it will take the form o f an increase in our imports; for 
the new schemes will require a certain amount o f imported raw 
materials, and those who are now unemployed will consume 
more imported food when they are once again earning decent 
wages.

Why is it, then, that Sir Laming holds such very odd
nnîninnc? I t  ic lilfp aslrincr m e w h v  he w ears a fnn hat H e  is a** ------ D t—j ~ ---- -----— "
Conservative. The reasons are wrapped in the mists o f history. 
But, roughly, I think I know them. He half understands an 
ancient theory, the premises o f which he has forgotten.

This theory assumes that all the productive resources—  
savings, labour and the gifts o f nature— which are at any time 
in existence are normally employed because, so the argument 
assumes, whenever they are unemployed they are ready to accept 
a lower rate o f remuneration, and employment will always be 
forthcoming at a sufficiently low rate o f wages. That is to say, 
the theory starts off by assuming the non-existence of the very 
phenomenon which is under investigation.

Sir Lam ing’s final point is directed to my admission that we 
shall have to pay a rate o f interest which is in due relation to 
the rate o f interest in the world at large.
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Obviously we cannot avoid inflation, if we refuse to pay the 
appropriate rates o f interest. But, of course, this does not mean, 
as Sir Laming alleges, in a passage which suggests an astonishing

f  a numAinlân /TAirâfnmrr a vain fi ira rn far mi g i i u i u i  uiv pinitipito guvviiiiiig Lin- ilicilivu laito tri 1 1 1 —

terest on different types o f bonds, that the British Government 
would have to pay the same rate that foreign borrowers are now 
paying.

Sir Laming Worthington-Evans replied with an article which quoted 
Keynes’s published views over a period o f years. He suggested that Keynes 
was speaking as a politician, not as an economist, and it was misleading the 
electors and cruel to the unemployed to suggest that Lloyd George had 
discovered a new cure for unemployment. Keynes replied in a letter to the 
editor.

To the Editor o f  The Evening Standard, jo  A p r il  iq 2 q

Sir,
Sir Laming Worthington-Evans has shifted the controversy 

from the very interesting question, ‘ What will cure unemploy
ment ? ’ to the question— moderately interesting to me, but not
equally so, I should suppose to the readers o f The Evening 
Standard— ‘ Has M r Keynes changed his mind in the course of 
the last five years?’ Politicians, I know, always much prefer to 
discuss one another’s pasts to the merits o f an argument. But 
what a boring method o f controversy it is!

Sir Laming’s selection of isolated sentences from articles of 
mine scattered over five years cannot, of course, give an 
intelligible summary o f my past opinions. But how can I confute 
false suggestions except by reprinting substantial portions of 
these articles ? And who would be interested i f  I did ? I can only 
say that I began advocating schemes o f National Development 
as a cure for unemployment four years or more ago— indeed, 
as soon as I realised that, the effect o f the return to gold having 
been to put our money rates o f wages too high relatively to our
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foreign competitors we could not, for a considerable time, hope 
to employ as much labour as formerly in the export industries. 

Right or wrong, I have been singularly consistent— indeed,
nKctmatp M prpn rpr Qir T imirinr ie ninto m iototpn in enrvn/iomrr
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that he has economic orthodoxy on his side. I know no British 
economist o f reputation who supports the proposition that
schemes of National Development are incapable o f curing 
unemployment. Sir Laming, not I, is ‘ the mad M ullah\ 

Boiled down, Sir Laming’s criticisms are directed to two 
admissions, which I have never hesitated to make. I have always 
admitted that, when everyone is employed, those prices which 
are determined locally and are not governed by world prices may 
rise slightly. If, at long last, you bring deflation to an end, some 
slight rise of prices is clearly probable. I have also admitted that, 
in order to avoid inflation, it will be necessary to maintain in
terest rates at a figure adjusted to world rates.

Sir Laming reckons, I suppose, that these are the phrases 
which— the argument apart— have the most unpopular sound. 
Let me say a word about each o f them.

On the rate o f interest I owe him an apology. I read his former
arfiplp a c  cncrorpcfino- thaf flip Rrificli frn vp m m p n t mioTit Îi ü v pv u  k-AiM ̂  kAJHM- V VA* V  » A A VAUAA V  V» T V *  «AAAA VAAV «AAA^AX V AAM V V

to pay as much as foreign borrowers. I am glad that I
mipiin / I U f t v i  m iouiiu^i aiuuu 111111* fU rt fdim L114-1 u v ne uues 11UIV%a #4nor «ni ûvnûpt tKrt t fUieApee l m a i u ie

rate payable would be much higher than the present Bank rate.
But his view, that it is better to have a million unemployed 

than that British rates of interest should be on a parity with 
world rates, seems to me, like some of his other opinions, 
extremely odd. Moreover, what we have at present is both 
unemployment and dear money. Regarded as a cheap money 
policy, the Government’s achievements up to date are scarcely 
a success.

On the question of the rise o f prices, I invite him to think 
again. He brightened up his former article by declaring in this 
connection that ‘ M r Keynes is gambling with the people’s food.’ 
I admit that when a million families are earning full wages and



are filling their bellies again they will buy more food. The effect 
o f this on the world prices o f food will be very trifling.

On the other hand, in the case of home-produced food— for 
example milk, which is not governed by world prices— it is idle 
to deny that increased demand might enable our farmers to get 
a slightly better price for their produce. But there is nothing in 
the Liberal policy to send food prices up except an increased 
demand for food from those who now go hungry. This is a form 
o f ‘ gambling with the people’s food ’ which I am ready to risk.

Conversely, i f  Sir Laming can increase unemployment to w o  
million, he may have the satisfaction o f seeing prices fall a little 
further. And if  the housing subsidy is finally abolished and M r 
Churchill raids again what remains o f the Road Fund, it is even 
possible that the rate o f interest might fall a trifle. For the greater 
the number o f unemployed who have inadequate wages with 
which to buy food, the cheaper will food be: and the fewer the 
ways in which we can use our savings the lower will be the 
interest which they bring us in.

But I foresee that Sir Laming will disclaim such ambitious 
designs. Everything is just right as it is! He would— let us do 
him justice— be as reluctant to do anything to increase 
unemployment as he is to do anything to diminish it.

Yours, etc.,
J . M . K E Y N E S

A C T I V I T I E S  1 9 2 2 - I 9 2 9

Sir Laming returned to the charge with a ietter published on 6 M ay asking 
how much Lloyd George could borrow; Keynes replied the next day.

To the Editor o f  The Evening Standard, 7 M a y  1Ç2Ç  

Sir,
Sir L . Worthington-Evans demands that I tell him how much 

could be borrowed to finance the Liberal policy without raising 
the rate o f interest. It is obvious that any answer must be in the 
nature of a guess. M y guess for what it is worth (Sir Laming

8 1 4



will find some details to support it in a pamphlet Can Lloyd 
George Do It?  by M r H. D. Henderson and myself to be 
published on Friday) is that about three quarters o f the sum 
required could be raised without pressing appreciably on the 
capital market. The remaining quarter would have a tendency 
to raise, or more probably maintain, gilt-edged interest rates. 
But I should not expect that the effect would be sufficient to 
raise the Bank rate above its present level or to increase charges 
to industry.

But whatever the exact result may turn out to be, Sir 
Laming’s line of argument leads us well on the road to 
Dotty ville. In a sense it is true that whenever anybody does 
anything— puts up a factory, builds a house, modernises the 
railways, even if  Sir Laming smokes a cigar when he might have 
saved the money— it tends to put the rate of interest up. If, on 
the contrary, we were all dead, the rate o f interest would sink 
to nothing. When in 1894-96, the Bank rate stood unchanged 
at 2 per cent for two and a half years, this was accompanied by 
stagnant trade and continuous unemployment on a greater scale 
than had ever been known before,— the result of a lack of
pntprnricp Krtfli nKrn-iA ot Knirw’  rV ^ A  wp Iiovp d A p tm n A
VlltVl|/llJV y j  V/ttl dl/1 VHU flAlV* ftl IIVIIIV* A ff V JIM T V U UV1A1U11U

for money abroad with stagnation at home. So we get the worst 
of both worlds— unemployment and dear money.

Nor is there anything peculiar in British Government borrow
ing. Foreign government borrowing in London, or indeed any 
kind of borrowing for any kind of purpose, has just the same 
effect. When the Government o f Roumania or Imperial Chem
icals raise a large sum on the London market, does Sir Laming 
cry out and declare that it will ruin us? Why not?

C A N  L L O Y D  GE ORGE  DO I T ?

M r Keynes or Professor Keynes

However, there is one question perplexing him which I can hope 
to clear up. He keeps asking whether I am M r Keynes or 
Professor Keynes. I am not, and I never have been, a Professor.
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He has also twice suggested that I am somehow demeaning my
self by entering into debate with a politician like himself. Not 
at all! The honour is mine! I welcome the opportunity.

Yours etc.,
J .  M .  K E Y N E S

A C T I V I T I E S  1 9 2 2 - 1 9 2 9

By this time the nation was in the midst o f an election campaign. As a 
part of that campaign Keynes wrote public statements supporting two 
Liberal candidates, Hubert Henderson who had accepted the offer Keynes 
had refused to contest the University o f Cambridge seat, and Sir Maurice 
Amos who was standing in the Borough of Cambridge.

M R  H.  D.  H E N D E R S O N !  A N  A P P R E C I A T I O N

M r Hubert Henderson has strong claims to the support o f all 
Cambridge Liberals who are interested in the two causes of 
international peace and disarmament, and o f national develop
ment as a remedy for unemployment, which look like being the 
two principal issues o f this Election. For M r Henderson has
„ i ____ j ,piaÿcu a •é- 4 - * 1 •prominent part in torming tlie opinion cuiu policy oî
the Party on these questions. In his weekly articles in The Nation 
o  Âîhenœum, o f which he has been the Editor since 1923, he 
has repeatedly crystallised the best Liberal opinion about them. 
Indeed, so far as the unemployment policy is concerned, he may 
almost claim the credit o f having first started it in a series o f 
articles putting it forward so long ago as 1924, to which he 
persuaded M r Lloyd George and others to contribute.

But apart from this, he was one o f the Liberals most 
concerned, behind the scenes, with the long work o f research 
and drafting which eventuated in the famous Yellow Book, 
Britain's Industrial Future.

Hubert Douglas Henderson was educated at Aberdeen Gram 
mar School, Rugby School and Emmanuel College, Cam
bridge. In his academic career he took a First in the Economics
TYinnic P art IT hplH a Ppcparph .^turlpntcbm  at Fm n vin iip l anH* * •. A M Æ v* V* W Vlft Ik/V WV4VA1 WV *»*.*V*VÂ
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returning to Cambridge after the War, became a Fellow of Clare 
College and University Lecturer in Economics until 1923. 
During the War he was Secretary o f the Cotton Control Board 
in Lancashire. He afterwards wrote the history o f this, and has 
also published a volume entitled Supply and Demand in the series 
of Cambridge Economic Handbooks.

Since 1923 he has been Editor o f The Nation, and it will be 
generally admitted that he has made that journal the most 
authoritative exponent o f modern economic thought as applied 
to current political problems. But his influence, as I mentioned 
above, has also been strongly exerted on the policy o f the Liberal 
Party through his active membership of the Summer School 
Committee and of the Liberal Industrial Enquiry.

When M r Henderson was an undergraduate he was President 
of the Union (October Term, 1912).

He has therefore exceptional qualifications for a parliamentary 
career, not only because economic questions now bulk so largely 
in politics, but also because he has rare analytical and constructive 
powers o f mind and formidable debating qualities. I know hardly 
anyone who would do more than he to strengthen the debating
nnumrc n f  tK p  T iKp m I P a r t ir  in  flip H piicp  n f  f  'n m n n n n c anil fn
fVÏT V*U V/l tlIV JU1UVI Mi X 141 1.1 i l l  U i v  X 1V /U  J V  V71 V J \ / 1 1 1 1 1 1 V / 1 1 lJ«  U 14Y4 4V

ensure that the Party would be in a position to make the really 
right, penetrating comments with the least possible delay, on all 
issues concerning finance, economics or international peace 
which may arise in Parliament.

J.  M.  K E Y N E S

A  note from the Granta

When M r Henderson became President of the Union, the 
Granta published a brief sketch which is still recognisable by 
those who know him.

J .M .K .

In some respects the President is a very young man. He has a habit o f sleeping 
a great deal like the Dormouse, but when he hears an illogical argument he 
rises up upon his hind legs and pricks up his ears like Brer Rabbit; then 
he drops his glasses and destroys the argument. It is delightful to see some
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self-confident but ill-informed person meet M r Henderson for the first time. 
The President’s smile is pensive and childlike on these occasions, like that 
of the Heathen Chinee. For a few minutes the conversation is rather one
sided; the President is gratefully receiving instruction; then a puzzled look 
disturbs his innocent features, and he asks an awkward question. Generally, 
a self-confident person shies at the question and attempts to ride off with 
bluster. Then Brer Rabbit rises, the glasses fall and the self-confidence 
rapidly changes its home. It is, indeed, an unnatural clear-headedness and 
a mental apparatus beyond his years that have made M r Henderson the best 
debater of his generation, and have fitted him, by general consent, for the
r r r a d t  r» IVi r>Q Isd  rt A t l  t K  a !  /"I C
CL v a i  V l l i w  YTI11V11 1IV l i w  n  1IIZ IU J.

A C T I V I T I E S  I 9 2 2 - 1 9 2 9

To S I R  M A U R I C E  A M O S ,  8  /May f Q 2 Q

M y Dear Amos,
I hope that you will obtain much support as Liberal candidate 

for the borough o f Cambridge. Cambridge is a constituency 
which has been, traditionally, won by the Liberal Party whenever 
the tide was flowing with us; and there are unmistakable signs 
that the tide has turned at last in the Liberal direction.

I reckon that there are two main issues before the country—  
international peace and disarmament, and a remedy for unem
ployment. I would add safeguarding, i f  it were not for the 
extreme vagueness o f M r Baldwin’s declarations on the subject. 
It is because o f their right-mindedness on these issues that the 
return of Liberals to authority and influence in the state is so 
greatly to be desired.

No one would dispute that all three parties alike are genuinely 
devoted to the maintenance o f peace and to the restoration o f 
the country’s economic prosperity. The difference between 
them lies in the efficacy of the methods which their traditions 
and their abilities make it practicable for them to apply. With 
the best will in the world, Sir Austen Chamberlain has not 
during his term of office forwarded the cause o f peace as it should 
be forwarded.

M r Hoover’s recent gesture is a sign that if we show ourselves 
ready to trust the United States and to enter into sincere 
comradeship with them, extraordinary results might be accom-
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plished, which would seeir. today quite utopian. For I do not 
doubt that of all the countries in the world it is we and the United 
States who are genuinely like-minded in our aspirations after
npafp inH rlicartnam^nt anH if ic An 1 v thmiioTi mint an̂ l nnitpH« V V  H A I M  W l U m A / t l W l l l V l l k t U l l  v/ v*6“  )U l l l l  U 11U

action by these two powers that results will be obtained. It is 
vital to have in office a Government whose natural sympathies 
and principles will enable them to take full advantage of the fact 
that the new President o f the United States is a man o f Quaker 
upbringing and genuine pacific ideals.

In the matter of unemployment I have written at greater
length elsewhere about the Liberal Policy. I am convinced that
it is not only practicable, but can be justified as the appropriate
remedy on the basis o f an analysis of the fundamentals o f our
economic position. The notion that it can be right to maintain
a tenth o f our population unemployed for eight years is crazy.
The time has come for us simply to decide that we are going
to put an end to it. Alone amongst the Party leaders M r Lloyd
George has pledged himself to accomplish this, and I believe
that he could do it. ,

Yours sincerely,
J .  M . K E Y N E S

On io M ay, after successful collaboration, Keynes and Hubert Henderson 

published Can L lo y d  George Do I t ?  (J M K , vol. ix, pp. 8 6 -125). On 13  M ay 
the Government took the unusual step of issuing a White Paper, Memoranda 
on Certain Proposals Relating to Unemployment, as a counterblast to the Lloyd  
George scheme. Keynes reviewed it in The Nation.

From  The Nation and Athenaeum, 18  M a y  ig 2 g

T H E  T R E A S U R Y  C O N T R I B U T I O N  T O  T H E  W H I T E  P A P E R

Speaking on Tuesday, M r Winston Churchill declared that ‘ the 
only reason why the Government did not publish the exact text 
o f the reDorts thev received was that thev did not wish to brineX V  V
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the officials into electioneering controversy’ . This comes very 
oddly from a Minister who has published the exact text o f the 
report he received, and over, not his own name, but the name
f \ Ç  l u e  n f f l  l o  A T  t U  p  t * p n r t p f  i c  n o t  n f  n n r ^ n A p ^ l  r K o r o
U l  1 1 1 J  U l l l V i a i i ) » 1 T 1 U 1  V U  V V A  y A A 1 V  A V ^ / U I  A A O  H U I  A/A a  ^ V l l V A  A l  V I  I M A  CAV A V I  ^

but a reasoned answer, line by line, to the pamphlet We Can 
Conquer Unemployment, and to some newspaper articles written 
by myself.

I am always glad to enter into debate— sometimes for my 
good and sometimes for theirs— with my old friends at the 
Treasury; and I am not sorry to do it now. But I confess that 
I did not expect to debate with them on, as it were, the hustings ; 
and perhaps it is a pity that they should have committed 
themselves in public to opinions, purely scientific and technical 
in character, which I am sure they will find it necessary to revise 
in course of time.

Their document is a curious one— reasoned, intelligent, and
nhvim islv the nfFsnrintr n f hnnest ennvirtinn hut em iallv  r»fi-
--------,    j    r  c ?   - -    * -  — —  ~  —  •} ------------- J  ~ ~

viously the work o f persons who are not familiar with modern 
economic thought. The form  is such as to invite discussion as 
between one expert and another. But the content makes this
:_______:uie___c__________________ _____ 1 ___:__: ___ ______________ u ^linpussiuic----tut Liic linsLaivcs anu umibsiuua» a ie  ui &>ucu a

character that, before getting to grips with the real questions, 
one would have to take them over much ground which ought 
to be familiar to a specialist. That they are ill acquainted with 
the literature of the subject is confirmed by their apparent belief 
that what they are talking is orthodoxy; whereas this is simply 
not the case. Not one o f the leading economists o f the country, 
who has published his views or with whose opinions I am 
otherwise familiar, would endorse the general character o f their 
argument. All this is not surprising; for Treasury officials are 
naturally far too much occupied with other forms o f economy 
to have much leisure for the political variety. But it makes it 
the more unfortunate that they should be dragged into the 
limelight to pose as ‘ experts’ .

It is a pity, too, that they had not had an opportunity o f

A C T I V I T I E S  1 9 2 2 - 1 9 2 9
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reading chapter ix o f the pamphlet Can Lloyd George Do It?  by 
the Editor o f The Nation and myself. For they have not 
anticipated a single one of the possible sources of funds there 
indicated— with the result that their arguments and ours have 
failed to meet.

In the main, therefore, I need do no more than refer readers 
of the White Paper to this chapter ix, a copy of which is probably 
already in the hands of everyone who possesses a copy of the 
White Paper. But I will re-emphasise the main points.

The Treasury begin with the assumption that no funds, or 
next to no funds, can be obtained at home which are not already 
in use. Therefore the finance required by the Liberal Plan must 
come off foreign investment, if  it is to be obtainable at all as a 
net increase to what is already in use at home. Since our 
investment abroad is estimated at £120,000,000 a year, they 
show (page 47) that home development schemes costing 
£125,000,000 would, therefore, reduce investment abroad to 
minus £5,000,000.

This argument really leaves one gasping! For it totally leaves 
out— and the omission is not repaired anywhere else in the
m  o m  ri/lii m _111VI11W1 aiiuuiu _*11 a  r o m u r n a c  i t r l i m U  n r a  n t r n i  l o k i  a  t i n  A i i fau iuv iwîiguivvo YYiii^u a it  avaiiauiw wnuuui

trenching on any part o f the existing volume of investment 
whether it be at home or abroad. Let me mention the more 
important: (1) the dole and other forms o f relief now paid to 
the unemployed, which wiii no longer be payable when they are 
employed— this alone would furnish between a quarter and a 
third o f the total cost ; (2) the gain to the Exchequer corresponding 
to the increase in the national income— which might be estimated 
at an eighth of the gross cost; (3) that part o f the original capital 
expenditure which by going to business profits, purchases of 
land, &c., is likely to be saved for a time at least; and (4) similar 
benefits from the repercussions o f the expenditure o f the newly 
employed out o f their wages in increasing employment in other 
industries— which, though not precisely calculable, are 
substantial.
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Let me put the whole thing another way round. The ball is 
set rolling, according to the Liberal Plan, by starting capital 
works. The men employed on these receive standard wages, 
which they expend on consumption, but the goods which they 
themselves produce are not consumption goods. The financial 
or investment problem consists, expressed in terms o f real 
things, in how to supply them with these consumption goods.

M y answer to this problem under the above headings can be 
restated as follows: (1) not the whole of the consumption o f the 
newly employed is additional consumption, for the poor fellows 
and their families consume something even when they are 
unemployed; (2) and (3) not the whole o f the gross expenditure 
on the capital works eventuates in immediate consumption, for 
part o f it finds its way to business profits, taxation and new 
saving; and (4) part, perhaps a large part, o f the consumption 
of the newly employed is supplied by the indirect employment 
on the production of consumption goods o f persons now 
unemployed.

I had better enlarge a little on item (4), because this gain, 
resulting from the indirect employment set up, seems to be the
tmng wmcn tne puoiic nna it most aimcuit to understand, a  
man newly employed on making roads spends part o f his wages 
on buying boots. There is no problem of ‘ finance ’ or ‘ investment ’ 
except to supply him with the boots. But the increased demand 
for boots leads to more employment o f boot operatives— whence 
the boots. Now the employment o f more boot operatives, being 
on consumption goods, finances itself, except in respect o f the 
small addition required to working capital ; and so on, over again, 
when the boot operatives spend their wages. Thus to the extent 
that indirect employment on consumption goods is set up in 
trades where there is now unemployment, we get more employ
ment (and, therefore, more relief from items (1), (2), and (3)) 
without any fresh investment. For example, there will be a 
saving on the dole not only from men, previously unemployed, 
who make roads; but also from men, now unemployed, who will
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make boots for the men who make the roads; and from men, 
now unemployed, who will make shirts for the newly employed 
boot operatives; and so on.

There remains, however, a certain balance— i have guessed, 
elsewhere, that it might be a quarter of the whole. Part of the 
cost o f the capital works and part of the consumption o f the 
newly employed can only be satisfied by increased imports or, 
occasionally, by diversion from other undertakings. This will 
have the effect o f reducing correspondingly our foreign invest
ment, because the international balance in our favour will be 
diminished. But there is no reason in the world why it should 
reduce our exports, except where men now engaged in producing 
for export become wanted for home purposes.

Now can it be believed that the Treasury experts totally 
overlook (i), (2), (3), and (4)? Yet such is the case. They argue 
that there is no source from which any material part of the 
consumption o f the newly employed can come except (1) the 
consumption o f persons previously employed, with the result of 
causing compensatory unemployment elsewhere, or (2) goods 
now exported, or (3) additional imports. Thus they overlook

1 f 4-1m rtf' fl>A
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required. They use an argument which would be correct i f  
everyone were employed already, but is only correct on that 
assumption. The Treasury are wholly oblivious o f what is the 
essence o f the matter, namely, that it is largely with our 
unemployed factors o f production that we shall make the new 
investments.

I f  I had more space and time, I would deal faithfully with 
their travesty (pages 5 1, 52) of my argument as to the way in 
which increased lending to foreigners {lending not investment) is 
capable of reacting on our exports. But this is wide o f the present 
main issue.

I cannot refrain, however, from a comment on their final 
conclusion. They sum up by saying that the root o f our troubles 
is to be found in the fact that our money costs of production
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are, for the time being, too high, and that unemployment is 
inevitable so long as this lasts. This is too much— for the 
Treasury to tell this to me. Have they forgotten how four years

A C T I V I T I E S  1922-1929
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that excessive money-costs o f production and consequent unem
ployment were the inevitable result of their policy? How they 
then retorted— and indeed believed— that we were already at 
that date, four years ago, already fully adjusted to the new parity 
of the exchange? They have taken four years to find out this 
elementary fact. But I have spend the four years trying to find 
the remedy for the transitional period and to persuade the 
country of its efficacy. I do not doubt that four years hence they 
will believe what I am saying now, just as they now believe what 
I was saying four years ago. But it is a terrible time-lag!

A t the close of the campaign Keynes made two forays onto the hustings. 
On 28 M ay he spoke to a meeting in the City of London on the Liberal 
proposals supporting T . O. Jacobson, the first Liberal candidate in the 
constituency for twenty years. Th e next evening, election eve, after two 
‘ doughty bourgeois’ from the City came to Cambridge to ask him the
__  c„.-— u„ t  ...... i_r:„ ...............u --------
p i c v i u u s  JdLUiUdV, l i t  SJJUlLt Ill JL^lCC^L&i . 1113 llULt-3 1UI Lilt 3| J ttt ll  5U1 ViVC.
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The question before the Electors is the cure for the monstrous 
evil of Unemployment.
Many of you know what an evil it is in the homes of the 
unemployed themselves.
Let me give you a few figures to make clear and vivid the waste 
to the nation as a whole.
We are paying £1,000,000 a week for the dole. This has 
continued for eight years.
We have got literally nothing for this.
The money we have wasted in this way would have built a 
million houses.
We could with it have revolutionised the equipment of industry 
and education.



It would provide every third family in the country with a motor 
car.
But the waste is far greater than this.
For a British working man is worth much more than the dole 
he gets.
The wasted labour of the last eight years
Would build all the railways in the country twice over
It would pay our war debt to America twice over
It is more than the total sum asked from Germany for
reparations.
Can we, therefore, doubt that it is a monstrous evil?
How can any British working man vote for a Government which 
has declared itself helpless to find a remedy.
M r Baldwin’s slogan Safety First.
Safety first— to go on having a million unemployed— That is 
safety for him.
But is it safety for the unemployed?
Safety is to be found nowhere but in the happiness and 
contentment o f the country.
An honest day’s work for a fair wage waiting for every honest

CAN L L O Y D  GEORGE DO I T ?
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M r Lloyd George speaking for the Liberal Party has declared 
that We Can Conquer Unemployment 
Can we?
I stand here tonight to say that, i f  we wish to, we can.
The Liberal Plan is plain common sense 
There are things to be done 
There are men to do them 
Why not bring the two together?
Why not put the men to work?
This country is not a finished proposition— far from it.
It is crazy to sit puffing one’s pipe and telling the unemployed 
that it would be most unsafe to find them any work.
The Liberal Plan is not a stunt. We have been working at it for 
four years. During these four years I and many others have spent 
long hours and days with M r Lloyd George and Sir Herbert
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Samuel hearing the evidence o f experts, collecting reports, 
discussing details.
The plan which we have produced is the result o f long hours o f 
careful work.
That is why it has stood criticism
The Government have tried to pick holes
They have set their Civil Servants and all their experts to help
them. But they have failed completely. The Liberal Plan stands
justified.
I stood up in the City of London yesterday afternoon before a 
thousand businessmen and invited questions and criticisms. 
The meeting was enthusiastic. There could be no doubt that 
those present believed that the Plan came out unshaken.
Let me try to explain in a few words how the Plan will work. 
TJnempioyment is an infectious illness
It multiplies itself and spreads from house to house unless
something is done to check it
It is obvious why this should be so:
For if  a collier or a bricklayer or a steelworker falls out o f work, 
he and his family have no wages to spend. They cannot buy 
boots and clothing. So the shopkeepers cannot order from the 
manufacturers. It is not long, therefore, before there is 
unemployment in the boot industry and the clothing industries. 
This in its turn spreads and so on.
Every man who is unemployed puts another man out o f work 
But the opposite is also true 
Employment is infectious health
Employment and prosperity multiply themselves and spread 
from house to house
I f  men are employed on roads or on housebuilding or on 
modernising the railways or on any o f the Liberal schemes, they 
will earn full wages again. They will have money to spend. They 
will buy once more the boots and clothing which they and their 
families have gone so long without.
In this way they will bring employment to others also; who in
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their turn will have wages to spend and in their turn will employ 
others.
This is the basic idea o f the Liberal Scheme, to start the ball 
rolling. T o  spread infectious health. To bring back optimism 
and cheerfulness and activity throughout the whole community. 
Take Leicester for example. There are important industries in 
Leicester such as the boot and shoes trade who manufactures [s*r] 
articles for working class consumption. I f  ten per cent of the 
working class are out o f work, ten per cent of Leicester’ s 
customers have no wages with which to buy Leicester’s goods. 
Ten per cent o f Leicester’s possible output goes unsold. Ten 
per cent o f Leicester’ s workers are put out of work.
Nothing can restore the full prosperity of Leicester until 
Leicester’s customers are earning full wages again.
The Liberal policy will bring back into employment not only 
the men directly employed on its schemes, but as many men 
again indirectly who will be drawn back by the purchasing power 
of the men directly employed.
What a tragic farce it is!
We want more houses
T l i  D tYiPfl \xrVin Pivulrl tk û  U r\ ilro r  rfrtn Aa * i v  u i v u  vr i ivs  v u u i u  i n a A V  u i v  i i v s u o v a  d t a i t u  l u t e .

These men need boots
But they have no wages to buy the boots
So men who could make the boots stand idle.
And so it spreads from one industry to another.
Do nothing Do nothing Do nothing are the Government’s watch 
words
Turn from them to the men who will act, to the men who know
what they want to do
End of post-war period
Restoration of prosperity only the final thing
Safety first indeed !
What is there to be afraid of?
Nothing
We are a healthy people
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We have a great future before us o f increasing wealth and 
increasing opportunities.
Let us be active and cheerful, and do the deeds which lie ready 
to our hands.

A t the polls, Labour won 288 seats, the Conservatives 260 and the Liberals 
59. In bets on the result, Keynes won £ 1 0  from Winston Churchill but lost 
^ 16 0  on the Stock Exchange.

A C T I V I T I E S  1922-1929

The post-election period saw Keynes continuing to focus on many o f the 
matters that had occupied him in previous months. During the last week in 
July he gave four lectures at the School o f International Studies in Geneva. 
Tw o o f the lectures concerned reparations but the other two covered ‘ The  
Theory o f Foreign Investment’ (including ‘ Th e Theory in Relation to the 
Present State of England’) and recent proposals for a Bank for International 
Settlements. On his return to London, he found himself entering the 
columns of The Times.

To the Editor o f  The Times, 5  August iç2Q  

Sir,
Your leading article o f today under the heading ‘ The

j,1tasuiV V  1C  w  *
-a 4- A  ts  A n  r t f  f L r taccula lu in v iLC- a itc u n a iu L ia u u n  ui u it

problem of financing additional employment in the atmosphere 
of post-election calm. In my view the resources for a development 
programme of, say, £100,000,000 gross outlay would come from 
the following sources:—

(1) An unemployed man and his family are consuming 
something, even when he is unemployed. In round figures, a 
man who spends £ 3  a week when he is employed probably 
spends nearly 30s. a week even when he is unemployed, 
obtaining it from the dole, from the Poor Law , from his 
relations, by getting into debt, or by using up his savings. Thus 
nearly half the wages bill is provided, taking the national 
economy as a whole, through this 30s. no longer having to be 
obtained in the above ways.

(2) Part o f the additional expenditure o f the newly employed
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will serve to increase employment in home industries which 
produce consumption goods. This additional home production 
will be a net addition to the national resources available to meet 
the additional consumption of persons becoming (directly or 
indirectly) employed. Moreover, not only will the direct employ
ment on development schemes create indirect employment in 
industries producing consumption goods, but this indirect 
employment will create further indirect employment, and so on.

(3) Not the whole of the gross outlay on development 
schemes eventuates in increased consumption. Part comes back 
to the Treasury in additional receipts from taxation, part takes 
the form o f contractors’ profits, with which the latter can finance 
themselves for the time being, and part, being spent on such 
things as the purchase o f land, &c., is a mere transfer from one 
pocket to another, having no effect on the national economy as 
a whole.

(4) The development schemes will involve some increase in 
the import o f raw materials, and the additional consumption of 
the newly employed and their families will involve some increase 
in the import o f food, &c. Most o f this must be provided either
h v Ck rpHnrfinn in m ir fnr#»icrn IpriHintr h v  on f“vr\nrt n f  nv\1 cl nr+•- -»■ VV* WVUVAI 11 VVftl 1V1 Vlfcll 1V11W1U H-ll VAÎ 'VI V

by ourselves borrowing abroad as an offset to the gross amount 
of our foreign lending.

(5) In so far as the greater volume o f employment and 
business means that wage earners carry in their pockets increased 
purchasing power in banknotes, and that business men keep at 
their banks an increased purchasing power in bank deposits, 
there can be an increased volume o f credit of an entirely 
innocent and non-inflationary description.

(6) Finally, there is the expedient of an increase of credit 
which— being inflationary or anti-deflationary in character 
unless it is balanced by increased voluntary savings— has the 
effect of causing prices to rise, or o f preventing them from 
falling. In so far as this expedient is used, the purchasing power 
obtained by the newly employed is found by reducing the
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purchasing power o f the money incomes o f the rest o f the 
community— i.e., it effects a certain redistribution o f consuming 
power. But— as you point out in your article— the same result, 
namely a redistribution o f purchasing power, can be produced 
by increased voluntary savings, and a quite modest increase 
would probably be enough.

Now, not a single one o f these sources has any clear tendency 
to divert employment from the previously employed. Not even 
does the last expedient have this effect; for, although it diverts 
consumption, it does not divert employment. ‘ Diversion o f 
employment’, which is the Treasury bugbear, only occurs i f  the 
banking system refuses to allow the expansion o f credit under
(5), which is in all circumstances the sine qua non o f increased 
industrial activity, however arising, and the expansion, i f  any, 
under (6k necessarv to make erood the deficiency o f resources
-------------------- \ - / j -------------------------------j  ~ ~   C7  i-

after allowing for what accrues under (1), (2), (3), (4), and (5) 
plus additional voluntary savings.

Now, the error o f the Treasury view, as expounded in the 
White Paper, is that they entirely overlook all these sources 
except (4) and (6). They argue that it is not feasible to obtain 
as much as £100,000,000 from (4); nor to obtain such a sum 
from (6) consistently with the gold standard. I am not concerned 
to dispute these conclusions. The mistake is to overlook sources 
(1), (2), (3), and (5). The untenability o f the Treasury view 
follows from the fact that their arguments would apply with 
equal force i f  unemployed workers were to receive a dole equal 
to the full rate o f their wages when employed; whereas it is clear 
that bringing them back to work would, in such circumstances, 
involve no financial problem whatever.

So long as the Treasury adhere to their view that nothing is 
obtainable from sources (1), (2), (3), and (5), a rational discussion 
o f the problem appears to me to be impossible. The only subject 
for reasonable debate is how much we can get from these 
sources, and whether the balance for which we have to fall back 
on (4) and (6), is, or is not, more than we can manage with safety.
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M y own guess is that— subject, perhaps, to a short time 
lag— sources (i), (2), (3), and (5) will furnish not less than 75 
per cent of the gross outlay on development schemes of a type 
which do not involve exceptionally large imports of raw 
materials. Assuming an annual programme of £100,000,000, 
additional to what we have been doing hitherto, this would, 
therefore, leave a balance o f not more than £25,000,000 to be 
obtained from (4) and (6). The increase o f investment oppor
tunities at home resulting from the development programme 
itself, coupled with an appeal to issue houses to go slowly with 
foreign loans and to handle domestic development loans instead, 
should be able to reduce our net foreign lending by this amount 
in the course o f a year. After the preliminary period was over 
and results were beginning to show, a mere change o f sentiment 
towards home investments, engendered by the sight of rising 
prosperity, might be sufficient by itself. Indeed, the continuance 
o f the present bad sentiment on the part o f investors towards 
the prospects of British industry is a far greater danger than the 
most ambitious development programme could be.

Unless, therefore, these quantitative estimates are very
i i r t r i n / r  r i e l /  t o  n o r r l i m  k i «  n f  m i r  U / i T r i n r r  f r t  r o r n r f  f a  ( ( \ \  a «
Y Y IU U gj U1V H O A  l i v g l l g u / i v  o i  o u i  H a v i n g  LU i  WOU1 L l u  y \ j  J  U l l

a scale which would endanger the stability of our currency. 
Merely to desist from the pressure towards deflation which has 
persisted for so long should be enough. The dangers o f doing 
nothing are to be rated much higher. The execution o f these 
ideas does not require a reduction of the Bank rate, although 
the task o f stimulating home investment would, of course, be 
facilitated if  international conditions were to change in such a 
way as to make a lower Bank rate possible, just as it will be 
aggravated if  these conditions make a higher Bank rate unavoid
able. But it does absolutely require some moderate increase 
in the basis o f credit. For without some such increase the 
diversion o f employment, which the Treasury fear, might quite 
possibly occur— at least to some extent. Moreover, while an 
increase o f credit unaccompanied by a development programme
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might become dangerous by rendering the Bank rate ineffective, 
an increase o f credit accompanied by borrowing for development 
purposes, and only permitted to occur in so far as it was required

A C T I V I T I E S  1922-1929

n c  « i n  ........................ .. .
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Provided, indeed, an appropriate (quite small) proportion o f the
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of England’s task o f keeping Bank rate effective would be 
directly facilitated.

Thus the main difficulty is neither one o f finance nor one o f 
bank credit. The trouble is to devise sound development 
schemes and to get them moving quickly. The grave injury done 
to the country by the ‘ Treasury V iew ’ is that it makes us tardy 
and half-hearted in tackling the real problem— which is no easy 
one. The country being uncertain which view is sense and which 
nonsense, we are encouraged to compromise— as you suggest 
we should— between the two.

Yours, &c.,
J .  M .  K E Y N E S

Keynes’s letter led to further correspondence, including a letter from a M r 

Frank Morris, who examined his arguments in detail and suggested that they 
ignored the possibility o f the diversion o f resources from other activities and 
people.

To the Editor o f  The Times, 1 5  August iQ 2 Q  

Sir,
It should be understood that the arguments o f M r Frank 

Morris in the letter which you publish today apply to all capital 
improvements made in this country. For the finance o f national 
development schemes is exactly the same as that o f private 
development schemes. Now (other things being equal) every 
increase o f capital investment in this country tends to put more 
men into employment and at the same time slightly to raise 
prices; and every decrease puts men out of employment and in 
so doing slightly lowers prices. M y letter was directed to showing
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that in present circumstances the effect of national development 
schemes in raising prices is likely to be small and innocuous 
compared with their effect on employment.

Because I admit that there will, or may, be a slight tendency 
to raise prices, M r Morris considers the proposal to be tainted; 
and many people agree with him. But why does he think that 
the existing price-employment structure is exactly right? I f  he 
wants prices to be as low as possible, then he could get prices 
still lower, at the cost of increasing unemployment, by still 
further curtailing investment, e.g., by abolishing the housing 
subsidy. As M r Morris probably knows, prices are generally 
at their lowest at the bottom point o f a business slump, and every 
recovery from a slump involves some rise of prices. But i f  he 
agrees that the lowest possible prices are not always desirable, 
then the question arises— What is the most suitable level of 
investment, employment, and prices ? A point would come when 
the effect of excessive investment on prices would be such as 
to throw us out o f gear with the rest o f our environment. But 
in present circumstances, though not, of course, in all 
circumstances, an increase of investment would, in my judge
ment, bring us into better equilibrium with our environment. 
A dislike o f booms is not a good reason for maintaining 
permanently in a slump.

I am confident that there are only two means open to us to 
get our national economy into better equilibrium. One is an 
all-round reduction of real efficiency wages; the other is an 
increase o f home investment. Either o f these courses would tend 
to increase employment and to diminish business losses. I agree 
with those who think that the former expedient, if it were 
practicable, would operate with the greater efficacy and certainty. 
But I consider that the adequate application of it is— as I 
pointed out it would be when we set ourselves this problem by 
returning to gold at too high a parity— ruled out by political 
and social considerations. Therefore we have to try the only 
alternative. Moreover, if we can jolt ourselves out o f our rut and

CAN L L O Y D  GEORGE DO I T ?
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get going full-steam, we may be able to improve our efficiency 
so materially as to relax in the end the pressure towards a 
reduction o f existing wages.

The preoccupation of many authorities with a reduction o f 
prices as such is due, I think, to a confusion between a reduction 
o f prices resulting from a reduction o f wages (or an increase o f 
efficiency) and a reduction o f prices due to other causes (such 
as credit deflation and under-investment), unaccompanied by 
any change in wages or in efficiency. The latter necessarily 
involves business losses, and only gets us farther into the bog.

I should add that I do not accept either o f M r M orris’s 
detailed arguments. Indirect employment created by the expen
diture o f those directly employed does lead to an increased 
production o f immediately consumable articles; and a decrease 
o f foreign lending, accompanied by an increase o f  imports, has no 
tendency whatever to decrease exports, as M r Morris will surely
recognise on a moment’s reflection. , ,

Yours, &c.,
J .  M .  K E Y N E S

A C T I V I T I E S  1922-1929

On 26 September, after supporting the exchanges through much o f the 
summer with gold shipments and sales o f foreign currency, both owned and
kAPi*Aiirprl tko r\Ç Tncrliinrl 1 fc rotp tn fyL npr ppn t p^rnpc
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commented in a broadcast the next day.

From  The Listener, 4 October ig 2 g

T H E  B A N K  R A T E

I have been set a difficult— perhaps an impossible— task in 
being expected to say something simple and intelligible about 
the consequences o f the increase o f Bank rate from 5^ per cent 
to 6\  per cent, which is announced in this morning’s papers. For 
the theory of Bank rate is not like— shall we say?— astronomy,
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a matter where there is an ascertained true doctrine with which 
all experts agree. It is at present, unfortunately, much more like 
theology. For it is not only obscure— it is also extremely
r f t n t r r t v p r c i a l  V P t  T  H r »  n n f  w d n t  t V i i c  p v p m r o r  f n  K n n c r  i n
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controversy where I can avoid it. It is my duty to try to explain 
to you some ot the consequences ot tJank rate without praising 
or blaming them.

Bank rate has been raised because gold has been flowing out 
of the Bank of England on a large scale to meet payments due 
to foreign countries. The Bank has lost more than £40,000,000 
in a year, which is nearly a quarter of its total stock. Why has 
gold been flowing out? Because we owe foreign countries more 
than they owe us. But why on balance are we debtors to foreign 
countries ?

On trading account foreign countries are usually debtors to 
us. For the sums we earn as interest on our foreign investment—  
for our services to the world as shipowners and business men 
and in payment for our exports— are greater than what we spend 
on our imports and our tourist expenditure and so forth— greater 
by between £100,000,000 and £150,000,000 a year. This means 
that we are in a position to lend to foreign countries on capital 
account an amount equal to this favourable surplus o f our

CAN L L O Y D  GEORGE DO I T ?
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the difference in gold.
Since there are innumerable transactions both ways, it is 

practically impossible to get any direct knowledge how much 
we are lending on balance. But if  gold is flowing out and 
continues to flow out on a large scale, as it has in recent months, 
this proves that we are lending on capital account more than 
our surplus on trading account.

I f  this is due to temporary causes, we can afford to let the gold 
go for a time— that is the purpose for which we hold gold 
reserves; or the Bank o f England could borrow abroad to 
balance the temporary deficiency. But if  the trouble is thought 
to be too deep-seated for these expedients to be suitable, then
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there are only two remedies : either we must lend less on capital 
account, or we must have a larger surplus in our favour on 
trading account. Now, how much we lend on capital account 
depends on whether our terms for lending are cheap compared 
with those abroad. And how large our surplus is on trading 
account chiefly depends on whether our costs o f production of 
the goods which enter into international trade are low com
pared with those abroad. That is to say— in order to right the 
balance— we must either lend our money dearer or sell our 
goods cheaper.

Now, the importance o f Bank rate is that it affects the rate 
at which the banks lend money. The immediate reason, therefore, 
why it is a remedy for a loss o f gold is because, by raising the 
terms on which we lend money to foreigners, it causes them to 
borrow less from us. But there is also a secondary and much 
more complicated reason why Bank rate is a remedy, namely, 
that if it is carried to its logical conclusion, it may cause us in 
the long run to sell more cheaply and so to increase the 
favourable balance on trading account which is the source o f our 
ability to lend abroad.

1  u a i  u i ^  a n u  u n t t i  u i & l i  u i  u î u i a . i t t i c  i d  l u  u u d t

us to lend less abroad there is, and can be, no doubt. The 
difficult thing to understand and explain is its indirect effect. 
How can it be that Bank rate tends to reduce our costs of 
production, when it starts off by doing the exact opposite— for 
it increases one o f the costs o f production, namely, the cost of 
interest? This is what I must try to explain. For it is entirely 
in the indirect effects that the troublesome consequences o f Bank 
rate are to be found.

We have seen that when the Bank rate is raised, it costs more 
to borrow money, and this deters foreign borrowers. But it also 
deters home borrowers— particularly i f  the cost is raised to a 
figure so high that it has only been equalled in the past for short 
periods and in times o f grave crisis— which is true o f the present 
6jp e r  cent rate. I f  home borrowers are discouraged by the high
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rate, then fewer orders are placed, new projects are put off and 
consequently employment is decreased. But how does this help 
us to attain our goal o f reducing our costs of production ? This
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continues for so long a time that wages are forced down. Then, 
indeed, our costs o f production are decreased, so that we are able 
to sell more abroad. Thus the effect of a high Bank rate is to 
discourage borrowing and to cause the postponement of new 
enterprises. So far as this affects borrowing by foreigners, it 
removes the strain on the Bank of England’s gold. But in so far 
as it affects borrowing at home, it causes business losses and 
increases unemployment.

Left to itself the Bank rate inevitably produces both sets of 
consequences. The first thing, therefore, which our authorities 
have to decide is whether they desire both sets or only the first. 
Some people think that our wages are too high and ought to be 
reduced. I f  so, then both sets of consequences are desired; for 
it is difficult to see how wages can be reduced except by the 
pressure o f increasing unemployment. In this case we must not 
complain i f  unemployment increases, for this is part o f the
mitrhtv nrnrpce rvarf n f thp nrnrpcc r%f rpctririncr intprnatinnal

equilibrium by reducing British wages. But i f  we decide that we
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then we must accompany the increase o f Bank rate with other 
measures intended to counteract so far as possible its effect on 
enterprise at home.

I think it is true to say that the intention of the authorities 
today is to produce the first set o f consequences, namely, the 
reduction of foreign lending, and not the second set, namely, 
the reduction o f enterprise and employment at home. The 
question is : How far is it practicable for them to do the one and 
not the other?

In so far as the Bank of England can increase the rate of 
interest without restricting the volume of credit— so that all 
home borrowers who are ready to pay the higher rate o f interest



can be accommodated— this will help somewhat. But in so far 
as this very willingness to be enterprising is checked by the 
higher rate, other remedies are necessary; for example, the 
diminished amount o f private enterprise might be replaced by 
programmes of public development. But i f  I were to develop 
these ideas I should fall into controversial issues. This much, 
however, I can say. The more that everybody carries on as usual 
so far as ail home business and home investment are concerned, 
and the less they allow themselves to be discouraged by the high 
Bank rate, the better it will be. One hopes, on the other hand, 
that the discouragement to loans to foreign countries will be as 
great as possible, and that investors will be reluctant, for the 
present, to subscribe to new loans to overseas. For the prime 
purpose o f raising the Bank rate is, on this occasion, to diminish 
our foreign lending; and not as on some previous occasions, to 
damp down excessive optimism amongst business men at home.

I may sum up by saying that the direct consequences o f a high 
Bank rate on foreign lending are likely to be efficacious in 
hindering the outward flow o f gold. Nor is there any reason at 
all to expect immediate or sensational adverse developments in 
other directions. But the gradual and indirect consequences on 
business and other employment at home are likely to be 
serious— if no other measures are taken to counterbalance the 
discouragement of such very dear money. It lies outside my 
province to say why we find ourselves in these troubles— how 
far it is due to events outside this country over which we have 
no control, and how far they are the fruits of our own past policy.

A C T I V I T I E S  1922-1929

Even as Keynes made his broadcast, the British and American economies 
were moving into recession. The problem of unemployment which had been 
a local difficulty of the British economy of the late 1920s was about to become 
a general world problem.
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M I N U T E S  O F  E V I D E N C E

C O M M I T T E E  O N  N A T I O N A L  D E B T  A N D

T W E N T Y - F O U R T H  D A Y  

W E D N E S D A Y  6  M A Y  1 9 2 5

Present
The Right Honourable Lord Colwyn (Chairm an)

Sir Charles Addis, K .C .M .G . M rs Barbara Wootton
Professor Fred Hall M r G. R. Hamilton (Secretary)
Sir William M cLintock K .B .E ., M r G . Ismay (Assistant

C.V.O . Secretary)

M r J. M . Keynes, C.B., called and examined.
Evidence-in-Chief handed in by M r Keynes

I. It would not be reasonable to introduce a new and disturbing form of 
taxation, such as a capital levy, except for an important and definite purpose. 
I am not aware that any reasons could be advanced in favour of the levy 
which would satisfy this criterion, except the following:—

 ̂t  ̂ T n  n r r l p r  t n  r p / l p p m  t K p  n « it irY n < il r l p h f  m d f p  r a n i H l v  f h t i n  w a h IH  h py X y Xli VI VI Vi LV 1 VUWVAli L11V IIHIIUUHI U%<> 1/ lr lliV l V UAHI1 TTWMAM W

(2)

(3)

possible otherwise.
In order to change the incidence of taxation as between different types 
o f taxes.
In order to effect a redistribution of wealth as between different classes 
in the community.

Since different taxes generally affect different classes unequally, there is 
no sharp line o f division between the second of these objects and the third.

2. Let me take them in order:—
(i) Circumstances might exist in which the rapid redemption of the 

dead-weight debt was a matter of primary importance. I see, however, no 
reasons for supposing that this is the case at present. Indeed, on the contrary. 
I f  the demand for new gilt-edged investments was exceeding the flow of
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savings into those channels, there would be a prim a fa c ie  reason for 
expediting debt redemption. But at present, in my opinion, the opposite is 
true. Indeed, I think it unlikely that there would be a strong argument for 
a more rapid redemption of debt unless (i)  we were anticipating a war at 
an early date, or (2) the Government or other public bodies were embarking 
on new capital expenditure o f a productive kind on a somewhat large scale.

(2) The object of changing the incidence o f taxation made me in favour 
of a capital levy in 1920. A t that time the income and super-taxes had reached 
what seemed to me to be the limit o f what was tolerable, and perhaps to have 
passed it. At the same time I felt doubtful whether the Budget could be
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in order that the standard rate o f income tax might be reduced. Th e effect 
of a canital lew . Drovided that its proceeds were used in this wav. woulda v / « * •• '

be to throw more o f the burden of taxation on the holders o f wealth already 
existing at the date of the levy, and less on current profits and on the fruits 

of present effort. It would transfer some part of the burden o f taxation from 
the brain worker and the earner o f profit on to those who were rentiers and 
capitalists at the date o f the levy. It seemed to me better to do this than to 
lay what was becoming a crushing burden upon salaries and profits. In 
existing circumstances I am no longer in favour o f the levy on this ground, 
partly because it is now probable that the budget can be balanced without 
raising the income tax to an oppressive level, and partly because the 
arguments put forward by Sir J . Stamp have convinced me that the amount 
of the relief which could be obtained from a le w  of eriven amount is
appreciably less than I used to think. I can, however, conceive that 
circumstances might still arise in which a combination o f reasons, arising out 
of (1) and (2) would again cause me to advocate a levy. I limit myself to saying 
that sufficient arguments in its favour do not, in my opinion, exist at present.

(3) As regards the third possible object o f a levy, namely, to effect a 
redistribution of wealth, it is sufficient perhaps to say that if this measure 
is to be on a scale which would take it out o f the category o f a mere 
modification of the incidence of taxation, it ought to be the last, rather than 
the first, step in any transition from individualistic capitalism to a new order 
of society. I f  the state had taken over the main responsibility for future 
savings, and was at the same time involved in large capital expenditure for 
state-operated concerns, the case would be changed. It is not necessary, 
however, that I should expatiate upon a measure which would belong to a 
late rather than to an early phase of purely hypothetical developments.

3. The most important arguments against a levy may be summarised 
under the following heads:—

( 1 ) Any new tax to which taxpayers have not adjusted themselves is a bad
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tax. Unless there are strong, positive reasons for a change, it is always 
better to continue with the existing taxes than to introduce new ones.

(2) Exceptional disturbance is likely to be caused by a non-recurrent tax.
(3) Experience shows that taxes on capital present exceptional difficulties 

of valuation.
(4) It is commonly held that a non-recurrent tax on capital is essentially 

unjust because it upsets reasonable expectation and thus discourages 
future savings.

4. The first three of these arguments all have, in my opinion, some weight, 
but rather less weight, I think, than is often attached to them. I do not believe 
that a capital levy is unworkable. And, in so far as its results would be worse 
than those of any other new tax, I think that the ill consequences would be 
due to psychological rather than to economic or technical causes. I should 
not, therefore, regard these counter-arguments as conclusive, if  a state of 
affairs was to recur in which the positive reasons for a levy appeared to be 
very strong.

5. T o  the last of these objections I attach only such weight as must be 
attached to any ground of opposition which is widely held. This argument 
is always adduced against an unfamiliar tax and could be urged just as 
strongly against the rates of income tax and super-tax to which we have 
already submitted, and against the existing rates of death duty, as against 
the capital levy. I see nothing more unjust or injurious to the saving motive 
in a tax on capital than in a tax on income. Indeed, a very heavy tax on income 
mav be more iniurious not onlv to savine. but also to earning, than a'•f _ - _ - -  - - f  - j  - - ------ tz 7 - — ----------- — -----------------------a  j ---------------- ~r

moderate tax on capital.
6. In conclusion, one point is perhaps worth mentioning, namely, the 

tendency to attribute any misfortune which occurs to any recent and 
unfamiliar innovation. The first introduction of iron ploughshares into 
Poland, Sir James Frazer tells us in The Golden Bough, having been followed 
by a succession of bad harvests, the farmers attributed the badness of the 
crops to the iron ploughshares, and discarded them for the old wooden ones. 
I f  we had had a capital levy in 19 19  and had used the proceeds to reduce 
the income tax, it is possible that the net results might have been very good. 
But even though important advantages had accrued from such a measure, 
we certainly should not have avoided entirely, merely by that means, the 
slump of 19 21 ; and if  a levy in 19 19  had been followed by a slump in 19 20 -21  
all the misfortunes of that slump— from which, with no capital levy to explain 
it, we even still suffer— would certainly have been attributed to the operation 
of the levy, and the opponents of the levy would be now maintaining that 
all their fears and warnings had been more than justified.
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7 5 5 1  (c h a i r m a n ) Would you like to am plify the paper yo u  have given  u s? 

I assume in this evidence that minor considerations for or against can be 
neglected, because no one would advocate new taxation o f this kind except 
for some large, clear and well-defined purpose.

75 52  (sir  Ch a r l e s  a d d i s ) With regard to the objects o f  a capital levy  
that you mention, would you mind saying a word upon the point— how f a r  you  
would consider that increased expenditure on social services would be a 

justification fo r  a capital levy?  I f  the expenditure o f the state, under any 
heading whatever, had to be unavoidably increased, I should be prepared 
to consider this tax, amongst others. I f  the choice was between a capital levy 
and raising the income tax to a materially higher level, I should prefer the 
capital levy. I regard that, however, simply as part o f the problem o f how 
to meet new unavoidable expenditure. Th e fact that it is for a social service 
makes no difference compared with war expenditure, for example.

7553 I f  there was a capital lev y , say, to the extent o f  h a lf  the debt, as has 
been proposed, you would then have a certain amount o f  revenue on the present 
basis fre e  fo r  social expenditure? I should simply regard that as the choice of 
a particular form o f taxation, falling upon a particular class o f taxpayers, in 
order to meet that expenditure. I would prefer to treat it as part o f the general 
Budget problem.

7554  You would prefer that, fo r  example, to increasing the income tax?  I f  
I was so much in favour of the new expenditure that I felt we must commit 
ourselves to it, and if the choice was between a capital levy and a very material
■ fKû t-rtv
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7555 (c h a i r m a n ) Supposing you had the alternatives: an increased 
income tax or a capital le w . with the dislocation which it would cause, whichA 7 . . . . . .  ------------ ----------------7 - -------- -

would you  choose today?  I should prefer a capital levy. I think that the 
disadvantages o f a very heavy income tax on current effort are most serious. 
I think there are disadvantages in a capital levy, too— there are in any new 
tax. It is a choice between two sets o f disadvantages. I f  I was limited in my 
choice between a capital levy and say, doubling the income tax, I should 
prefer the capital levy. That is all I am saying.

7556  (s i r  w i l l i a m  m c l i n t o c k ) Repaym ent o f  f ig ,000,000,000, which 
is a figu re that has been taken would g ive a gross saving of, roughly, £750,000,000 
a y e a r?  Yes.

7 5 5 7  It  has been estimated that, with the loss o f  death duties and income tax 
and super-tax, yo u  might probably have a net surplus o f  £50,000,000. Assuming 
that figu re to be as near as one can get, it is equal to is . additional income tax? 
Yes.

7558  W ould you still suggest that i f  a sum o f  £50,000,000, or thereby, is a ll 
that is required fo r  any additional expenditure, the disturbance o f  a capital levy
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would not be a much more serious matter than simply is. on the income ta x ? 
I f  that is the choice, I am against the capital levy, as I have explained here. 
I am very much impressed by that argument which you have just outlined, 
which I think was first elaborated by Sir Josiah Stamp, that a capital levy 
approximately of such magnitude as you have mentioned would have very 
disappointing results. In the earlier discussions of the capital levy I do not 
think anyone was quite alive to that— I certainly was not— and the force of 
those figures is very great. I think it would be much better to have is. extra 
on the income tax than to have the disturbance of a capital ievy, which would 
amount to £3,000,000,000 gross and yet would not be equivalent to more
Hnlinf » n nm
itlltl Lliail 13, U1I lilt lllV-Ulllt L4A.

7559  (c h a i r m a n ) W ill you now go to the next paragraph in your paper? 
T mip-hr nerhans elaborate mv first nnint a little more Tt is eonneeted with--- D r ------------------r - --------------------------------------------j  ---------------j-   —-------------------------------------------------------— ----------------------------------------- ---------------

the evidence I gave before the Committee last time I was here. Paying off 
Government debt means taking money from the public at large, or from 
capitalists at large, and using the proceeds to give cash to holders of gilt-edged 
securities in exchange for their gilt-edged securities. Those investors will 
want to invest the money which they receive in a similar manner, that is to 
say, in other gilt-edged securities. Therefore a very important consideration 
in my mind is how far there is a demand for capital in that particular form. 
I f  the Government was engaged in big productive works so that they needed 
the money themselves on a huge scale, and if the natural supply of the 
investment market for that sort of investment was inadequate to the 
demands, then I think vou would have a certain argument in favour of the■ ■ -  -  ? j  - . . . -  ^

levy. In the opposite case if  the gilt-edged market is congested with available 
funds and new opportunities for investment in gilt-edged securities are 
mainly overseas, then I hold there is no object in rapidly repaying the 
national debt, but the contrary. It is much better to leave the resources in 
the hands of the people who are free to use them in any way, rather than 
to transfer them to the hands of people who are limited to using them in 
a particular way.

7560 (s ir  Ch a r l e s  a d d i s ) That is on the assumption that the people who 
are p a id  out would demand the same kind o f  security? Presumably they would. 
They do not hold Government debt by accident; they hold it by choice, 
which means that they have some motive for preferring that particular form 
of investment to others.

7561 H ave you considered, when you take account o f  the enormous amount 
o f  the whole stocky whether that argument can be quite follow ed throughout? I 
think it holds in spite of that.

7562 With regard to other changes, do you attach much importance to 
increased expenditure by local authorities, fo r  example? I f  it involved heavy
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borrowing, yes. In 1920, in the early days of the housing programme, it was 
involving heavy borrowing; at present it is not.

7563 In  some industrial enterprises under the Trade Facilities A c t , fo r  
example, there has been another channel opened up ? Th ey have not in fact come 
to much. M y belief is that for the last year and a half, say, the new home 
trustee securities available, minus the debt paid off, are far short of the 
natural accumulations seeking an outlet o f that kind.

7564 Yes, that is so; but I  rather thought there was a growing expansion 
there to which one might look in the near fu tu re ? Unless there is a change of 
policy, I see no reason to expect a great acceleration.

'r r 'A r ' n n  /iff- n  r U  n  r r r a n t  A  a n  1 n f  i f t t - h f i Y t n Ÿ i / ' P  t f i  t h p  / J f ' t T I / t y t a a l  t U n  I  i t  m m / 1A
y JVJ a VM %» HVt WVIf» y j  r  •  i  \ r  • rv !"*V »» W't/ffUÿ

be diverted abroad? I f  we change our policy and our local authorities embark 
on great road schemes and port schemes and the like, the situation would 
be changed. I see no probability that we shall do these things in the near 
future; I should like to do them, but we are not doing them at present.

7566 N o r is there muck expansion o f  investment abroad at present? There 
are certain hindrances of an artificial kind in the way o f that.

7567 To that extent the argument is weakened with regard to investment 
abroad? Not in the slightest, because my argument depends on the lack of 
outlet at home. I f  you choose to put our export trade in difficulties by cutting 
off foreign loans and not putting home ones in their place, you are doing 
the maximum amount of damage in every direction.

7568 Is there not a reactive effect on investment at home i f  you discourage 
investment abroad? There might be. I f  you keep it going long enough you 
would affect the rate of interest, but I do not think that there is very much 
in the difference between 4I per cent and 4 }  per cent. What would happen 
if you kept up your artificial methods long enough would be that the people 
would find ways of defeating them.

7569 In your view is there any way oj testing the annual amount which we 
might pay o ff  without the adverse results which you fe a r ?  Is there any criterion?
I do not think there is any criterion that you could lay down now which would 
hold good for the next ten years. I think it is a thing you ought to budget 
for in the light of the circumstances of each year. I think that at the moment 
there is no argument for paying off more than a small amount o f debt, but 
that might rapidly change if we embarked upon important new schemes. 
When enterprise of this particular kind is dead, for whatever reason, political 
or economic, the argument for paying off debt is diminished. As soon as the 
Government or public boards, or public authorities, have a policy of 
productive investment, then the argument for paying off the debt rapidly 
is quickly increased; so that it is a thing you must think over afresh almost 
every year.
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7570 H ow f a r , in you r view , is the argument that we ought to anticipate a 
renewal o f  war at an early date an argument fo r  repayment? Personally, I do 
not anticipate a renewal of war.

7571 You do not think that can properly be taken as a test o f  the amount 
to be annually pa id  off?  I think it ought to be considered, but I think even 
if one did anticipate war, say, ten years hence, the extent to which one could 
be armed against it by an increased sinking fund is very small. I f  I foresaw 
a war ten years hence, I would rather spend the money upon the fighting
services tnan upon tne smiting runa.

7 5 7 2  A s we are going now, we are paying o ff  £ £ 0 ,0 0 0 ,0 0 0  a year. A t  the
o*%A n f  " t ia n v c  m o  c I t / i l l  l t n n \ a  4 \/ ii A  n f iT  C  t  r\r\r\ r\ r\r\ rtnn n  f  A a U t  • e n  t h n t  r t f

v j  & \ j j n't jffrtt'i-fr 1f f t r t ÿ  r t L f cc f / w n #  y j j  s j j we v t-  ̂ ji/ i, i i r w t , u>»

the end o f  20 years we should still be in a very serious position, so f a r  as concerns 
the argument from  the possibility o f  a war in the near fu tu re?  I agree.

7573 Therefore, you do not consider that possibility o f  much importance as 
a test o f  the amount that ought to be pa id  off?  No. I attach almost no importance 
to it.

7574 (p r o f e s s o r  h a l l ) I  would like to ask how your view regarding 
repayment would be affected i f  deflation were taking place rather rapidly and 
the real burden o f  the debt charges were increasing in consequence? I think that 
would be an additional reason, probably, against. But I do not think I should 
attach so much importance to that argument as to the question of the demand 
for capital in the form of gilt-edged securities. I f  deflation was proceeding, 
I should be more, rather than less, against paying off debt, because we should 
be repaying the lenders in an appreciated currency.

7575 Y ° u would not think it desirable fo r  that reason to get the debt cleared 
o ff  quickly before the burden increased enormously? But I do not look forward 
to progressive deflation lasting over years.

7576 But I  am assuming that it is taking place, and continually taking place? 
Then I should say the game was up, anyhow.

7577 (s i r  C H A R L E S  a d d i s ) With regard to your change o f  view since 1Q20, 
concerning a capital levy , to which factor do you attach more importance— the 
amelioration o f  the existing burden o f  taxation or the comparatively small net 
amount which would result from  a capital levy?  It is hard to say; at that time 
income tax was 6s., and I thought it quite possible that it might rise to 8s. 
or 9s. or 1 os., and at that time I thought that a capital levy might perhaps 
make 3s. or 4s. difference. Now the rate of income tax is 4s., and the type 
of capital levy under discussion would be worth only is. of income tax, so 
the two things together entirely alter the situation, in my mind. What I 
wanted to avoid was an income tax in excess of 6s., and the argument for 
avoiding income tax in excess of 6s. is quite different from the argument for 
reducing income tax from 4s. to 3s.

8 4 5



A P P E N D I X

7578  B u t do you not consider that existing taxation is exerting a very  
depressing effect upon industry, in restricting enterprise particu larly  ? I think that 
it is dangerous to have a very high tax on profits, including in that term the 
reward of risk taking. The super-tax, together with the income tax, is a 
deterrent to a rich man who contemplates taking a risk, or rather taking a 
risk which is an isolated risk, or one not easy to average. T o  that extent I 
agree. I also think that a great part o f saving is generally done by people 
of big fortunes who make large profits, and if you tax them very heavily you 
interfere with saving to a certain extent. On the other hand, the argument 
that income tax and super-tax are responsible for the general lethargy o f trade
ic (rrpitlv Pvonrnrprot'P̂  in mv nninmn T frViinL- i-Vint fVi/irA ic ovfrAmnluU  V W l l j  1 1 J  i n  j  A  L 1 1 1 U A  L i l a  L L 1 I V 1  V  1 J  V A L 1  W l l i V l j  1 1 V U V

m it.
7579 f f  the present burden o f  taxation mere to f a l l  once fo r  a ll upon the 

accumulations o f  past efforts rather than on current income, mould the result not 
be a very considerable incentive to enterprise and to risk taking?  I f  you used 
the proceeds for an important reduction of income tax and super-tax, yes. 
M y difficulty is that unless you are going in for a very huge tax, which we 
are not discussing at the moment, the relief to enterprise is so very small. 
If, by a not unreasonable capital levy, I could reduce the income tax and 
super-tax to something like the pre-war level, I should be strongly in favour 
of it; but I do not believe that is. off the income tax would make a significant 
difference to enterprise.

7580 Would you on general grounds be in fa vo u r o f  any kind o f  tax on capital, 
say a small annual tax, especially fo r  debt redemption? Would there be anything 
to be gained by exploring in that direction? Th e best way of doing that is by 
increasing the income tax on ‘ investment’ income. Th e experience of the 
United States in a tax on capital is rather discouraging. It is practically 
impossible to have an annual valuation of capital. Th e result is that you tend 
to tax realised capital profits only, and that works out in all sorts o f unequal 
and inconvenient ways. I believe that, if you want to relieve current effort 
and to tax more heavily past accumulation, the way to do it is to increase 
the tax on what used to be called unearned income, and is now called 
investment income. The objection is that you mix up the rentier with the 
profiteer. But the tax on capital has exactly the same effect, if it is an annual 
tax. There is no difference whatever in incidence that I can see between a 
tax on capital and an increased tax on unearned income, and the latter is 
much easier to collect.

7581 (s ir  Ch a r l e s  a d d i s ) They both tax past accumulations? T h ey both 
tax the accumulations up to the beginning of that year.

7582 (s ir  w i l l i a m  m c l i n t o c k ) Y ou m entioned that yo u  m ould be in 

fa v o u r  o f  a cap ita l levy  as com pared, say , with doubling the income ta x ?  Yes.
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7583 Taking the figures we have already had o f  a levy fo r  £3,000,000,000  
(yielding a net £30,000,000 ) being equivalent to is . income tax, it would fo llow  
that a levy equivalent to a 4s. tax would produce about £ 12 ,0 0 0 ,00 0 ,0 0 0?  Yes.

7584 So  that that figure indicates a sum f a r  in excess o f  any requirements 
we are ever likely to have? Well, I do not know.

7585 Assuming there is not another w ar?  Sir Charles Addis was suggesting 
that there might be new social expenditure of a very heavy kind. I am not 
in favour of a heavy increase of expenditure, but suppose I was either 
compelled to accept or was convinced of the necessity for heavy increased 
expenditure, and if  I was limited to a choice between doubling the income

nn/1 n « r t ViAnirir 1 ai ft 7 T r<Kmi 1,-1 t-ha Art I Duf fkrtt
ittA diiu A vçij uvavy vapucut ivv V, i aiiDutu uivuaw uiv v«piLat tw ‘y, u u l tuai

is all very hypothetical and contingent.
7586 Evidence has been given to us, and the suggestion with regard to social 

expenditure was made, by a witness who was assuming a net saving o f  
£150 ,000,000  a y ea r from  a capital levy to produce £3,000,000,000?  He 
was simply mistaken in his arithmetic.

7587 H e said he would spend probably £20,000,000 or £30,000,000 on social 
betterment schemes, and the balance would be saved. S o  he was assuming that 
he was going to have a very large fu n d  available, something to reduce the current 
rates o f  income tax and something fo r  social schemes at the same time? His 
arithmetic was not correct.

7588  (s i r  C h a r l e s  A d d i s ) I  would like to ask you one more general 
question. On the last occasion that you were here, I  think you considered that 
a sinking fu n d  o f  £50,000,000 in the present circumstances was enough. I  just 
want to ask you once more, have you considered whether a non-cumulative fu n d  
o f  that amount is sufficient effort fo r  us to make fo r  the purpose o f  repayment 
o f  debt? I see no object in reducing the debt as such. Your question assumes 
that there is something desirable in extinguishing the debt sooner or later.

7589 Would you go so fa r  as to say that was not desirable? On general grounds 
it is a desirable thing, is it not? I think it is a matter almost of indifference.

7590 So  that you would confirm the opinion expressed before that a 
non-cumulative £50,000,000 a y ea r is an adequate amount? I think the
o r m i m p n t  f n r  p v f i r w n i i o l u n r p  t l v o  n o h n n <1 1 ^ n k t  rt«  c e t U o t i a  rtr*iYiiHiguuavui i\j.1 vALiii^uioiiiu^ laiv natiwimi ului u  ^ai u j an avamvuv aiguiiiwin^

that it looks nice to have a clean balance sheet, and I think it is partly false 
analoev from private account keeoinc: an individual likes to be out of debt.« A V / >

but for a nation as a whole it is merely a book-keeping transaction.
7591  (c h a i r m a n ) That is a very interesting opinion.
(s i r  C H A R L E S  A d d i s ) I  f in d  it very difficult to fo llow  that, partly , I  dare 

say, from  the prejudice o f  which you speak. It  is very difficult fo r  me to regard 
it as anything but a bad thing.

7592  (s i r  w i l l i a m  m c l i n t o c k ) Do you not think the average indivt-
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dual who might be liable to a capital levy , i f  he could be assured o f  a permanent 
annual re lie f in his current taxation, would be quite ready to part with some 
capital?  I think so. I have never seen any objection o f principles to the capital 
levy on that ground.

7593 One o f  the difficulties is that he can have no guarantee that, having  

made a capital contribution and got a temporary re lie f  o f  the annual burden, 
say on income tax and super-tax, that re lie f w ill be continued to him ? I do not 
think he has any right to any such guarantee.

7594 A n d  so long as he cannot get that guarantee, he w ill not be in fa vo u r  
o f  a capital le v y ; he w ill not take kindly to it. (p r o f e s s o r  h a l l ) :  R ightly
/l** n  e r v a / i  + mi/i4«vi J \ x> s s 4 \ }  o  s i  v a  h  n i n  m  r  n  /A r  s i  f - T a  r +  a  A /»d k h a  jvi c i  a v t  s  a  s \  f
vi f»'rviigi>J'? r r u v r i j  wit. * * j j  tfrtba i s j r  u j

the debt, and is there not among a section o f  the community a very strong feeling  
that they are being overtaxed in order that interest may be p a id  upon the debt? 
R ightly or wrongly, that feelin g  exists? (w i t n e s s ): I think that the matter 
is widely misunderstood.

7595 You think it is a matter o f  which no notice should be taken? I think 
there is no end to it if  you set out in your legislative programme not to 
produce the best results but to get rid o f unfounded misapprehensions in 
the mind of the ignorant.

7596 B u t Parliam ent has to take some account o f  public opinion? It takes 
account of nothing else.

7597 A n d  i f  public opinion demands a certain policy, Parliam ent may be 
fo rced  along a certain line? It will certainly be so. Th at does not affect the 
question whether it is wise.

7598 N o ; but I  wanted to know you r view o f  how that position should be 
met? It is a difficult question. You are assuming a state o f affairs in which 
public opinion is pressing Parliament to do something foolish. I f  I knew the 
remedy for that, I should know the remedy for many o f the evils o f society.

7599 What /  am asking you to give us, really, is some argument that can 
be put up against that expression o f  opinion, to show how foolish it is. You said  
it ts simply a question o f  book keeping. Well, that does not convince people when 
you tell them that? I cannot, at short notice, think of a very brief platform 
way of putting it. I do not think it is more difficult than a great many other 
economic questions which have gradually been made plain to the big public. 
All these matters are hard at first, but there are many of them which, in the 
course of years, the public get to understand, so long as good sense is talked 
to them in a reasonably lucid way, year after year. That is the only method 
I think.

7600 Do you think that this statement o f  yours, published in the evidence, 
w ill do anything to correct that feelin g?  This was not prepared from the point 
of view of the platform.
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7601 N o, but it may be read by thoughtful people, who may be able to interest 
others from  the platform ? I think it would need a good deal more elaboration.

7602 The statement that it is merely a matter o f  book-keeping may be 
acceptable to us ; we may see it quite clearly ; but I  think the outside public would 
want some arguments to show that it was merely a question o f  book-keeping?
I should argue in some such way as this. This is not a proposal for
confiscation, nur is it a proposal to increase savings j it is a proposal that the 
holders of the national debt should hold some other form of security; that 
is to say, that they should receive the same income as before. A  certain 
proportion of the fruits of industry would go to those individuals, exactly 
as hitherto, but they would not first be collected from industry by the 
Government and then handed to the rentier ; they would reach him by some 
more direct channel. Now  there is a large class of investors who like to have 
the Government guarantee for the security of their income, and they will 
accept a smaller income if they have that guarantee than if  they have not. 
So there may be some positive advantages in their income reaching those 
individuals through the hands of the Government out of the proceeds of 
taxation, and with the guarantee o f the Government, rather than more 
directly. But whether that be so or not, it does not affect the total wealth 
of the country nor the total burden of anyone. whether their income reaches
them direct or through the channels of the Treasury.

7603 (s i r  w i l l i a m  m c l i n t o c k ) Ofcourse, the holders ofnational debt 
would not have the same income as before. You said that they would, from  a 
different form  o f  security. A l l  those having capital above the minimum amount 
would have a portion o f  their national investment taken from  them as w ell? 
Certainly the capital levy is a form of taxation. I was answering the point 
whether paying off the national debt as such, apart from laying a new burden 
upon a particular class of taxpayers, was any relief. That was the question 
I was answering. I f  your method of paying off the national debt is by a capital 
levy, then you are placing a new tax upon a particular class of the community, 
and therefore reducing their wealth. That is quite true.

7604 (c h a i r m a n ) I t  is a striking statement that M r  Keynes makes today, 
which makes one fe e l  more reassured and more comfortable. What Professor 
H a ll wanted was that there should be some argument to present to the minds o f  
the people who are looking at this debt as a very dire and oppressive calam ity? 
I think that a person who is in favour of repaying the national debt rapidly 
has two indirect reasons for it, both of which have some force. The first is 
that all Chancellors o f the Exchequer have a natural disposition to cut their 
Budgets rather too fine. A  substantial sinking fund, therefore, provides a 
margin and it is a corrective to that natural tendency o f Chancellors o f the 
Exchequer. Suppose anything goes wrong with the Estimates, the result is
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that we have not repaid quite as much debt as we expected, but we have 
not positively got into arrears, and I think it is right to wish for some margin 
of that sort. I have supported a moderate sinking fund for exactly that 
reason— that it is a good practical method of seeing that there is a margin 
on the Budget. The other reason is that they believe that it will increase the 
aggregate saving of the community, because in so far as the Government 
repays debt, it is taking away money from the taxpayers, not all o f which 
will be saved, and using it to repay holders of the Government debt, who 
will probably save the whole o f it. So that the point is not to repay the national 
debt, but to increase the national savings, a result which would be achieved 
equally well if  you had used the proceeds o f taxation not to repay the national 
debt, but for productive capital expenditure. I think it is very hard to decide 
how much you should favour saving. W e may, sometimes, be inclined to 
exaggerate it. W e assume too lightly that more saving is always the most 
desirable thing. But no doubt with an increasing population there is a 
powerful reason for increased savings, and therefore there is a ground for 
using the sinking fund as an indirect way to promote saving. I am not now 
disputing either o f those reasons, I agree that there ought to be a margin 
on the Budget. I think that it ought to be a matter o f anxiety for the state 
that the community saves an adequate sum each year. But such reasons are 
distinct from those for paying off the national debt as such. T h ey can be 
met without paying off the national debt; and I intended to limit my remarks 
to the desirability of paying off the national debt as such, apart from any 
effect it mierht have in stimulatiner saviner or in enforcing on the Chancellorsv o c7 - - _   0 -   — -----------------------------------

of the Exchequer prudent finance.

7605 (p r o f e s s o r  h a l l ) While you fe e l  that it is a matter o f  indifference 
whether we repay the debt rapidly or not, you do not think the existence o f  the 
debt is a good thing in itse lf as some people sometimes suggest? I am not sure 
that it is not a good thing that there should be a considerable volume o f capital 
available for investment, the interest o f which is guaranteed by Government. 
There is a large class o f investors to whom that is an advantage, but it would 
be much better if the debt was productive debt, instead o f deadweight debt.
I do not believe that the national debt will ever be greatly reduced. I should 
be surprised if it ever stood below, say, £5,000,000,000; because, after a 
certain point, demands for productive capital expenditure are likely to arise. 
It is just possible that the debt may appear to fall below £5,000,000,000, 
because the new debt will be raised, not by the Treasury, but by other public 
bodies. But taking the public debt in a wide sense, I should anticipate that 
in the future there will be some reduction, but that it will not actually fall 
towards nothing at all. As soon as so much debt has been repaid, that there 
is a distinct shortage for investment purposes, there will be a strong swing
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of opinion against repaying it faster. The arguments which I am now 
advancing in an abstract way will then have practical force.

7606 That assumes, o f  course, that there are not other available opportunities 
o f  investing in public securities? I f  there are, I should say that there was no 
net reduction of the public debt, but only of the deadweight debt.

7607 ( c h a i r m a n ) What do you think o f  the demand fo r  a reduction in the 
rate o f  interest upon the national debt? I think that the power of the Treasury 
to reduce the rate of interest on the national debt below the world rate of
interest on first-class securities is very limited. In the years immediately 
succeeding the War, the rate of interest on the debt was probably above the 
true rate of interest, and prudent finance has had its reward in bringing the 
rate of interest down to somewhere near the true rate of interest. But once 
you have achieved that, you cannot achieve much more. You cannot proceed, 
by prudent finance, to reduce the rate of interest from 4 !  per cent to 3^ per 
cent and then to 21  per cent, merely by paying off debt, irrespective of what 
the rate of interest is in the outside world. The most you can do is to get into 
a situation where you are an absolutely prime borrower and need never pay 
more than the international rate of interest for a prime borrower; and I should 
say that we have practically achieved that already, and that the rate of interest 
on the national debt in future, assuming reasonable nrudence. will denend------- --------- ' ‘ ......... ............................ ' - -- - J - - • 1. f  I

upon the general movement of the rate of interest rather than upon the 
particular policy of the Treasury.

7608 (p r o f e s s o r  h a l l ) I  forget whether you mentioned this point in your 
previous evidence ; do you attach any importance to hypothecating the receipts 
from  death duties fo r  debt reduction purposes instead o ffo r  current expenditure? 
Not the slightest. I see no connection between one particular form of taxation 
and the sinking fund.

7609 (s i r  w i l l i a m  m c l i n t o c k ) I f  you come down to a mere matter 
o f  book-keeping and take the national accounts, you could quite easily fin d  almost 
an equivalent amount o f  capital expenditure on the one side o f  the account as 
against the revenue from  death duties, which is considered a tax on capital, on 
the other : but the public accounts are prepared in such a way that they do not 
bring that out clearly?  Yes, very likely that is so.

7610 /  think it could be shown every y ea r  that the capital expenditure on 
the one side is almost equivalent to the amount raised from  death duties on the 
other; the difference is not material? I think there is no more force in the 
argument for equating the two than there would be for equating the proceeds 
of the sugar duty with the cost of meals for school children, so as to be able 
to say that the amount you spend on meals for school children exactly equals 
the receipts from the sugar duty.

7 6 11  B u t i f  there is any point in the argument fo r  using death duties fo r
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current expenditure there is nothing left in it when you come to analyse that 
current expenditure, and fin d  that an equivalent amount o f  it is truly capital 
expenditure? I have not worked that out myself. I am not at all surprised. 
Summing the whole matter up, I feel, at any rate in the present circumstances, 
that the sort of moderate capital levy which has been under discussion is not 
worth while, and that the advocate of the capital levy is probably wanting 
it as a first instalment of a radical redistribution of wealth. M y  feeling about 
this is that, assuming such a policy, I doubt whether this is a wise way in

T f  T
wmcft to take your nrst instalment, it i were considering a completely 

different order of society in which saving was looked after by the state, so 
that you had not got to pay much attention to encouraging or discouraging 
saving by private individuals, then measures o f this sort might be worthy 
of serious consideration. But, to begin at this end, to take steps which might 
interfere with the private motive to save, before you had established in 
operation a thoroughly efficient alternative method o f saving, would be to 
make a mistake, from any point of view. This is the dilemma: that if the 
capital levy is part of a new social order it is not the thing to begin with. 
I f  it is not, if it is meant to be something which is quite compatible with 
our present order of society, then it is not worth while.

76 12  (p r o f e s s o r  h a l l ) You differ, then, from  one o f  our witnesses who 
has suggested that a capital levy o f  £ 1,0 0 0 ,0 00 ,0 0 0  might be desirable, and would 
not really be disturbing. You do not think it is worth while, and the smaller the 
amount the less worth while it is? The capital levy is extraordinarily disturbing
in  n r n n n r t in n  tn i t s  m  a crn i ti 1H p-. . .  ----* . . . . . .  . . .  . . . . - fa r  m n r r  cn  t h a n  a n v  n f h p r  t a v  Y n n  a rp

insulting, by it, a set of very strong irrational feelings in men.
76 13  (s i r  w i l l i a m  m c l i n t o c k ) H ave y  ou considered the other aspect 

o f  it— that the payers o f  the levy in many cases would have to hand over an 
interest in their business to the Government, to hold in the fo rm  o f  shares? I 
believe that there are ways round all these technical points. I admit that these 
grounds of objection are troublesome, and that therefore no one would 
undertake to meet them except in connection with a large and important 
scheme; but I do not think they are insuperable.

76 14  Then there are people who earn substantial incomes with very  little 
capital. Would they escape? Yes they would; but they are just the people I 
should wish to let off. I f  the object is to put more burdens upon owners of 
accumulated capital in order to relieve those who are earning big current 
incomes and making big current profits, the result you indicate is just what 
is sought.

76 15  The suggestion has been made that those with incomes o f  a certain size 
and very little capital should have their contribution commuted in some way. Then 
it comes back to an income tax?  Yes, I have heard that suggestion. I f  you think
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that, I see no object in not doing it by income tax. O f course that has 
constantly happened in experience. The capital levies which have been 
proposed in foreign countries have generally been elaborated and whittled 
away until they were practically additional income taxes. I f  all the payers 
of a capital levy proceeded to set up a sinking fund, out of their current 
income, in order to replace what the capital levy had taken from them, it 
would then be equivalent to an income tax on the holder of the capital at 
the date of the imposition. But even then it would not be a general income
...... i___ _____ _ „n ... ................1,1 __ ___ utit A, nut all lul, uitumt lu a jjuytia wuuiu urt pujmg il,

76 16  There is no other method left to them? Even so, you still achieve your 
object by transferring the burden from the income tax payers as a whole to 
a particular section of the income tax payers, namely, those who own capital 
at the date of the levy.

76 17  (p r o f e s s o r  h a l l ) Should I  be right in in saying that you think a 
capital levy is practicable, but in present circumstances undesirable? Yes, and 
not worth while. That is the aspect I should emphasise.

7618  It  is practicable. The question o f  valuation does not trouble you at a ll?  
It troubles me a little. I think it is quite a serious and difficult matter and 
an argument against the capital levy unless you are achieving a big object.
R n f  i f  v m i  h a v p  3 hier n h i e f f  in v i e w  T th in k  th a t  t h e s e  v a lu a t io n  Hiflfim lties  ~ --- . . .  * -------- ------- » — — ~ . . . . . .

are capable of solution.
76 19  I t  is not an insuperable obstacle? No. After all, if there was no income 

tax, it would be an objection to the income tax that you would have to set 
up that tremendous machinery of Somerset House

7620 (c h a  i r m a n ) H ave you any fu rther point, M r K eynes?  There is one 
point upon which I have not said anything, but which you emphasised in 
the questionnaire sent me. That was the question of the effect of a capital 
levy in producing inflation or deflation. M y view of that is that a capital levy 
would set up two tendencies. There would be some people who would be 
so much alarmed that they would sell out securities beyond what they 
required for the purpose of the levy, and would keep money in their banks. 
The effect would be deflationary. There would be other people who would 
be either unable or unwilling to sell out their securities, and who would try 
to obtain part of the amount of the levy, partly by using their bank balances 
up to the hilt and partly by borrowing additionally from their bank. That 
would be inflationary. I f  we had a managed currency there need be no effect 
on balance because it would be easy to counteract the net effect of those two 
influences. I f  we had a currency in which we took no steps to counteract 
tendencies towards inflation or deflation, then it would depend upon which 
of those two sets of motives was the stronger. I should have supposed that 
the tendency to borrow would be incomparably stronger than the tendency

O__
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to hoard, and that consequently the net effect would be inflationary rather 
than deflationary.

7621 ( M R S  w o o t t o n ) When you say a managed currency, would that be 
affected by a gold standard? You can have a gold standard that is to a great 
extent a managed currency. I am not assuming the absence o f a gold 
standard ; I am assuming the presence o f a standard which has been worked 
on managed iines, although it may have a goid basis, it  is too soon to predict 
along what lines these things will develop. Recent talk has been to lay stress 
upon the amount of gold reserves as governing credit policy. I f  we were to 
manage our credit by reference to the inflow and outflow o f gold, then it 
would be impossible for us to counteract such influences as these.

7622 Either w ay?  Either way. Suppose that we did not pay too much 
attention to gold and attended mainly to credit influences at home, then in 
spite of the gold standard we could do a good deal to counteract these 
influences.

7623 I f  we had an entirely unmanaged standard? I f  we had a gold standard 
of the kind which the orthodox gold party advocate, we could do nothing.

7624 We could do nothing, but the gold standard would do something in time? 
Yes, but what it would do would be a matter of chance.

7625 (p r o f e s s o r  h a l l ) What would you do with any repayments that 
come to us from  France or some other o f  our debtor countries? W ould you  utilise 
those amounts fo r  repayment o f  debt? I think that there is a strong sentimental 
and psychological argument for doing that, just as there is for using 
reparation receipts in that way, but I do not know that there is much in it, 
really. I should take the money into my Budget, and, whatever I might say, 
the effect would be to ease the Budget situation as a whole.

7626 (s i r  w i l l i a m  m c l i n t o c k ) I f  they do not budget fo r  those 
reparations, as has not been done the last yea r, they w ill not autom atically go 
to the reduction ofdebt, i f  anything comes in?  The Treasury budget for a certain 
amount of reparation receipts this year, and I should suppose that, as soon 
as the reparation receipts can be accurately foreseen, they will be budgeted 
for. The only reason for not budgeting them is the fact that the Treasury 
is not quite sure how much they will be.

7627 (p r o f e s s o r  h a l l ) B u t since we have borrowed fo r  the purpose o f  
these loans, does it not seem that on grounds o f  public policy it would be desirable 
to utilise the repayments fo r  repayment o f  the capital burden? W e could say 
we were doing that, just as we can say that we are using the death duties 
for this purpose; but I should not increase the sinking fund above 
£50,000,000 merely because we had got an extra £5,000,000 from France.

7628 (s i r  w i l l i a m  m c l i n t o c k ) The same principle has been operating
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every year in the sale of war stores. We are treating the proceeds from sales 
as current income? Y e s.

7 6 2 9  ( p r o f e s s o r  h a l l ) Taking the choice between reducing income tax 
and increasing the amount of the sinking fund above ^£50,000,000, would you 
suggest that it would be better to apply the money received in reducing the income 
tax? I should bring it into the B udget as a whole and treat it very m uch like 

other receipts in deciding how  I should use it.

( c h a i r m a n ) Thank you very much for your most interesting evidence.

T h e  witness w ithdrew .
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Bank of Algeria, 756  
Bank bills, domestic, 577  
Bank Charter Act (1844), 339 -4 0 ; Section IV, 

362, 366, 378
Bank deposits, 12, 8 1 -2 ,  187, 3 0 5 -6 ; decrease 

in ( 19 2 1 -3 ) ,  8 3 -5 , 9 7 -8 ; and Bank 
Charter Act of 1844, 340; purchasing 
power in the form of, 36 0 -1, 829; as 
credit-money, 340 

in Germany, 29; in France, 179 -8 0  
see also under Bank of England 

Bank of England
Bagehot on, 466—72, 7 73  
Bank Charter Act o f 1844, 339 -40 , 366, 

743, 753i under Gold Standard Act,
T02S 'iflft~ 7“J1 - J ---

Bank notes, see Bank of England notes; 
Currency notes

Bank rate policy, 10 0 -3, 2 52-4 , 264-7, 

334- 5, 336, 39° ,  447, 771, 798- 9, 832, 
834; City Editors on, 10 4 -5 , 234—5 ; 
‘ The Policy o f the Bank of England’ 
(The Nation and Athenaeum, 16 July
1924) , 2 6 1 -7  ; ‘ The Policy of the Bank of 
England’ (Evening Standard, 17  July

1925) , 417, 421
credit, control of, 242, 2 5 4 - 5 ,34 s , 377, 393, 

569, 573- 4, S85, 744- 5, 77ri 772, 8to; 
more concerned with dollar exchange 
than flagging trade, 1 0 1 ,3 9 7 ,3 9 8 -9 ,4 2 1 ,
^ 4 ,  / U U ,  U C U a L l U l i  U i l

Report model, 1 0 1 , 1 1 7 , 1 6 1 ,  2 6 1-4 , 555, 
765; measures to bring down internal
_:_________
p i  1L C  I C V Ç I ,  3 v l ? / / l

foreign borrowers, 7 1 - 2 ,  335, 3 7 6 -7 ;  
embargo on foreign investment, 39 0 -1,

426, 437
gold: gold reserves, 165, 240, 28 4 -5 , 291, 

4 26, 744, 7 5 1 -2 ,  759, 779 ; loss of gold, 
835—6 ; proportion of gold to note issue, 
4 8 2 ,4 8 3 ,7 4 1 ,7 4 4 - 5 0  
price for gold, 166, 284, 344, 377

Government of, 4 6 8 -7 1, 6 74 -5  
Bank Court, 94, 258, 335, 340, 471  
Banking Department, 252, 467, 7 5 0 -1  
Committee of Treasury, 2 5 5 ,2 5 8 ,4 6 8 -9 ,
471
Comptrollership, 468
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Bank of England (cont.)
Directors, 259-60 , 468—9, 4 7 1 -2 ,  505 
Discount Office, 469 
Governors, 188, 264, 4 68 -7, 6 7 4 -5 , 765, 
see also Norman, M ontagu; Deputy- 
Governor, 469, 4 7 0 -1  
Issue Dept, 7 5 0 -1  

in an international agreement, 2 1 1 
and joint-stock banks, 18 7 -8 , 569, 765. See 

also below under resources 
Lancashire Cotton Corporation formed by, 

632, 6 3 3 -4  
M cKenna on, 7 7 0 -2
resources: Bank of England stock, 94, 203; 

‘ other deposits ’ (of banks), 9 7 -8 ,18 9 -9 0 ,  
7 4 8 -9 ; share of national debt held by, 
2 16 ; profits, 2 5 8 ,6 8 4 ,7 5 0 -2 ; purchase of 
securities, 258 -9 , 799 ; credits with New  
York Federal Reserve Bank, 398, 426, 
437, 449, 574 ; repayments from Bank of 
France, see under Bank of France 

return to gold standard, policy on, 336, 337 , 
340, 3 4 1, 358, 3 9 4 -5 , 427  

secrecy of operations, 98, 447, 597, 7 5 1 ,  
771 ; mysteries of the old lady of 
Threadneedle Street, 4 4 6 -7 , 752  ; lack of 
'clear thinking’ , 771 

seigniorage rights, 344, 357  
status : a ‘ Heaven-sent institution ’, neither 

private nor public, 255, 3 4 7 -8 , 468, 504, 
675, 752  ; strait-laced or sensible P, 4 4 6 -7  

Treasury relations with, 188, 255, 257, 
2 5 8 -9 ; payment for management of 
national debt, 6 7 1 -3  

Bank of England notes
amalgamation of Treasury wartime issues 

(Bradburies) and Bank notes, 238, 3 7 1 ;  
Committee on, sfc Currency snd Bank o f 
England Note Issues; involvement with 
return to gold standard, 268-9, 343“ 4i 
JM IÇ examined only on amalgamation of
issues, 37 1 n

Bill for amalgamation (1928), 7 4 1 ,7 4 2 ,7 5 0 ,  
t c v  convertibility limited to Bank of 
England notes, 379 ; article on (The 
Times, 12  M ay 1928), 7 4 2 -9 ; letter to
rtllll-rhlll rm R 111 ^ j a r“ n tn ’T' it 0 7 t tM o cU iU lV i l i i i  Uii 22111, 10 A ffV Æ

7 5 0 -2 ; comment on, in The Nation and 
Athenaeum, 7 53  4 

Bank of France
Bank o f France notes, 178 ; note issue, 

4 6 3-4 , under Stabilisation Law , see below 
gold reserves 

franc, refusal to peg, 57

repayments o f war debt to Bank o f 
England, (19 2 2 -2 7 ) , 704, 706, 709, 7 1 1 ,  
722  n, 723, 8 54 ; Churchill’s settlement 
with Caiflaux (1926), 566  

gold reserves, 482, 759, 7 7 9 -8 0 ; control of 
world supply, 779 ; available, but not 
used, to stabilise franc, 18 0 -1 ,  455, 
4 5 7 -8 , 459, 465, 5 6 4 -6 ; borrows abroad 
instead, 2 33 , 4 33 , 56 5; liquid reserves, 
710, 716 , 759, 777 , 7 7 9 ; proportion o f  
reserves to note issues under Stabilisation
Law  (1928), 7 55 , 756, 759^60, 777 , 7 79 ; 
other terms relating to Bank of France in 
new law, 756, 7 57 , 758  

service of National Debt, 461 
U .K . debt to (1929), 798 

Bank for International Settlements, 828 
Bank of Italy, 777  
Bank o f Japan, 291 
Bank rate

articles on: ‘ Bank Rate at Four per C en t’ 
(The Nation and Athenaeum, 14  Ju ly  
1923), 10 0 -3 ; ‘ Bank Rate and Stability 
of P r ic e s :.. . ’ ( The Nation and Athe
naeum, 2 1  Ju ly  1923), 103—6; ‘ The Bank 
Rate’ ( The Nation and Athenaeum, 19  
Ju ly 1924), 2 6 4 -7 ; ‘ The Bank Rate’ (The 
Nation and Athenaeum, 7 M arch 1925)  
3 3 3 - 7 ;  ‘ The Bank Rate: Five-and-a- 
H alf Per C en t’ (The Nation and Athe
naeum), 16 February 1929), 7 9 6 -9 ; ‘ The  
Bank R ate’ (The Listener, 4 October 
1929), 8 34 -8
(1894-6 ), 25 per cent, 8 15  
(19 21), 5^ per cent, 796 ; fall by half, 81 
(1922), further fall, effect on gilt-edged 
securities, 8 1 - 2 ,  85
/ T1 1 1 v rri-n\ f-r* a «*»*• l'onfr 1  aa -■» -\ J “ V “t K1-1 J 1
discouraging effect on trade, 100, 104 
(1924), 4  per cent, 3 3 4 ; threatened rise
/Tuno\ j__^

(March 1925), raised to 5 per cent, 333 , 
335 ; (August), 4^ per cent, 426, 433
( j i u g u a i  s l i u  / H “ U

(February 1929), raised to 5 J  per cent, 
796; (October), 6 J per cent, 8 3 4 -5

for adjustment uf monetary dihCqUinbilUiil, 
10 ; as means o f controlling credit, 9 7 -8 ,  
103, 180, 189, 2 35 , 242, 254, 265, 336, 
4 4 7 ,7 3 1 ,8 3 1 ,  or for deflating prices, 7 7 1  ; 
for restoring industrial equilibrium, 
375“ 7, 385, 3 9 t - 2 ,  445, 7 75 , in theory, 
an automatic process, 395  
J M K ’s ideal object, price stability, 104;
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Bank rate (com.)
criteria for altering, 2 5 3 -4 , 26 5-6 , 798; 
a time for high, and for low rate, 19 2 -3 ,  
3 3 6 -7  ; alternatives to high bank rate, 359  
Bank of England more concerned with 
dollar exchange than trade, 10 1,10 2 , 234, 
2 36 -7
Cunliffe Report on, 2 3 5 -6  

Bank rate and acceptances, 575-7 
under gold standard, 340, 345, 4 4 1, 7 4 4 -5 , 

805; gold points and, 251  
in post-war Germany, 10, 337  
effect on short-loan market, 798—9 ; on 

foreign lending, 8 37-8  ; on export trade, 
8 0 1-3 , 836-7

other references, 268, 269, 485, 573 
Banker, The, 461, 724

‘ Bagehot’s Lombard Street’  (JM K , March 
1926), 4 6 5-72  

Bankers
American, 33 9 , in Berlin, 3 2 ; in Czech

oslovakia, 59-60  
bankers’ money, 565
Cambridge Institute of, J M K ’s inaugural 

talk to, ‘ The Future Opportunities of the 
Bank Official’, 724 -6  

‘ Mental capacity of bankers’, 182, 186 -8, 
3 1 7 ;  two kinds of, 18 7 -8  

problems over stabilising sterling, 73—4, 

353-4, 355
and the rise in gilt-edged securities, 81 
Syndicate of Bankers, France, 168, 170  
in the ‘ third era of Stabilisation’, 438  
Bank Directors: Egyptian and Chaldaean, 

16 7 ; Bagehot on, 4 7 1 - 2  
see also under Bank of England 

Bankers, Institute of: J M K ’s four lectures to: 
(15 November 1922), 6 -2 3 ;  (22 Nov
ember), 2 3 - 4 3 ;  (29 November) 4 3-6 0 ; 
(5 December), 60-76  

Banks
acceptance rates, 5 5 5 -7  
accounts, 303 
Bagehot on, 4 6 5-6 , 4 7 0 -1  
bank shares, 93 
and capital levy, 253  
cheques, 244
international banking, 5 7 1 ,7 4 2 ;  as invisible 

exports, 269, 5 7 1 - 2
investments, 8 3 -5 , 97, 309, 683; national 

debt held by, 2 16
and Lancashire cotton industry, 584, 592, 

601, 605-6, 6 14 , 616, 6 17 ; under Cotton 
Corporation, 6 32 -4

other deposits’ at Bank o f England, 9 7 -8

in post-war Germany, n ,  1 4 - 1 5 , 1 7 , 1 9 - 2 0 ;
rates for acceptance, 577  

profits retained, 684 
relations with American banks, 7 1 4 - 1 5  
role in balance of payments, 29, 5 2 -4 , 572, 

7*5
two kinds of banking, 18 7 -8 , 260; com

mercial and central, 505 
see also Central banks; Clearing banks; 

Joint-stock banks; State banks 
Banque de Paris et des Pays-Bas, 168 
Barclays Bank, 196, 724  
Barlow, Sir Montague, Minister of Labour 

(1923), 236  
Basra, 2
Bawra wool scheme, 550 
Baxter, G . H., Secretary, Royal Commission 

on Indian Currency and Finance, 1926, 
480

Bears and bulls
bear campaign in marks, 40 
bear and bull operations in francs, 17 8 ,2 34 , 

262, 459
bear speculation in India : in silver, 487, in 

foreign exchange, 509 
bulls in a period of rapid deflation, 263 

Beaverbrook, Lord, 1st Baron (William 
Maxwell Aitken), proprietor of The 
Evening Standard, 765, 768, 76 9 -70 ; 
accepts J M K ’s articles on gold standard 
(1925), 4 1 6 - 1 7 ;  unemployment (1928), 
7 6 1 ; receives copy of Economic Conse
quences o f M r Churchill, 4 2 0 -1  

list of letters, 862 
Beer industry, 435  
Belgium

cotton spinning, 129
currency: rejects devaluation, 4 5 ; allows 

depreciation, 323
gold: gold value of paper currency, 2 0 1; 

reserves, 291 ; gold wages, 3 5 1 - 2 ,4 0 7 - 8 ,

432, 435, 554 
iron and steel, 4 0 1-2  
wages and hours of work, 40 5-6  
wheat production, 129

Bell, Henry, member, Committee on National 
Debt and Taxation, 19 24 -7 , 295, 299, 
300, 30 4 -5 , 307, 308, 309, 310 , 3 15  

Benn, Sir Ernest, publisher and journalist, 
6 5 7 -8 ; leader of ‘ extreme Conserv
atives’ , 640

chairs, and takes part in, broadcast 
discussion with J M K  on ‘ Universtiy 
Men in Business’, 6 49-61 

Benn, Wedgwood, M .P., 472
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Berlin

‘ C ity ’ of: bankers, 3 2 ; post-war currency 
and exchange problems, 3 5 -6 , 37, 39, 
459; international securities, 706, 797; 
bank rate, 796

J M K  and : visit to (1922), 6, 8, 9, 2 2 -3 ,  26; 
repeats Sidney Ball lecture in (1926), 
327, 543, addresses English Seminar at 
University, 54 3-6  

also mentioned, 143, 702 
Berry, Messrs, newspaper proprietors, 19 4 -6
Beveridge, Sir Wilhain

Presidential Address on population and 
unemployment to Economics Section,
Prifick Accru*i o tin n1 iMwinuvu
12 4 ; ‘ A  Reply to Sir William Beveridge’ 
(JM K , Economic Journal, December
r92 3), 2 §—j  y j further correspondence
on, 13 7 -4 2

article in The Times on unemployment 
(November 1924), 156  

proposal for Economic General Staff, 567, 

731 n 4
also mentioned, 2 18  
list o f letters, 862

Bibliographie de la France, La, 6 70 -1  
Bimetallism, 260; ends in France, 756  
Birkenhead, Lord, 144, 531  
Birth control, 120, 124, 139 ; contraceptives, 

136
Birth-rate, 1 2 2 -3  
Bismuth, 548
Blackett, Sir Basil, Finance Member, Vice

roy’s Council in India, 34 5 ; reads Tract 
on Monetary Reform, 163 4 

list o f letters, 862 
Bleachers and dyers, 607 
Block grants, Churchill’s proposals, 7 3 7 -8  
Blum, Léon, proposal for capital levy, 565, 

566
Board o f Trade, 6 13 ;  statistics, 12 6 -7 , 130—1, 

137, 155 , 4 0 2-3, 5 7 0 -1 ,  70 4 -5, 7 2 2 -3 ;  
index numbers, 3 19 , 34 1, 394, 395, 407, 
4 3 0 -1 , 730

President of the Board o f Trade (Sir Philip 
Cunliffe-Lister), 116  

Board of Trade Journal, 130, 7 23*
Boer War, 691, 806

Report of Royal Commission on The  
Conduct of the War, 806 

Boilermakers, 153  
Bolshevism, 197  
Bonar, D r James, 378  
Bonds,

bond issues and Treasury bills, 85;

87O

proposal for index-linked issue, 297—8, 
3 1 9 -2 2  ; interest, but not capital, assured, 

332
foreign government bonds, 9 3 ; prices in 

New York and London, 82, 2 2 6 -7 , 3 8 1,  
8 12

bondholders, 46 -8  
see also Rentes; Securities 

Bons, 463
de la Défense, 461 
de Trésor, 178, 180  
Dépôts au Trésor, 461 

Books, and the book trade, 22, 6 64 -70  
see also Authors 

Booms
boom conditions (19 0 0 -2), 1 3 1 ;  (19 0 6 -7), 

12 7 ; (1920), 9 1 , 1 1 5 ,  13 2 , 192, 392, 492,
-/HO l»AT

control of: through credit restriction or 
dear money, 8 , 1 0 4 , 1 9 2 - 3 , 3 3 6,3 4 2 , 4 4 5; 
real purchasing power the key to, 207; 
investment and saving, 810 , 8 3 3 ; how to 
‘ engineer a boom ’, 398  

effect of, on long-dated securities, 3 10  
India, and boom prices in world market, 

500, 501
over-capitalisation during, in cotton in

dustry, 5 9 1, 627, 6 3 0 -1  
periodic, and employment, 78, 79, 183, 595 
railway boom, 19th century, 220  
in U .S ., 2 7 1 ,  34 1, 3 5 0 - 1 ;  motors and 

building, 2 2 1 ; investment, 334  
see also Depressions; Slumps 

Bootham, M r, o f the Amalgamation of 
Operative Cotton Spinners, 6 18  

Boots, 8 2 2 -3 , 826; boot and shoe trade, 827 
Boston Evening Transcript, 7 15  
Bower, J .  W ., member, Committee on 

National Debt and Taxation 19 2 4 -7 ,  
295, 306, 3 1 7 - 1 8 ,  32 1  

Bowley, Professor A. L .  
estimate of national savings, 683 
pessimism on 1928 prospects, 730  
tables showing volume o f exports given for 

uniform volume o f imports, 126, 127, 

J 32, 137-9
wages index, 430, 4 31  
also mentioned, 218

Bradbury, Sir John (later Lord Bradbury), 
formerly Permanent Secretary to the 
Treasury

member, later Chairman, 4 2 1 , 4 71 n, 
Committee on Currency and Bank of 
England Note Issues, 1924, 238, 239, 
240, 242, 2 5 2 -3 ,  2 5 4 -5 , 2 5 6 -7 , 3 7 1



INDEX
Bradbury, Sir John (cent.)

criticises Economic Consequences o f M r 
Churchill in The Financial News, 4 21,
432, answered, 425—7 ; other differences 
with J M K , 337 , 753

‘ Bradburies’ (the Bradbury £ 1  and 10s 
notes), 16 1, 50 4-5

Brailsford, H. N ., editor of The New Leader: 
on ‘ liberalism and labour’ in 19 2 6 ,4 7 2 -3  

list of letters, 862
Bramley, Fred, member, Committee on 

National Debt and Taxation, 1924—7,

395. 30S, 3*2» 3*4» 315 
Brand, R. H., 229, 2 3 1 ,  232  
Brazil

coffee valorisation scheme, 175, 550 
loans to, 277  
Revolutions, 273  

Bread
subsidy ends in Germany, 2 5 -6  
terms of trade between manufactures and,

119
‘ Britain’s Industrial Future’, Report of the 

Liberal Industrial Inquiry, 1928, the 
‘ Yellow Book’ , 722, 7 3 1 -8 ,  804, 816  

see also Liberal Industrial Inquiry 
Britannia: review of M cKenna’s Post-War 

Banking Policy (JM K , 2 November 
1928), 7 70 -3  

British
banking tradition, 468
farmprc n r  wnrkman A n n--------7J , -------- '-”t T"" I
instincts o f government, 348, 676 
investors abroad, 277, 7 0 7 -8 ; and enter-

nri«p 77^-11J------

rubber interests, 705
standard consumption of articles in cost- 

of-living index, 407
British Association for the Advancement of 

Science: Liverpool, 1923, Beveridge’s 
Presidential Address to Economics Sec
tion, 119 , 120, 124, 125, 136, 138 ; 
Glasgow, 1928, 766

British Broadcasting Company (BBC), 474  
see also Broadcasts 

British Commonwealth, 348 
British Empire 

cost of policing, 2 
cotton growers, 156
investment in, 279, 706; embargo on,

437
and Liberalism, 638, 732  
output and stock o f gold, 165, 167 
trade conditions, 386

British Institute of Philosophical Studies,

8 7 I

discussion chaired by J M K  on ‘ State 
Control of Industry’ (January 1927), 649 

Broadbent, Henry, 162 
Broadcasts, 144, 544; political broad-casting, 

473~6
J M K : ‘ University Men in Business’, 

discussion (16  February 1927), 649—61 
‘ The Bank Rate’ (26 September 1929), 
8 34-8

Brokers, 96; Indian, 489 
bill brokers, 466, 684 
see also Stockbrokers 

Budgets, 842, 854, 855
balancing problems, 17 8 ,2 5 7 ,3 13  ; margins, 

296; surplus, 354 ; budgeting for repay
ment of debt, 844; unbalanced budgets, 

58, r79
in U .K .: (1920), 840; (1922), 4, 6 3; (1924), 

article on distribution of national debt 
and, 2 1 5 - 1 7 ;  (1925), Budget Speech, on 
return to gold standard, 337  ; (1926), 555 ; 
and financing of large-scale public 
enterprise, 696

on broadcasting the Budget Speech (1926), 
4 7 3-6

see also under Churchill, Winston, France: 
Germany; Snowden, Philip 

Building and construction industries, 183, 
222, 435, 7 6 1 - 2 ;  unemployment in, 730, 
765

building programmes, 762, 8 4 3 -4  
RuiMino- bne— — —   c* -  —
Bulgaria, 129, 3 2 3 ; Bulgarian loan, 574  
Bulk buying and selling, 635
R u r m a  cilvp r n rn rh irtin n  c t R " * ■*•***•1 u“ ,v*
Business

accounting methods, 30 3-4  
big business, 660, 697, ownership and 

management, 6 4 1 -3 ;  small business, 
660; Representative Firm, 686 

business losses, 7 7 1 -2 ,  833—4 
business world and Lancashire cotton 

industry, 4 1 3 - 1 4 ;  application o f ‘ sound 
business principles , 634  

cash problems in post-war Germany, 11  
definition (Sir Ernest Benn), 650, 6 57;

distinguished from industry, 658-9  
effect on, of rise in Bank Rate, 100, 336, o f  

changes in quantity of credit, 7 7 1 -2 ,  
798-9

family business, 6 5 1-2 , 6 5 7-8  
investment advice for business firms, 8 7 ,9 2  
secretiveness, 597, 644, 697 
‘ University Men in Business’, broadcast 

discussion, 649-61
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Business (cont.)
weighed down by timidity', 2 2 1 ;  Liberal 

encouragement to ‘ launch out’ , 446 
see also Enterprise

Business administration, as a career, 697 
‘ The Organisation of Business’ , chapter in 

Yellow Book drafted by J M K , 7 31  
Business cycle, 8 1 2 ,  slump, 833  

see also Credit cycle 
Businessmen

addressed by J M K  on Liberal Plan to end 
Unemployment (1929), 826 

Bagehot on, 466; J M K ’s view of, 545, of 
third generation businessmen, 585, 652; 
Tory picture of, 144 ; University men as, 
6 49 -6 1 passim

international connections, 70 ; earnings on 
foreign business, 835  

market preoccupation of, 642 
and rate of interest, 7—9 ; in a boom, 189, 

in depressions, 445, 803, 838  
return to gold at parity, effect on, 346  
the riffhr nennle to run oublie services.—T -■p-’ I 1  “    r '

696-7
views on taxation, 677 
windfall profits from inflation, 78 5-8  

Buxton, W . L ., Assistant Secretary, Com 
mittee on Industry and Trade, 19 2 5 -9 ,
383

Cabinet, 347; Baldwin’ s Cabinet and the coal 
(general) strike of 1926, 533, 544, 560,
562; Liberal Shadow Cabinet, 1926, 538  

Cabinet Ministers, 696, 805 
Ca’ canny, 443, 444, 448-9  
Caillaux, Joseph, French Finance Minister,

461, 565, 566 
n __ 1_:V l̂lllLtUUgC

booksellers, 664 
during general strike, 544  
Liberal Summer Schools at (1923), 113 ,  

(1927), 695; meetings of Liberal Indus
trial Inquiry Committee, 731  

Cambridge Borough: election campaigns: 
October 1924, speech by J M K  in Corn 
Exchange, and public letter on behalf of 
Libérai candidate, 3 2 4 -5 ;  1929, cam
paign for Sir Maurice Amos, 816, 8 18 -19  

Cambridge Economic Handbooks, 8 17  
Cambridge Institute of Bankers: notes for 

inaugural address to (JM K , October 
r927), 7 2 4 -6  

Cambridge University 
J M K  engaged at, 357  n 1, 593, 659, 824; 

as Bursar of King’s College, on Colleges

8 7 2

and the Tithe Bill, 4 5 1 - 3 ;  represented 
by J M K  at celebrations in M oscow and 
Leningrad, 434  

engineering labs, 655  
Henderson’s career at, 8 1 6 - 1 7  
industrial careers through Appointments 

Board, 6 5 3 -4
Union : J M K  as undergraduate sees Lloyd  

George at, 806; speech at (1928), 768; 
Henderson as President of, 8 17  

Cambridge University Liberal club, 7 35 ; 
invitation o f University Liberals to J M K  
to stand for University (1928), 729, 
773—4 ; campaign for Henderson, 8 1 6 - 1 7  

Can Lloyd George Do It?, (H. D . Henderson 
and JM K ) , 808, 8 1 5 ;  publication (to 
M ay 1929), 8 19 ; White Paper counter
blast, 819 , answered in The Nation and 
Athenaeum (18  M ay 1929), 8 19 -2 4  

Canada
competition from Canadian coal, 399  
gold : output and reserves, 165 ; gold cost of 

living, 20 1, 365, 384
investment: in Grand Trunk Railway, 

9 8 -9 ; trustee loans, 3 17  
wheat, 92, 273, 274  

Cannan, Professor Edwin
takes part in League of Nations conference 

on unemployment (March 1924), 18 2 -4 ,  
18 6 -7 , 188, 18 9 ; agreements and differ
ences with J M K  on monetary theory,

1 9 1 - 3
discusses monetary reform at R .E .S . annual 

meeting (June 1924), 206, 207, 208 
Capital

accumulation of, 79, 124 , 844; tax on, 840, 
846, 852, see also Capital levy; national, 
estimated ownership of, m U .K ., 687; 
unimportant compared with national 
income, 688, 781

capital development at home, instead of 
abroad, 237, 284, 4 0 9 -10 ; shortage of 
capital for, 80, 3 2 1 ,  of outlets for 
available capital, 2 26 ; state encourage
ment for, 2 2 1 - 4 ,2 2 9 - 3 2 ,3 2 2 ,6 4 6 ,8 3 2 - 3 ,  
for productive expenditure, 222, 2 25-6 , 
36 7; repayment o f national debt should 
be geared to, 282, 3 1 1 - 1 2 ,  367, 692; 
national capital already in semi-state ente
rprise, 696; the ‘ sensible’ approach to, 
446; Liberal plan for, 7 3 3 -4 ,  8 0 6 -15 , 
8 2 1 - 4 ;  discouraged by deflation, 226, 
264, by Treasury economy campaign, 
762, 765, 805. See also under Foreign 
investment



INDEX
Capital {cont.)

capitalisation in cotton industry, 603-4, 
627, 630

exports of, 149, 152, 227, 280, 329, 800, to 
support exchange, 424, 426; France, 
459; U .S. 4 0 0 -1. See also Foreign 
investment

flight of, from Germany, 28, from U .K ., 
227

in free trade theory, 147, 148  
investment capital : for newspaper business,

_a :»
w i i n  V J U V V 1 1 1 1 1 1 1 . 1 H  g u a i a m ç ç u  m —

terest, 322, 850, proposed long-period 
bonds for home capital development, 799 

living on, 376, 391, 403 
mobility, 675 ; orthodox theory of fluidity, 

2 2 8 ,3 12 ,4 3 9  ; flow of, and exchange, 355, 
Trustee Acts, 367, Bank rate, 375—6; 
control of, 359

new, from retained profits, 3 0 1 -2  
for post-war Germany, 36, 40, 4 1 ;  des

truction of her capital resources, 122  
Capital equipment (goods), 15 2 ,2 3 5 ,2 8 4 ,3 2 4 ,  

764, 804, 8 1 0 - 1 1  
Capital levy

conditions for supporting or opposing, 3 -4 ,  
48, 6 2-4 , 787—8, 790; three criteria for, 
839-40; preferable to heavy income tax, 
842, 845-6, relieves earners of wealth at 
expense o f holders, 3 1 2 - 1 3 ,8 5 2  ; problem 
of valuation, 853

inflation a concealed form of, 1 8 1 ;  an 
alternative to depreciation, 48-9 , 5 1 , 62 

M. Blum’s plan for, 565, 566; in other 
countries, 853

no objection on principle to, 848; a form of 
taxation, 849; possibilities of, exagger
ated, 2 17 , 688, 840, 843, 846, 852, 853 

in transition from individualistic capitalism 
the last, not first, step, 840, 852 

Evidence on, given by J M K  before 
Committee on National Debt and T a x 
ation, M ay 1925, 322, 8 3 9 -5 5 ; proposal 
rejected in Report, 6 87-8  

Capitalists, capitalism
and capital levy, 49, 688, 840 -1 ; attitude to 

taxation and sinking funds, 689-90  
individualistic capitalism in a state of 

transition, 272, 439, 6 4 1 -2 ,  840; failure 
of investment policy to solve unemploy
ment, 1 1 3

Labour Party ‘ anti-capitalist rubbish', 640 
price stability the greatest need for, 60, 

1 15
Carlton Club, 1

Cartels
need for, among coal-exporters, 528, 5 3 5 -6  
proposed by J M K  for cotton yarn 

spinners, 586, 591, 592, 593, 635; 
distinguished from Amalgamations, 
622 3, 628; attempt to organise con
tinental-type o f Association, 600, 6 2 3-4 ; 
failure, 624, 625, 635

Carter, W ., Secretary, Committee on Industry 
and Trade, 1925, 383

Cassel, Gustav, 10, 363, 4 22 ; proves correct 
;____„ „ i,i111 &VllV.LUig 3i.aiUILjr U1 guiu1 / / 5 ’ / / u

Census of production, 698, 766; need for 
regular detailed census, 686

_c ___j __ *:_____a ___ _____ *:__ui piuuucuun emu cuiiM4iu}niuii, .niuviiGaii,
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Central America, 277, 323  
Central banks, 18 7—0, 21 ï, 260, 5°5

convention of, under Genoa Conference 
plan, 268, 269 

in France, 254
of Holland and South Africa, gold arrange

ments with Bank of England, 426 
for India, 4 9 2-4 , 5 1 0 - 1 5 ;  J M K ’s Memo

randum on for Chamberlain Commission 
(I9 I3)i 493. 5 1 0 - n

reserves: in liquid foreign assets, 7 16 ; gold 
stocks, 752  n6; tied and free reserves, 
7 4 1 -2 ,  745, 776 -8 0 ; gold reserve policy 
and the price level, 4 8 1 - 3 ;  opposition to 
League of Nations Financial Commit
tee’s Inquiry on world gold supplies, 
775. 780

relations with Treasuries, 5 1 1 - 1 3  
Central Europe, 13, 1 15 ,  129, 407 
Cereals, 129, (41 n, 452, 571

German consumption, 1 9 1 3 - 1 4 ,  19 2 2 -2 3 ,

217
index number for, in India, 499 
speculation in grain market, 35 0 -1  
see also Maize; Rice; Wheat 

Chamber of Shipping Committee, 229 
Chamberlain, Arthur Neville, chairman of 

The Conservative Party (1928), 736  
Chamberlain, Sir Austen, 267

Chairman, Royal Commission on Indian 
Finance and Currency, 1 9 1 3 - 1 4 ,  480, 
521 ; J M K ’s Memorandum for, 493, 501, 
504, 5 1 0 -1 1

Chairman, Committee on the Currency and 
Bank of England Note Issues, 1924, 
238-9 . 241, 244. 2 4 8 -5 1 .  253, 255, 256, 
257. 259. 2 6 0 -1, 267, resigns, 371 n 

Foreign Secretary (1924), 337, 371 n, 818  
list of letters, 862

873



INDEX

Chancellor o f the Exchequer
Budgets, 733, 761 ; and sinking funds, 694, 

849-50
relations with Bank of England, 7 5 1 ;  

relative functions: on Bank rate, 2 5 5 ;  
credit control, 347—8; currency note 
issue, 2 5 5 - 7 , 504_ 5 ; restoring prosperity, 
7 6 4 -5  ; Chancellor has the last word, 505 

taxation policy, 688, 70 1, 702 
see also Churchill, Winston; Snowden, 

Philip; Treasury 
Chapman, Sir Sydney, 630 
Charities, 684; Charity Commissioners, 695 
Chemistry, 654, 655 
Chicago, wheat, 273
Chicago Daily News: note on general strike 

(JM K , 5 M ay 1926), 5 2 9 -3 1  
Children, 12 3 , 851 
Chile

export tax on nitrates, 548  
loans to, 323, 807 

China
default on foreign loans, 277, 323  
demand for silver, 478, 485; effect on 

Chinese trade of fall in value o f silver, 
487-8, 5 13

trade difficulties, 386, 4 42; cost of produc
tion of Manchester goods too dear for 
China, 6 4 -5 , 4 1 3 - 1 4 ;  declining trade 
with Lancashire, 625 

also mentioned, 4 15
Churchill. Winston. Chancellor o f the E x

chequer, 19 24 -29
Budgets: (1925), 462, 476, 5 5 2 -4 ; decision 

to return to gold at pre-war parity, 337 , 
3 5 L  354, 3 5 7 -8 , 362, 365, 366, 433, 
without gold sovereigns, 3 5 7 ; effect of
K ic  r t r t h r v  n r  w o trp c  a  t *7 rtn  p v n n r t c

*t * /> 1-r" *■-'**'«*
365, 370, 528 ; presents Report of Com 
mittee on Currency and Bank o f England
\Tnta Toniiu' fi ownnrrar KnrvnimnrviiuiV lasuwi] J / J (uiaugba uununuig

powers with U .S ., 379  
{1926), proposal to broadcast speech, 
4 7 5 -6 ; defends gold standard policy, 
555-6
(1928), 7 5 1 ,  7 5 4 - 5 ;  announces amalga
mation o f Treasury and Bank of England 
Note issues, 7 4 2 -3 , exchange of letters 
on the Bill, 749 -50  
(1929) Budget speech, 809 

debt settlement with Caillaux, 566 
economy campaign, 673, 674; succumbs to 

‘ sound’ finance, 766; his ‘ orthodox 
Treasury dogma’, 809; tax reforms, 702 

Eight Hours Bill, 561 
raid on Road Fund, 8 14

rating reform scheme, 7 3 5 -8  
relations with J M K ;  meetings, 3 3 7 ;  quotes 

J M K  in Commons, 3 6 5 ,4 3 3  ; publication 
of Economic Consequences of M r Churchill 
(July 1925), 4 1 7 ;  White Paper counter
blast to Can Lloyd George Do It? 8 19—20; 
loses £ 1 0  to J M K  on general election 
results (1929), 828

in World W ar I : Minister o f Munitions, 
7 8 6 -7 ; publication o f Vol. 3 o f History 
of the War, 786

I ! _  C  ____ s Q 4L *
I1M  U1 IC L LC là , OUil

Churt, 7 3 1

City editors, 34 8 -9 , 4 19 -2 0 , 443“ 4, 445 
see also under Aianchester Guardian, The; 

The Times
Civil Service, 567, 650, 697, 826; in defence 

of Civil Servants, 6 7 3 -5  ; bank staffs as, 
7 2 5 -6

Clark, Messrs, printers, 77  
Class-interests: only the Liberals free from, 

324, 640, 6 4 3 ; class instinct o f under
graduates, 649-50  

Clear thinking, 659, 7 7 1  
Clearing banks, London:

annual speeches o f Chairmen, 761 ; com
ments on (1924), 177 , ( 1925), 33 3 , ( 1927), 
661

‘ Big F iv e ’, 253 , 262, 263, 7 2 4 -5 , 799 
see also Barclay’s; Lloyds; Midland; 

Westminster
Clemenceau, Georges, 566 
Coal dispute (1925), 4 3 6 -7 , leading to 

General Strike (1926), 525 3 1 ,  54 3; 
lock-out, 529 ,76 3  ; the promised ‘ Square 
D eal’ , 560

Royal Commission on (Samuel Commis-
RionV A'in ■ rprnmmerii'latinnc e**—-*?
----------- f t  T J  / 1  -------------- --------- — ----------- J “ J  / »

5 2 9 ,  5 3 0 ,  5 3 4 ,  5 3 7 ,  558, 5 5 9 ,  5 6 0 - 3 ;

Report, 420, weaknesses, 5 3 2 -3 ,  534,
n r r in 
D JD * >  D J I

coal strike continues, 534 , 568, 570, ends, 

591
J M K ’s analyses and proposals: ‘ Coal: A  

Suggestion ’ (The Nation and Athenaeum, 
24 April 1926), 5 2 5 -9 ;  ‘ Back to the Coal 
Problem’ (The Nation and Athenaeum,
15  M ay 1926), 5 3 4 - 7 ;  correspondence 
with Stamp on Eight Hours Bill (July 
1926), 5 5 6 -9 ; ‘ M r Baldwin’s Qualms’ 
(The Nation and Athenaeum, 10 July  
•926), 559-63 

Coal industry
exports: effect on, o f return to gold at 

pre-war par, 249, 2 6 3 ,39 9 ,4 2 0 , 5 2 8 ,5 5 4 ,  
of price deflation through credit restric-

8 7 4
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Coal industry (cont.)

tion, 772 , 802; export grades in worst- 
placed class in relation to international 
price level, 4 2 7 -9 ,5 2 8 , 5 5 5 -6 ;  remedy to 
shift labour out o f coal export business, 
410, 434, 536, 647; German exports, 
5 3 5 -6 , reparation deliveries, 27  

organisation: small-scale and out of date, 
528, 532, 545) 642; pool or cartel 
arrangement necessary, 528 -9 , 532,
5 3 5 -6

output, prices and wages, equilibrium 
problem unsolved 537, 595; an object 
lesson in Conservative orthodox policy, 
439, of M r Churchill’s ignorance, 556 

production, 15 3 , 442; overproduction
/ t a i^  coc c r r - i  r-îfi efs i n fl—n*»,“ j» j '" '*  y»
proposed 8-hour day, 535, 556 -9 , 5 6 1-3 ,  
a ‘ ludicrous’ plan, 5 33, 559 ; inelastic 
demand for coal, 558  

wages: coal industry least able to bear 
reductions, 394, 436, but one remedy for 
disequilibrium, 424, 526, 527, 529, 
595-6 , 762—3 ; Royal Commission to 
examine wages problem (1925), 4 36 -7 , 
with interim subsidy, 426, 433, 437, 525, 
5 26 -7 , 529, 543, 555, 558; wages 
proposals rejected by both sides, 525 

see also General strike 
Coal mines, 452

colliers (miners), 3 9 5 -6 ,4 0 4 ,5 2 5 ,5 2 6 , 527 ; 
in general strike, 543“ 5 passtmj 5^2» 
Black Friday, 543

mine-owners, 528, 533, 534, 535, 562, 563; 
lock-out, 529 ; stiff-neckedness, 585; 
royalties, 452, 525

organisation, small-scale and out-of date, 
528, 532, 545, 642; pooi or cartel 
recommended, 528 -9 , 532, 5 3 5 -6  

pit closures, 534, 536, 561 
Coalition Government (Lioyd Lreorge’s), fall 

of (October 1922), r, 145  
Coates, W . H ., an original member of the 

Colwyn Committee on the National 
Debt and Taxation: his contribution to 
the Report, 676, 677, 6 83-6  

Coats, Messrs, cotton manufacturers, 631 
Coffee

consumption, 408; German, 2 17  
investment in, 329
valorisation schemes, 175 , 550; Hoover’s 

‘ w ar’ against, 546 
Coins

Coinage Act of 1870 repealed (1925), 362,

3&5~ 6
French coins under Stabilisation L a w  of

875

1928, 7 5 6 -8 ; gold coins held in Bank of 
France, 759

gold coins: for India, 4 8 0 -1, 520 ; silver 
versus gold, 485, 501, 5 1 6 - 1 8 ;  from 
cowrie to gold, 5 19 ; not needed for 
return to gold standard, 775  

see also Crown; Currency; Gold; Franc; 
Mark; Rupee; Silver; Sovereign 

Collins, Sir Godfrey, 54 0 -1  
Colonial Office, 546, 672 
Colonies

colonial finance, Stock Exchange infor
mation on, 218

m l r m i a l  i n v e s t m e n t s  2 D 1 - C .  2 1 0 !-------------------- ---------7J — 7 — -.J *Tt — ~ T

colonial government loans, 224, 3 2 8 -3 3 ;  
as trustee stocks, 2 8 6 -7, 297> 3 1 6 - 1 9 ;  
effect of limitations on colonial trade, 
3 1 7 - 1 9

French colonies, 757  
public utility enterprise, 322  
see also individual countries and states 

Columbia Gramophone Company, 797 
Colwyn, Lord, Chairman, Committee on 

National Debt and Taxation, 19 2 4 -7 , 
294, 295, 298, 30 1, 308, 316 , 319 , 322, 
839, 842, 843, 849, 8 51, 853, 855 

‘ The Colwyn Report on National Debt and 
Taxation’ . ( JM K , Economic Journal, 
June 1927), 6 75-9 4 , 702; Minority 
Report, 689, 693, 694 

Combines
in the business world 4 the order of the day 

643, 645, 6 51, I .C .I. an example, 7 2 7 ; 
shareholders and management in, 642 

for cotton spinners an alternative to 
bankruptcy, 6 2 5 ,6 2 7 ,6 3 1  ; takes shape as 
Lancashire Cotton Corporation, 632, 
633, 6 34 -5 , 637  

industrial combinations, 607 
Sherman anti-trust Law  against, 551 
see also Amalgamations; Cartels; and under 

Cotton Industry 
Commerce

in India, under proposed central bank,
501
and return to gold at par, 241 
commercial bills, 5 7 5 -6  
commercial greed in an expanding econ

omy, 547
commercial side of business distinguished 

from production, 658-9  
see also Business; Industry; Trade 

Committees, see Currency and Bank of 
England Note Issues; Indian Currency 
and Finance; Industry and Trade; 
National Debt and Taxation



INDEX
Commodities (goods), 5 1 , 116

gold as a commodity, 17 5 -6 , 289-90, 292;
commodity value o f gold, 254, 289 

monopoly in minor commodities, 548 
relative sensitivity to external prices, 2 1 - 2 ,

363 4, 373 4, 427-34 
Some Aspects o f Commodity Markets ’, 80 

as standard of value, 210, 247, 297, 3 7 1  n 
staple commodities, 92, 548-50  
in transit or storage, 577  

Commodity rate of interest, see under Rate of 
interest

Commons, John R., 438  
Commonsense

and birth control, 124  
of cotton spinners, 6 17  
of Liberal voters, 325, 54 2; of Lloyd  

George’s plan, 804, 805, 825 
non-flationist policy a victory for, 266—7;

general strike a defeat, 530, 5 3 1 ,  545 
public opinion rooted in, 6 19 ; Churchill’s 

rating plan against, 737  
the ‘ sensible school’ cure for monetary 

maladjustment, 4 4 5-6 , 447 
Treasury dogma contrary to, 809, 832  

Communism, 443 ; anti-communism, 640 
Communists, 117 , 324  
epoch of communistic control, 438  

Companies
company law, 197, 218, 645 
limited liability companies, 651 ; attempt to 

combine cotton spinners into, 5 9 4 -5 ; 
and other types of companies in taxation 
system, 299-307

pay and efficiency of iarge company officials 
compared with Civil Servants, 6 7 3 -4  

profits retained, 6 83-4  
see also Business, Insurance companies 

Competition
cut-throat competition in unorganised, 

small-scale industry, 642, 6 45; in coal,
532, 536, 642, in cotton spinning, 578, 
5 8 2 -4 ,5 8 8 ,5 9 0 , 595, 5 9 6 -8 ,6 16 ; Cotton 
Yarn Association to regulate competition 
tried, 599, 603, 6 17 , 620, fails, 622; 
Lancashire Cotton Corporation, 634; 
large units and regulated competition in 
modern business, 643 

in export trades: effect on, of return to gold 
at pre-war par, 3 4 5 - 6 ,352-~3. 359,3 6 4 -5 ,  
38 4 -5 , 387, 399, 425, 432, 436  

in oil trade, 653
wages: competitive wage-level dead, 375, 

395-6
other references, 219, 2 31, 3 10 , 392

876

Composite index number, 499 
Compound interest, 278, 295, 298, 307, 330, 

368, 641 
Confidence

business confidence (January 1923), 78; 
lack of, in 1890s, 86; shaken by Ruhr 
situation (M ay 1923), 9 2 ; disturbed by 
deflation (August 1923), 1 1 4 - 1 5 ,  116 , 
1 1 7 ;  in 1925, 34 9 ; no longer confidence 
in the future, 641 ; none in prospects for 
1928, 730 : could be restored by state- 
encouraged enterprise, 2 2 1 , 223, 446 

and central bank reserves, 4 8 2 -3 ;  con
fidence in Indian currency regulations, 

493
role of, in monetary affairs, 15, 6 1, 163, 

2 51, 380; in Germany (1922), 1 1 ,  14, 15, 
2 1 ;  in the franc, (1924), 177 , 17 8 -8 1 ,  
(1926), 4 5 7 -8 , 5 6 4 -5 ; influence on Bank 
rate, 2 3 5 ,2 5 3 ;  dependent on stable price 
level, 190, 336, 337  

Conservative Governments, 696
rgaa-January 1924 (Bonar Law , succeeded 

in October 1923 by Baldwin), 1 , 3 , 1 4 4 - 5 ;  
defeated on Protection, resigns, 15 7  

October 19 24 -Ju ly  1929 (Baldwin), 325, 

343
general strike (19 2 5 -2 6 ), 4 36 -7 , 5 3 0 -1 ,  
533. 545. 5 6 0 -3 ; obsolete orthodox 
economics, 4 39-4 0 , 809, do-nothing 
policy, 554- 5. 809, 8 2 7 ; Tithe Bill, 
4 5 1 - 3 ;  Finance Accounts (19 27), 6 7 1 - 5 ;  
negative employment policy contrasted 
with Liberal plan, 8 0 8 -15 , White Paper 
on, (M ay 1929), 8 19 -2 5 , 826 
defeated by Labour (July 1929), 828  

see also Baldwin, Stanley; Law , Bonar 
Conservative Party, 698, 7 3 3 , 818

election campaigns: October 1922, gain 
office; December 1923, 146, lose maj
ority, r57 ; October 1924, 3 2 4 -6 , gain 
office, 3 3 3 ;  M ay-Ju ne 1929, 819 , lose 
office, 828

Conservatives, 144, 192, 542, 640, 648, 8 11  
Conservatism, 49, 3 12 , 324, 3 6 1, 372, 489; of 

the Treasury, 36 2 ; o f big business, 47 r 
Consols, 80, 279, 316  
Construction works, 2 2 1 , 223, 224, 235  
Consumers, 156, 54 7-8 , 5 5 1 ,  7 8 5 -6 ;  consum

ing power, 830
Consumption, 75, 1 1 3 - 1 4 ,  156, 764, 810  

in Germanv i n - . S t---- -j , --- ; - «
of the newly employed, 7 6 4 ,8 1 1 ,8 2 9  ; o f the 

unemployed, 828
and output, in wartime, 7 8 2 -3 , 7 8 7 -8



INDEX
Consumption (cont.)

as a source of capital expansion, 822  
Consumption goods, 13 4 -5 , 235

staple articles o f consumption as monetary 
standard, 16 7 ; in cost of living indexes,
A O T

working class, 827, 829, 834; (as Class B in 
price categories), 427, 4 2 9 -32 , 434

fVmtrarts A t — n  f \ A  
-----------------Tj  /> joans tied to "

standard forms of, 600 
Conversion Loan, 80, 8 1, 86, 93, 94, 105,

T fin—AA 1 AA AAA S tlo n  t t v A n v  T n/inrjciy yw, j c/vfr mtjv (tnwtr iguana
Convertibility

of currencies into gold, 89, 166, 254, 292;, 
in Sweden, 2 14 ; return to, in U .K ., 
34 3-4 , 373, under Gold Standard Act,

1925, 379
inconvertible currencies and credit control,

103, 339
of notes in India, 502

Coolidge, Calvin, President o f the United 
States o f America, 551  

Co-operative societies, 695 
Copper

imports, 15 5 ;  in abundant supply, 442  
prices, 92, 363, 383, 427  
silver a by-product of, 478, 485—6; copper 

interests and price of silver, 490 
Corporations, 286, 4 38 ; and taxation, 298 -9 ; 

investment problems, 320 
Bank of England as a corporation, 34 7-8  

Cost of living
effect on, of exchange movements, 228, 

4 2 7 -8 ; internal stability of, vs exchange 
stability, 342 ; results o f return to gold at 
pre-war par, 386-9 , 399, 400, 4 13 , 5 5 2 -4  

gold cost o f living in England and other 
countries, 3 5 2 - 3 ,3 6 4 - 5 ,3 8 4 -5 ,4 0 1 ,4 1 9 ,  
663; gold cost of production, 443, 449 

index numbers, 3 2 1 ,  364, 384, 395, 406-7, 
427, 4 3 0 -1 ,  629, 663

wages and : out of line with wage level, 66-7, 
4 13 , 76 2 ; in sheltered industries, 394 5, 
402, 4 1 1 ,  428, 662; proposals for coal, 

527
Cost of production 

in coal industry, 532, 536  
in cotton spinning, 578, 58 5 ,6 20 ; increased 

by short-time working, 5 8 2 -3 , ,587, 608 
discrepancy between internal and external, 

4 13, 426, 836, due to excessive gold value 

of sterling, 405, 443, 449, 8 2 3-4  
overhead costs, 582, 583, 596, 620, 622, 669 
also mentioned, 268, 3 9 2 -3 , 552  

Cotton Control Board, 8 17

Cotton industry, Lancashire, 574
articles and speeches on: ‘ The Position of 

the Lancashire Cotton T rad e’ (13  
November 1926), 5 7 8 -8 7 ; ‘ The Pros
pects of the Lancashire Cotton Trade’

N n  li i Kpt ffi*7_AA/ V* *TIip

Cotton Yarn Association (24 December 
1926), 5 9 3-6 0 1; address to spinners of 
American cotton Jâîiijsry 
6 0 1-6 ; letter to Manchester Guardian on 
the Association (10 January 1927),

„ . ‘ T i__t>_________ ___v ______uu f — i f  , 1 11c 1 lugi tw in  me v^uuun 1 4111

Association’ (27 August 1927), 6 10 -14 ;  
speech on the Association in Manchester 
Town Hall (6 September 1927), 6 14 -2 1  ; 
‘ The Retreat of The Cotton Yarn Asso
ciation’ (19 November 1927), 6 2 2 -7 ;  
letter to Manchester Guardian Commer
cial on the attempt at amalgamation (27 
November 1927), 628—9; discussion of 
‘ Post-war Depression in The Lancashire 
Cotton Industry', at Royal Statistical 
Society (17  January 1928), 629—3 11 * The 
Lancashire Cotton Corporation’ (2 Feb
ruary 1928), 6 3 2 -6 ; letter to Manchester 
Guardian on statistical work of Cotton 
Yarn Association (25 Aprii 1929), 637 

American branch (coarse cottons): the 
section of industry most in trouble, 
5 8 2 -7 , 58 8 -9 1, 6 15 -16 , 624, 628; in the 
Cotton Yarn Association, 594-6 01, 609, 
6 10 -1 3 ,  6 16 -18 , 6 24 -5 , 632; J M K ’s 
speech to, 6 0 1-6 ; unhelpful attitude of 
other sections, 6 26 -7  i margins, 598, 602, 
603, 609; pre- and post-war, 6 29 -30 ; 
financial problems solved by formation 
of Lancashire Cotton Corporation, 634 

export trade, 627; decay of, 579 -84, 587-8, 
595, 608, 6 1 2 - 1 3 ,  6 15 , 618, 622, 6 3 1 ;  
marketing weaknesses, 6 21, 634; declin
ing trade with China, 4 1 3 - 1 4 ,  625 

fine cotton goods, 5 8 1 -2 , 594, 6 2 6 -7 ;
advantage to, of Association, 603 

management: unorganised individualism, 
584, 590, 591, 59 6 -7, 610, 612, 617, 619, 
6 2 6 -7 ; need for rationalisation, 579, 584, 
592, 607, 6 22 ; for organised curtailment 
of output, 6 16 ; alternatives, bankruptcy, 
cartels, combines, 6 25; J M K ’s proposal 
for cartel, 586, 589, 591, 592, 6 2 2 -3 ;  
Cotton Association an attempt, 59 3-4 , 
600, 605, 608, 623
financial unsoundness, 5 9 1 -2 , 597, 603, 
6 2 1 ; decline of profit percent on turn
over, 6 8 5 -6 ; lack of working capital,

Ct
077
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Cotton industry (cent.)
597-8 ,6 0 0 ; over-capitalisation in booms, 
603-4, 627, 630; economies of manage
ment needed, 620, 6 31, 633, 6 35 ; role of 
banks, 584, 592, 601, 605-6, 6 14 , 6 17 ;  
new hope from Lancashire Cotton 
Corporation, formed by Bank o f Eng
land, 6 32-6

market : problem of adjustment to post-war 
conditions, 578, 582, 595, 598, 6 3 1 ;  
attempt to recover markets, through 
Cotton Yarn Association, 598, 600, 603,
608, 6 13, 618 , 624, failure, 622; second 
attempt, through Lancashire Cotton 
Corporation, 634

mills, 529, 533, 6 3 1 ;  their plight (1927), 
6 16 ; problem of surplus mills, 584, 590, 
622; combination in the interests o f all, 
6 0 6 ,6 22,75  per cent join the Association, 
610 ; need for financial reform, 6 21, Bank 
of England arrangements under Lanca
shire Cotton Corporation, 6 32 -4 , 6 35 -6  

short-time solution to surplus capacity, 

r53, 447, 529, 578- 9, 58 2-4 , 586-92, 
593, 595- 7, 600, 622, 6 27; Short-Tim e 
Committee o f Master Cotton Spinners,
585 ; meeting with JM K , 587, 588, 589, 
596 -7, 600; arrangements under Cotton 
Yarn Association, 6 !0—1 1 , 6 12  * compro
mise, 6 24 -5

spindles: proportion of world spindles in 
Lancashire, 584^ numbers at work 
on fine, and on coarse, cottons, 582, 594, 
output per spindle in Lancs and Japan,
.■  f i  1  1  1 r t  p t  n n i i n t n o c  p  Q - *  • J r l l o

»»» v u i v i  w u i i u  i v o y  j u j ,  t u i v  u i  u n

short-time, 6 16 ; problem of surplus 
spindles, 590, 598; capitalisation, 604,
A1A__T • rpcnnnoû tn Ac,cn/<<rtf<nn p/t a mujv 1, ivapuuai, iu naauuauuii, —5 >

609, 6 23; arrangements under Lanca
shire Cotton Corporation, 634

Spinners, 595, their individual tempera
ment, 591, hostile to cooperation, 596—7, 
626; hostility from other sections, 603, 
6 26 -7 ; ‘ frightfully hard-up’ , 5 9 7 -8 ;  
imprudence during boom, 6 2 9 -31 ; 
would be helped by Association, 599,
600, 6 16 -18 , response to, 6 23; insuf
ficient, 624 5 ; combination necessary, 
6 3 1 ; their financial problems solved by 
Lancashire Cotton Corporation, 634; 
J M K ’s address to, 601—6, 641

weavers, 601, 609, 6 1 5 - 1 6 ;  looms, 616, 636 
Cotton, raw

American, 5 7 8 ,5 8 2 ,5 8 3 ,5 8 6 ,5 8 8 -9 , 59 4 -7,
601, 609, 6 11 ,  6 15 , 627, 629, 7 15 , 7 2 7 ;

878

Egyptian, 550, 5 8 1, 629; Indian, 497, 
586, 588

Baldwin’s promises to Empire growers, 156  
consumption: in Germany, 2 1 7 ;  world, 

580 -2, 586, 6 15  
control schemes, 546, 550  
cotton bills, 253 , 7 15
prices and supplies, 92, 15 3 , 363, 383, 395, 

442, 4 4 7; in relation to finished goods, 
2 4 9 ,4 16 ; as class A, staple raw materials, 
427 3 1  passim; in India, 497; fall in 
price (1926), 554, 5 7 1 , 578, 5 8 4 -5 , 59 1, 
594, 6 15 , slow rise, 602, 6 1 1 ,  6 16  

Cotton textile industry (Lancashire)
proposal for Conference o f all sections on 

the state of the industry, 619^20, 624; 
terms o f reference, 6 2 0 -1 ;  a ‘ Cotton 
Parliament’ , 621

integration of branches included in Lanc
ashire Cotton Corporation plans, 636 

rival interests of different sections, 6 2 6 -7  
Cotton Yarn Association

origins, 592, 6 2 2 -3 ;  directors, 6 2 1, 632 
J M K ’s active interest in, 5 9 2 -3 , 6 0 6 -7; 

meets deputation in London, 593; 
articles and letters to newspapers on, 
59 3-6 0 1, 6 0 7 -9 ,6 0 9 -10 , 6 10 -14 , 6 2 2 -9 ;  
addresses meetings, 6 0 1-6 , 6 14 —21

A c ^ f i f i a h n n  l a u n r l ip H  f F p h n i a r v  fin n* ---------- -------------- ------------j  * ? "  t n
623, 6 32; meets difficulties, 610, 6 1 7 - 1 8 ,
624, 629; attempt at concordat fails, 625,
Afff • A-»-» A'» r

statistical achievements,610—1 1 ,6 2 3 -4 ,6 3 7  
Courtauld, Samuel, 807, 808-9

Courtaulds, textile manufacturers, 634  
Coutts, C. R. V ., 176
Coyajee, Professor Jahangir Coverjee, 

member, Royal Commission on Indian 
Currency and Finance, 1926, 480 

Credit
articles and speeches on: ‘ Is Credit 

Abundant ? ’ (The Nation and Athenaeum,
7 July 1923), 9 7 -8 ; ‘ Dual Method of 
Credit Control’ (from J M K ’s speech at 
League o f Nations Union conference on 
unemployment, 25 M arch 1924), 18 8 -9 0  

Bank of England the only possible instru
ment of management, 675, 7 5 2 ; price 
controlled through Bank rate, 97, 103, 
189, 235, 265, 340, 3 7 5 -6 , 4 4 7 ; control 
of volume, 354 , 79 8 -9 , by varying 
deposits for joint-stock banks, 189-90, 
765, by purchase o f securities, 340, 799 
regulation: for industry, 104, 447, 569; 
to avoid deflation or inflation, 1 1 7 ,  335,



INDEX

Credit (cont.)
to keep prices steady, 161 ; to tide over 
seasonal shortages o f cash, 89; to avoid 
cyclical unemployment, 362 
restriction of credit, 354 ; to deflate 
prices, 2 4 1 -2 ,  243, 4 3 2 -3 ,  445, 449-50, 
medicine too nasty to swallow, 426; after 
return to gold standard, 363, 369, 
subordinated to American credit system, 
3 4 1 -2 ,  3 4 4 -5 , 37 2 ; to reduce wages, 375, 
385, 4 17 , 803; to reverse adverse gold 
movement, 3 7 6 -7 ;  over-enhanced by 
return to parity, 39 0 -1 ; result seen in 
1928, 7 3 1 ,  771 2, prices but not costs 
deflated, 762

based on confidence, 3 5 -6  
cooperative credit for cotton industry, 600, 

606
Exports Credits Scheme, 405 
of foreign borrowers, 70; control to 

discourage foreign, but not home loans, 
266, 377, 810

Genoa scheme for international control, 

377
gold as criterion for regulation of credit, 

3 3 5 ; legal formulas linking note issues to 
gold, effect on credit, 7 4 4 -5 , 778, 780, 
854; in France, 181

gold standard party versus monetary re
formers, credit policy, 3 3 8 -4 2 , 346; 
both, a managed system, 340 

individual and national credit, 18 7 -8  
for industry and business, not price but 

volume important, 7 6 4 -5 , 798-9,
8 2 9 -3 1, 8 37-8

Inter-Allied credits, ended in 1919, 90 
Liberal (JM K ) policy on, 32 4 ; ‘ sensible’ 

approach, 447, 7 2 0 -1 ,  803 
as means of economising use of gold, 209 
post war inflation of, 153, deflation, 9 7 -8 ;  

in Germany, 11
in United States, 269, 289-90, 334  

Credit cycle, 159, 167, 184, 20 7-8 , 223, 243, 

335, 373
Credit-money, 339 -40 , 348 
Creditors and debtors: and changes in value 

of currency, 4 5 -9 , 74, in value of gold, 
176; in cotton industry, 6 3 2 -3 ;  prime 
borrowers, 851

debtor and creditor countries, 53, 176 ; 
U .K . as debtor, 835, in wartime, 
borrower and lender, 789-90  

see also under Allies
‘ C ritic’, writer of a letter to The Manchester 

Evening Chronicle, 636

Crook, W. M ., o f London, 542 
Crops

as base for standard value of money in 
India, 496-501 

movements, finance for, 89
...j. ll . ij  ^ _______.1 ,^
w i m u c u j  in  c A .| jc i ;i .a u u ii  u i  a id in g  m a u L c i  111

U .S ., 5 5 1 - 2
world wheat crops, 9 2 -3  

Crown, Czech monetary unit, 59—60 
Crown Colonies, 546 
Cuba: sugar restriction scheme, 550, 552  
Cuniiffe, Lord, formerly Governor of Bank of 

England
Chairman, Committee on Currency and 

Foreign Exchanges, 235 n 6; Report 
(1918), 101, 1 17 ,  2 35-6 , 239, 243; as 
basis for Currency Committee of 1924, 
238, 241, 244, 258, 262, 291 

Currency
articles on: ‘ Currency Policy and Unem

ployment’ (The Nation and Athenaeum, 
11 August 1923), 1 1 3 - 1 8 ;  ‘ The Comm
ittee on the Currency ’ (Economic Journal, 
June 1925), 3 7 1 - 8 ;  ‘ Comment on the 
Currency and Bank Notes Bill’ (The 
Nation and Athenaeum, 16 June 1928), 

753-4
Notes for a speech at the National 
Liberal Club on ‘ Currency Policy and 
Social Reform ’ (13  December 1923), 
158 -6 2

demand for, not dependent on price level, 
243 ; affected by use of cheques, 244 

in Germany: shortage of (1919), 11 ,  13, 
1 4 - 1 5 ,  2 1 - 3 ;  foreign, used as reserves, 
17, 4 2; suggested paper and gold as 
separate currencies, 4 1 - 3  

international, Marshall on, 16 2 -3  
management of, 163, 248; in history, 

338 -40 , 358, 492, debasement, 397; 
Indian, 4 9 3; danger of binding currency 
unit to gold, 3 4 1 - 2 ;  proposals for 
Currency Bill (JM K ) in 1925, 344; 
letters to The Times on, 34 4 -9 ; currency 
not self-regulating, 493 

stabilisation for European currencies: at 
pre-war gold parity vs current value, 
4 3-6 0  ; for sterling, see under Sterling ; for 
franc, see under Francs, foundations on 
which credit of a currency rests, 179 ; 
stable volume of, takes care of balance of 
trade, 3 0 -1  ; stability of currency and 
prices, 831

Currency and Bank of England Note Issues, 
Committee on, June 19 2 4 ,2 3 8 ,2 3 9 , 3 7 1 ;

8 7 9
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Currency and Bank o f England (com. )

Chairman, Austen Chamberlain, 239,
267, later Lord Bradbury, 37 1 n; 
Minutes o f Evidence, J M K  witness 
before, 239 -6 1

Report, 363, 365, 369, 3 7 1 -8 ,  395, 397 
discussions on amalgamation of note issues,

268, 269, 3 4 3 -4 , 3 7 1 ;  only Bank of 
England notes convertible under Gold 
Standard Act, 1925

see also Currency and Bank Notes Bill 
Currency and Bank Notes Bill (1928), 741, 

742, 750, 7 5 3 ; article on, ‘ Treasury and 
Bank Notes, Conditions o f Amalgama
tion: An Economist’s Criticism ’ ( The 
Times, 12  M ay 1928), 7 4 2 -9 ; correspon
dence on, with Chancellor o f Exchequer, 
7 4 9 -50 ; letter to The Times on debate in 
Commons (18  M ay 1928), 7 50 -2 , 7 5 3 ; 
comment on second reading (Nation and 
Athenaeum, 16 June 1928), 753 4 ; Bill 
passes unamended, 754 ; Currency and 
Bank Notes Act, 775, 776  

‘ Currency and Banking’ , chapter drafted by 
J M K  in Report of Liberal Industrial 
Inquiry, 731

Currency Note Redemption Account 245*
2 5 7 -8

Currency notes
aggregate, rules controlling, 2 4 0 -1, 245, 

259; problem of criterion for regulating, 
2 4 1-2 , 247; under Bank Notes Bill, 7 4 3 ; 
maximum iimit, 242-4 , 2 4 5-6 , 247,
2 5 4 -  5, 4 8 3; size of, 1928, 746

fiduciary issue (1923), 118 , 2 4 0 -1 ,2 4 4 ,4 8 3 ;
(April 1928), 743, 746, 7 50 -1  

in Germany, 2 0 -1 ,  33 
in India, 5 0 1-2 , 503, 505, 510, 518  
issue of additional notes for conversions,

2 5 5 -  8
notes not in circulation, 748-9  
profits on, 258, 7 50 -1  
relation to prices, 254, to reserves, 247, 

2 5 2 -3 , 741, 7 4 3-4 , 7 4 5 -6 , 775-8 0  
wartime issues of Bradbury note, 504-5  
see also Bank of England Notes 

Currency policy: in 1923, 236 n 7 ; discussions 
in 1925, reviewed in 1926, 5 5 2 -6 ; based 
on CunlifFe Report, return to gold at 
pre-war parity, 238, with deflation, 241 ; 
‘ transition period’ , until fixed exchange 
vs price stability determined, 242, 250 ; in 
Report o f Committee on Currency and 
Bank Notes Issues, 378 ; failure of 
Government foresight, 644 

Bank of England currency policy, 2 5 4 -5 ,

260, 5 8 5 ; mintage of gold for currency, 
2 5 1 , 2 54 ; the only instrument for wise 
management, 6 7 5 ; Labour plan for 
inquiry into, 753, 754  

currency policies on the Continent, 663 
Currency reform : objects of, 16 7 -8  ; monetary 

standard linked to articles of consump
tion, 161 ; notes for lecture on currency 
policy and social reform, 15 8 -6 2 ; an 
opportunity to experiment (1925), 
2 1 3 - 1 4 ,  new ideas in, 34 8-q , 3 6 1 ;  ideal 
currency, 338 , 3 5 1 ,  35 5 , in India, 496-9, 
501 ; not ‘ practical politics’ in July 1925, 
400; comments on Alfred Hoare’s paper, 
‘ The Bearing of Labour Unrest on the 
Path to be Taken to Sound Currency’ , 

354-6
Currie, Sir James, letter to The Nation and 

Athenaeum, 538, 539, 540 
Czechoslovakia, 58-60, 116 , 583

Daily Herald, The, 196 
Daily Mail, The 88, 103, 544; quoted on 

Malthusian pessimism, 136  
Daily Mail Trust, financial dealings, 19 4 -5 ,  

2 17
Daily Mirror, The, 196 
Daily Sketch, The, 194
Daimlers, engineers: training scheme for 

university apprentices, 656  
Dalton, Hugh, Labour M .P. : in discussion on 

national debt at Royal Economic Society,
367

Daniels, Professor G . W ., o f Manchester 
University: lecture on industrial combi
nations in relation to cotton industry, 
6 0 7-8 ; joint author o f paper on Lanca
shire Cotton Industry, discussed by 
Royal Statistical Society, 6 2 9 -31  

Dawes Report (1924), 253, 273, 370, 4 0 5 -6 ; 
Dawes receipts, 4 6 2 -3

Dawson, Geoffrey, editor of The Times: 
offered, and refuses, articles on return to 
gold, 416 , 4 1 7 - 1 9  

list o f letters, 862
Death duties, 676, 677, 6 8 2 -3 , 685, 687, 841, 

842, 8 51, 854; tables, 6 78 -9  
Debt: false analogy between personal and 

Government debt, 3 1 1 ,  368 
see also Loans, and under Allies; Default; 

United Kingdom
Default, on foreign loans, 2 7 7 -8 , 323,

331-3 
Deflation

Bank o f England’s policy of, 9 7 -8 , 7 7 1 , 8 31, 
81a
”  J T
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Deflation (com.)

current policy (19 2 2 -3 )  disastrous to 
employment, 1 1 4 —15, 116 , 1 1 8 , 1 2 1 ,  153, 
186; recommended in Cunliffe Report,
117 , 241 ; Baldwin claims policy reversed
/ 7  ï 'î  o 4 1 0 4 0  • r la i m  n n f fu lfillt* ’ *,ul
336, 343

in Europe (1926), 663; deflationary policy
n f  o a n t e n l  I v i  rx L- r  < s A i >
u i v v i iu a i  ^ w ,

effects of falling prices, 242, 270, 354 ; 
slump prolonged by, 220; shortage of
1_____:________ ______ (.iiumt iiivçMiiicm^,

in Germany (1922), 14, 38, 40; in
Czechoslovakia, 59-60 ; after Napoleonic 
wars, 339

J M K  neither a congenital deflationist nor 
an inflationist, 192, 420, 423 

remedies: stabilisation of price level rather 
than exchanges, 1 1 8 ;  credit control, 245; 
embargo on export o f gold, 3 5 5 -6 , or on 
foreign loans, 359

and return to gold at par, 2 1 2 ,2 4 1 ,3 5 3 ,3 6 3 ,  
364, 366, 384, 553, 762 

Treasury deflationary action, 85; a reason 
against paying off national debt, 845, or 
imposing capital levy, 853 4 

dégringolade, 178  
Demand

adjustment of output to, 7 2 7 -8  
for books, 665, 670 
for British exports, 408 
for cotton goods, decline in, 595, 598, 602, 

610, 624
elasticity of, and prices, 557, 558, 8 14 ; of 

world demand, 133  
for gold, 175
for investment, 8 10 ; for gilt-edged securi

ties, 3 1 1 ,  843, 845 
for labour, 410 , 806
no demand from foreign investments, 721 
postponed, in anticipation of falling prices, 

116
for raw materials, 5 4 7 -8 ; American, 123  
see also Supply 

Democracy, 638, 648 
Denmark, 201 
Depreciation

o f assets and plant, 30 3-4 , 630, 683 
of currency: in post-war Europe, 4, 13, 

4 8-9 , 62, 3 2 3 ; in Germany, 13 - 1 6 ,  24; 
France and Italy, 4 4 -5 1  passim, 399; the 
franc (1926), 4 59 -6 0 ; of sterling, during 
Napoleonic wars and World War I, 61 
determines difference between real and 
money rate o f interest, 7 ; not caused by 
adverse balance of trade, to -i  : and Bank

rate, 10 1; as a result of rapid deflation, 
2 6 3-4
protection against imports from coun
tries of, 148; Gold Standard Bill no help 
against, 366

ftf ^vc'K'intTü fVimi 1 rrk imnrnrlnrfi\,,/‘ fr»i*Airrnv/l LlllUU^II Ul ipiUUUVll  IV IVI Vi^ll

loans, 224, 2 27-8  
of gold, 346, 353
nT nfrr* rtci/'l/e m t n fa
u i  n i v L V J i a i i i a  a i u c n a ,  j w

of silver, 489-90, 5 1 7 - 1 8  
Depression, atmosphere of, during general 

strike, 530, 544 
Depressions

Commission on Depression of Trade 
{1886), 320; depression of 1908-9, 127,

131
cyclical, 392, 727
financial factors, 184-6, 207; cheap money 

during, 8, 81, 19 2 -3 ;  depressing in
fluence of prospective fall of prices, 64-8, 
263, of deflating prices and not costs, 
762, 764; Bank of England mistaken 
policy, 100, 405, 445, 4 4 9 -5 °;  not 
affected by taxation, 677, 682 

foreign investment, depressing effect on 
exchange, 200, on international trade, 
721 ; shortage of home investments, 226 

signs of post-war depression ending 
(December 1923), 15 3 ; effect of rise in 
sterling exchange on export industries 
(19 25-6 ), 386, 4 30 -1

Three schools o f thought on: the 'sensible" 
school, 4 4 5-6

See also Booms; Credit cycle; Slumps 
Devaluation

lectures on, to Institute of Bankers: (29 
November 1922), 4 3-6 0 ; (5 December 
1922), applied to sterling, 60-75  

as an alternative to capital levy, 48-9 , 62 
Devastated areas, 2 2 0 -1  
Dewsbury, 144  
Diamonds, 54 7-8  
Diffusion, principle of, 4 40 -1  
Diminishing returns, 125, 128 ; Malthusian 

pessimism, 13 6 -7  
Disarmament, 2, 690, 816, 8 18 -19  
Distressed areas, 736  
Distribution

of capital and labour between industries,

545
of national wealth, 47, 676, 689, 839, 840
retail, 39, 393, 685; in book trade, 667
of share-holding in combines, 642, 645
of taxation, 682
wholesale, 685
see also under Gold
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Dixon, H., Chairman, organising committee 

of the Cotton Yarn Association, 609 
Docks, see Ports 
Dole, see under Unemployment 
Dollar-sterling exchange, 8 7-8 , 9 0 -1 , 241 

exchange rate in 1920, 400; rise o f sterling, 
1 9 2 2 -3 ,6 4 ,7 8 ,3 7 3  ; fall, M a y-Ju ly  1923, 
82, 10 1 -3 ,  236; outlook for reaching 
parity without deflation, 19 24 -2 5, 
2 1 2 - 1 3 ,  2^6, 270, 272, 336, 356 ; rise of 
sterling with Conservative Government, 
October 1924, 33 3 , 334, 4 25 ; rate of 
exchange between London and New  
York under gold standard, 7 1 2 - 1 4  

the barometer of national prosperity, 236—7 
forward and spot exchange, 337, 38 0 -1  
imprudence of early return to pre-war 

parity, 6 1 -9 ;  bankers’ problems in 
‘ levelling’ sterling, 73 

rate of discount in London and New York, 
effect on exchange, 379 -8 2, 390 

stability of price level versus improvement 
of dollar-exchange, Treasury and Bank 
of England policy, 118 , 2 1 1 ,  3 3 6 -7 , 392, 

445-6
trade, effect o f overvalued sterling, 346, 

3 5 5 -6 , 37 4 -5 , 387, 399, 424, 4 3 1 , 555  
Dollars, 45, 175, 233  

as assets in Germany, 16 
gold standard a dollar standard, 160 
purchased by Treasury to meet American 

debt, 10 1, 253, 265, 555 
table of dollar parity (for currencies other 

than sterling), 5 5 -7 ,  90 -1  
Dominions, British, 2, 269, 384; loans to, 278, 

281, 288; sales of securities, 708 
Doumer, Paul, 463 
Dover, 544
Dumping, 148, 150, 1 5 1 ;  o f short money on 

London, 2 5 1 -2 ,  271 
Dungi, 161
Dutch East Indies, 550

Ecclesiastical Commissioners, 695 
Economic Consequences of M r Churchill, The, 

419, 432, 7 6 1 ;  publication by Hogarth 
Press, July 1925, 4 17 , 418 , 420; reply to 
criticism from Strakosch, 4 2 1 -3 ,  from 
Bradbury, 4 2 5 -7

Economic Consequences of the Peace, The, 119 , 
120, 126, 128, 13 9 -4 1

Economic General Staff, proposal for, 56 7-8 , 
731 n 4

Economic Journal, The, 126, 138, 378, 766; 
J M K  as editor, 480

December 1923, ‘ A  Reply to Sir William  
Beveridge’ , 119 , 12 1 ,  1 2 5 - 3 7  

June 1924, discussion on Monetary 
Reform, J M K ’s speech, 2 0 6 -14  

June 19 25, discussion on the National 
Debt, J M K ’s speech, 3 6 7 -8 ;  ‘ The  
Committee on the Currency’ , 3 7 1 - 8  

June 1927, ‘ The Colwyn Report on 
National Debt and Taxation’ , 6 75 -9 4  

December 1927, ‘ T h e British Balance of 
Trade, 1 9 2 5 - 2 7 ’, 703, 7 0 4 -22  

M arch 1928, ‘ Note on the British Balance 
of T ra d e ’ , 7 2 2 -3

June 1928, on the Currency Bill, 752  n 6 
September 1928, ‘ The French Stabilisation 

L a w ’, 7 55 -6 0
Economic orders: Professor Commons’ three 

epochs, 4 38 -9  
Economic Review, The, 91 
Economica: ‘ M r Keynes’ Evidence for Over

population’ (Beveridge, February 1924), 
comments on, 13 8 -4 2  

Economics
economic theories illustrated from Berlin 

visit of 1922, 6ff.
modern economic thought, 8 17 , 820;

scientific economics, 697, 726  
orthodox text-book theory, 395, 397, 

439-40 , 607; Treasury dogma, 809, 
820

see also under Politics
‘ Economist ’, writer o f letter to The Nation 

and Athenaeum, 369 
Economist, The, 3 5 1 ,  749

articles on distribution o f National Debt, 
216, o f shareholding in combines, 642 

‘ gentle critic’ of J M K , 104, 105, 106 
letters to Editor, 202, 370, 7 6 7 -8 ; corres

pondence on Free Trade and Protection, 
800-3

Economists. 61 e. 6no_ -72c m i-----------------------------------, ------j ,  - / JS I JJ

Agenda and non-Agenda, their task to 
distinguish, 568

‘ a l w a v c  H if f ip r1 t e n 1 a crrp p  n n  f a v  c v c t p m
------------ J  -------------- -- > J  J ' f  1 - o *  ~ ~  ~  j

676, 677, on national development 
schemes as cure for unemployment, 765,
ftnrt S r i

and free trade, 1 1 7 ,  158  
new ideas on monetary theory, 19 3, 2 0 7 -8 ;  

still lacking ‘ sharp weapons of analysis’ , 
721

J M K  ‘ an impenitent economist’ , 344  
Economy

economy campaign, 674, 699, 762  
Liberals and Economy, 699

882
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Economy (com.)

‘ Notes on Econom y’ : I {30 April 1927), 
6 7 1 -2 ,  II (22 M ay 1927), 6 7 2 -5  

scandals of, 686 
Edinburgh, 664

lectures: to Young Scots Society (1923), 
15 8 ; to Chamber of Commerce and 
Manufactures (1926), 3 2 7 -8  

Education, 3 13 ,  665, 677 
academic opinion in India 
Liberal policy on, 4, 646, 698, 699, 700, 

824; continuation schools, 7 3 3 -4  
and M r Snowdon’s budget of 1924, 216  
priority over relief for super-tax payers, 702 
training for Labour, 646-7, for bank 

officials, 724, 7 2 5 -6
University education for business, 649-61 
see also Liberal Summer Schools 

Efficiency
of Bank rate for liquidating foreign loans, 

7 1 7 - 1 8
of Civil Service, 6 7 3 -4  i of Somerset House, 

676, 702
in free trade theory, 147  
and manufacturing costs, 134, 7 7 1 -2 ,  834; 

of British manufacturers, 554, their 
inefficiency, 597, 644, 652, 794 

in production and marketing, 658; in 
concentration of production, 6 1 2 - 1 3 ,  
628

through rationalisation, 579, 76 3; aim of 
Cotton Yarn Association, 600, 608 

transition to an economically efficient 
society, 638-48

unit of maximum efficiency, 7 2 7 -8  
wages, 8 3 3 -4  
also mentioned, 68, 616  

Egypt
cotton, 550, 581, 629
currency: metallic standard, 338 ; paper, 

489
default on loans, 277, 323  
also mentioned, 167, 269 

Eight-hour day: proposed for coal industry, 
5 3 3 ; ruled out, 5 3 5 ; Bill introduced, 
556 -9 , 5 6 0 -3 ; system established, 578

F . l p r t r i r i f v  ----- -- — ;

capital enterprise in, 223, 286, 765, 805, 
810, abroad, 224 ; pre-war investment in, 
276

electrical engineering, 442 
Electoral system, 3 2 5 -6  
Ellinger, Barnard, paper on ‘ Lancashire’s 

Declining Trade with China’ , 625, 631 
Emigration, 123

883

Employment
and bank rate, 265, 39 1, 449; ‘ bad’, but 

bank rate raised, (July 1923), 10 0 -1 ,10 4 ,  
pre-war, 235, (1929), 796, 803 

effects on, o f deflation, 116 , 263, 270 
diverted, 823, 830, 831 
and Eight-Hour Bill, 5 5 6 -7  
full, 4 13 , 446, 764, 8 13 , 823 
indirect, 8 2 2 -3 , 827, 828-9, ®34  
‘ infectious health ', 8 26 -7  
in relation to population, 7 8 -9 , 569 
and protection, 15 1
return to gold at par disastrous to, 342,36 0 , 

556
stimulated equally by foreign and home 

investment, 283, 319 , 328, 8 2 1, by 
private or public capital development, 
8 32 -4

and wage level, 78 -9
‘ Does Employment Need a Drastic 

Rem edy?’ (M ay 1924), 2 19 -2 3  
see also Unemployment 

England
articles and lectures on: ‘ The Economic 

Position of England’ (1925), 4 3 4 -7 ;  
‘ The Economic Transition in England 
(1925), 4 3 8 -4 2 ; lecture on the theory of 
foreign investment in relation to the 
present state o f England (Geneva, July  
1929), 828

comparative wages in terms of dollars and 
gold, 3 5 1 - 3

experiments in joint state and private 
enterprise, 645

finance : correct theory o f gold reserves, 34, 
but see 494, 5 19 ; flow o f gold into, 248; 
investment losses on Trustee stocks, 298 ; 
war finance, 19th and 20th century, 

339-40
‘ Free-trade England’, 154  
an 'old industrial country’ , 148, 440 
overpopulation?, 137 , 138  
see also British; Great Britain; United 

Kingdom
Englishmen, 144, 276 ; ownership of rubber,

403
English-speaking world, 670 
Enterprise, 85, 3 1 1 - 1 2 ,  5 4 5 ; a medley of 

public and private concern, 645, 6 95-8  
French, 2 20 -1
private: discouraged by rise in Bank rate, 

too, 104; failure to cope with unemploy
ment, 1 1 3 ,  224 ; must be set in motion 
by public action, 2 2 1 -2 ,  223, 3 2 2 ; 
checked and threatened’ , 229, 32 2 ;
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Enterprise (cont.)
Trade Facilities Act useless, 2 3 1 - 2 ;  in 
coal-mines, 528 , taxation and, 846 

see also under Capital 
Entrepreneurs

and changes in value of money, 18 4 -5 ;  
depreciation a benefit to, 49; under 
regime of money-control, 159 ; in war 
finance, 785, 788 

Government as, 810  
see also Businessmen 

Equation of exchange, 12 0 -1  
Equilibrium

in balance o f trade, 31  
in coal trade, between output, prices and 

wages, 537
with our environment, 833  
of exchange, 57 ; disequilibrium, see under 

Exchange
fiscal, in France, 179, and in England, 460
international, and wages, 837
between population and means of existence,

833
and restoring sterling parity, 62, 6 5 -7  
of sheltered and unsheltered prices, 6 6 3 -4  

‘ Essays on Money and the Exchanges’ , first 
proposed title for Tract on Monetary 
Reform, 76

Eton College, JM K  at, 162
Eugenists, 136
Europe

crops, 9 2 -3 , 12 9 -30
economic and political instability, 65, 98, 

1 15 ,  123, 153, 220; bank reserves
ovKo 1 irtp/4 t An • on r mnnott • rto_CAimuaLS-u1 1 \j j , u m i iiiujivjry v»v—
predation, 298, 401

overpopulation, 120, 125, 137 , 139 -4 0 , 141
VdldSli ItLUliail Û UUIl

Surtax is Bad Finance’ (22 November 
1927), 7 0 1 - 3 ;  ‘ How to Organise a Wave 
of Prosperity’ (31 Ju ly  1928), 7 6 1 -6 ,  
correspondence on, 7 6 6 -8 ; ‘ M r Lloyd  
George’s Pledge’ (19  M arch 1929), 
8 0 4-8; controversy with Sir Lam ing 
Worthington-Evans (April 1929), 
8 0 8 -16 , ‘ A  Cure for Unemployment ’ ( 19 
April), 8 0 8 -12 , letters to Editor (30 
April), 8 1 2 - 1 4 ,  (7 M ay), 8 1 4 - 1 6  

Excess profits duty, 6 8 7 ,7 8 7 ,7 9 0 ; ‘ Objections 
to taxation of excess profits’ , 788 

Exchange
articles on: ‘ The Foreign Exchanges and 

the Seasons '(The Nation and Athenaeum, 
19 M ay 1923), 8 7 - 9 1 ;  ‘ T h e  Arithmetic 
of the Sterling Exchange’ (The Nation 
and Athenaeum, 13  June 1925), 3 7 9 -8 1  

Bank-rate policy, centred on, 2 3 4 -6 , 265-6 ,

345
equilibrium: no automatic mechanism, 5 7; 

three remedies for disequilibrium bet
ween internal prices and exchange, 385, 
39 7 -8 , 402, 408, 4 1 1 - 1 2 ;  adjustment of 
exchange preferable, 35 6 ; prevented by 
return to gold at par, 422  

exchange deterrent versus interest incentive, 
38 0 -2, 7 1 3 - 1 5

exchange policy for India, 50 8-9  
fixed versus fluctuating: for Germany, 

3 8 -4 1  ; advantages o f stabilised exchange, 
3 7 - 8 ,4 0 - 1 ,  for seasonal needs, 5 2 -7 ,  73, 
8 9 -9 1 ; advantages o f fluctuating, 39 7 ; 
stabilised prices versus fixed exchange,

- AL A tn a iig i , a u -

vised for France, 56, 4 55, 456, 564; 
Allied exchanges unpegged in 19 19 , 5 5 ;

__rtUU uuuiiparaiiVc
schemes, 634

U .K . and: military commitments in, 2; loss 
of markets, 3» soo; flight from sterling, 
269

U .S., seasonal debts to, 572
wages, 38 7 -8

European Currency and Finance (U .S ., 1925), 
including article by J M K  ‘ The United 
States and G old’ , 289 n 2, 370  

Evening Standard, The, Lord Beaverbrook’s 
paper, 416, 7 6 9 -70 ; publishes three 
articles on ‘ Unemployment and Mon
etary Policy’ (22, 23, 24 July 1925, 
expanded into The Economic Consequen
ces of Mr Churchill), 4 1 6 - 1 7 ,  4 ^ ,  42 1 > 
762

other articles and letters: ‘ W hy Labour’s

884

effects on price adjustments, 7 5 -6 , 345
free foreign market in, 39
German : rate of exchange for exports and 

for imports, 2 6 -7  ; and balance of trade, 
3 1 ;  plan of the four experts, no 
regulations, fixed exchange, 3 7 - 9 ;  a 
stabilising policy, 41 ; of the three 
experts, no fixed rate, a supportive 
policy, 4 1 ;  speculation in, see under 
Speculation

movements of sterling exchange: fluctua
tions between American and (19 20 -4 ), 
400, 4 2 2 - 3 ;  effect on, o f excessive 
foreign payments, 2 3 6 -7 , 2 8 3 -4 , 3 2 8 -9 ;  
down to its true economic level (June 
1924)» 236, 355,4 2 2 , below parity (July), 
240; in disequilibrium (March 1925),
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Exchange (cont.)

355, 4 22 ; exchange adjustment impos
sible under gold standard, 422  

rise or fall, effect on export trade, 200, 236, 
2 6 3-4 , 283, 353, 3 5 5 -6 , 359- 6o, 363,

. „ a „ „ , „ „  — .

spot and forward, 1 0 ,3 8 - 9 ,2 6 1 ,3 3 7 ,3 8 0 - 1 ,  
7 1 3 - 1 4 ;  forward, insurance against 
losses, ‘ swap rate’ , 7 1 3  15 ;  forward 
foreign exchange purchased by Bank of 
France, 759

support for exchange: in France, 18 1, 2 33 ;
U .K ., 424, 4 2 6 -7 , 834  

theory of exchanges, or purchasing-power- 
parity, 8 7-8 , 36 4 -5 , 384 

see also Dollar-sterling exchange; Franc 
exchange 

Exchequer, 685
Exchequer Bonds, 204 

Expansion
and contraction of trade and industry, 150, 

1 5 1 - 2 ,  3 1 0 - n ,  6 4 2 -3 , 7 4 7 ; of cotton, 
584, 6 18 ; of purchasing power, 191 

of credit, 18 9 -9 2, 798, for new productive 
investment, 7 2 1 , 767

gold requirements for world economic 
expansion, 7 77 -8 0  

of money, 16 0 -1 , 377  
of Trustee investments, 844 

Expectation
based on stability, 159, 160 
and exchange losses, 7 13  
of price changes, 18 4 -6 , 19 0 -1 , 243 
of return to gold standard, effect on 

employment, 389-90  
and speculation, 114  

Experiments
‘ A case for experiment’, 1 9 1 - 3  
in control of credit cycle, 208 
and the Labour Party, 327  
by the Lancashire Cotton Corporation,
632

Leninism as an experimental technique, 
4 4 1-2

in national capital developments, 223, 229; 
partnerships between state and private 
enterprise, 645

in political broadcasting, 4 7 5 -6  
in stabilising price instead of exchange, 2 13  

Experts, 7 2 5 -6 , 826
Committee of, on French Finance (May 

1926), 56 3; Report, 564-6  
and German post-war currency problems: 

Berlin discussions (1922), two plans, 
3 7 -4 3  ; two Committees appointed under

885

auspices of Reparations Commission 
(December 1923), 181 0 4 ,  Report, 
181

on Gold Delegation (1929), 775  
Treasury experts and their White Paper,

Q-va Q --* -■*__1

Export Credits scheme, 405 
Export duties, 500, 547, 548
1?____ _ j ______
E iA p U i l  U lU U b L im

and foreign loans, 7 1 - 2 ,  2 27 -8  
exchange problems, 123, 35 0 -4 ,4 0 9 ; effect 

on, o f return to gold, 3 9 0 - i, 39 3—9 ,4 0 8 ; 
harmed by protective measures, 406 

transfer of labour from, to home industries, 
404, 410 , 4 1 1 - 1 2 ,  434  

see also Industry 
Exports

American, 4 15 , 551 
Chinese, 487 
German, 220, 740 
Indian, 5 14
prices: sensitivity o f exportable commod

ities to world prices, 2 1 - 2 ,  36 3-4 , 365, 
3 8 3 0 4 ;  effect on, of restoring depreciated 
currency to par, 58, 263, 385 

Exports, British
decline in staple exports: (1923), 12 3 ;  

(1924), 38 7 ; (1925), 4 0 9 -10 ; (1926), 595; 
(1927), 663, 7 18 , 7 19 ; (1928), 761 

elasticity o f demand for, 284 
and foreign loans, 200, 202, 2 2 7 -8 , 2 8 3-4 ,  

32 8 -9 , 355, 359, 823, 844; relation of 
exports of capital to exports of com
modities, 409, 800-3, 807 

and a managed currency, 346; effects on, of 
bank rate, 376, 8 0 1-3  

return to gold at pre-war par, disastrous 
effects of, 35 3 , 359, 386, 3 9 0 - ',  4 35 -6 , 
538, 6 6 3-4 , 7 4 ° j  difficulties due to rise 
of exchange, 350, 353, 3 5 5 -6 , 359-60, 
399, 4 0 0 -1, 414 .

shift of labour out of export industries, 
40 9 -10 , 4 1 1 - 1 2, 434

see also Imports and Exports; and under 
Coal; Cotton; Iron and steel 

Express, The, 4 17

Factories, 149, 807
Factors o f production, 393, 823
Famine, 136
Farmers

American, 342, 5 5 1 - 2  
British, 93 ; depression, 730 ; farming by the 

New Tow n Trust, 96 
Indian cultivators, 4 96 -7, 5 15 ,  5 17
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Farmers (cont.)
of the iron-age, 841 ; o f the third economic 

epoch, 438

problem of agricultural and manufacturing 
prices, 274

seasonal nature o f farm products, 1 1 2 - 1 4  
see also Agriculture; Crops; Wheat 

Farrer, Gaspard, banker: member, Commit
tee on the Currency and Bank o f England 
Note Issues, 1924, 238, 239, 259-60, 3 7 1  

Fascism, 439
Fay, C. R., Professor o f Economics at 

University of Toronto, 14 2 -3  
list of letters, 862

Federal Reserve Banks, 2 7 1 ,  482; gold 
reserves, 164, 166, 779 ; gold losses, 748 

New York Federal Reserve Bank, 426, 449; 
bank rate, 33 3 , 336, and London rates, 
7 1 1 - 1 5 ;  Bulletin, 3 5 1 ,  388, 406, 7 1 1 ,
715

Federal Reserve Board, 3 3 4 ,3 3 6 , 507; relation 
to Treasury, 505

Bank rates, 796; cheap money policy, 7 2 0 -1  
relations with Bank o f England, 799; on 

dollar-sterling exchange, 2 1 1 ,  2 1 2 - 1 3 ,  
356 ; borrowing powers, 379 ; help on 
seasonal difficulties, 572  

statistics: prices, 13 4 -5 , 349. 3&3. 364; 
foreign assets of central banks, 7 16 ; gold 
stocks, 752  n 6

Federal Reserve System, 2 5 1 , 339 , 3 4 1, 634;
gold reserves, 166, 760 

Federation o f British Industries, The, 262, 
442, 4 4 5-6 , 447

V f  « n n l i o r t o p  ü  r n n ^ K  c n û o n l v  t r .  (  1  r  ^  n  t a  o  rIViailklIVSLVl jpvwu lu  ̂I ̂  VrWLUUbl

1925). 442-7
Federation of Master Cotton Spinners, 6 14 ,

a-»-. -Q-\j£.4) kjnun- 1 uiiç j u j ,
590, 59 6 -7, 600; General Committee, 
meeting with J M K  (19  November 1926), 
5°5“ui 5° h  500-y, ui 5> 3 ’ «*u«uiuuiiï>

short-time, 593 ; forms Committee with 
Yarn Association, 624—5

finance
external and internal, in exchange policy, 58 
financial editors, 4 55-6 0 . .See also City 

Editors
financial equilibrium, 424  
international finance, 89—91 ; centres of, 

714 , 7 2 1 - 2 ;  freedom of finance in 
London, 7 2 -3 . .See also London; New  
York

‘ national finance’, 1 - 5 ;  banking and 
national policy on, 18 7 -8  

as a preventive of war, 794—5 
sound, 2 15 , 3 1 1 ,  398; o f the 'sensible

886

school’ , 446; sound and unsound policy 
on windfall profits, 786; unsound finance 
o f cotton industry, 5 9 1 -2 ,  5 9 7 -8 , 601, 
603-6, 621, sound reform proposals, 
6 3 2 -6 ; so-called ‘ sound’ finance, 766, 
‘ orthodox financial traditions’, 2 15 , 3 15 ,  
788, or ‘ conservative', 528  

and unemployment: operation o f financial 
factor, 182, 1 8 3 -6 ;  due to misguided 
Government finance, 4 4 2 -3  ; finance for 
revival of trade, 56 9-70 , 576, 577 , for 
Liberal plan, 8 1 4 - 1 5 ,  8 2 1 - 3 ,  8 2 8 -3 2  

‘ Finance and Investment’ , weekly columns in 
The Nation and Athenaeum by J M K , see 
under Nation and Athenaeum 

Finance Bill, 1924, 267; Finance Act, 1927, 
702

Financial Commission at Genoa, see Genoa 
Conference

Financial News, The, 4 2 1 , 4 32
‘ Our Monetary Policy’ ( JM K , 18 August 

1925), 425-7
Financial Times, The, 194, 196  
Financiers, 6 97; British, 6 5 ; French, 3 6 1 ;  

international, 36
Fisher, Irving, 46, 74 ; quantity theory, 1 1  

Appreciation and Interest, 1896, 6 -7  
‘ flight from the pound’ (19 23), 202

flight from the franc, see under Francs, from 
the mark, see under Marks 

Floating debt, 3 0 8 - 1 1 ;  funds, 262; inter
national balances, 7 1 2 - 1 8  

Fluidity, in orthodox economics, 440 
Food

r > f \ C t  in  1*
v o j i  u i ,  i n  u j  i L t i i i i  . p i v -  A i i u  p u s t - w t n ,

6 6 -7  ; and cost of living, 394 ,4 98 , as class 
B in price sensitiveness, 4 2 7 -3 2 , 434

impuiw, I j l - j , 249,
effect on, o f restoration of gold standard, 
3 8 9 ,4 0 0 ,4 1 4 ,4 1 5

T l l i C V  ______________ I _  C  l _______ L I . *  l L  „j i v i i v  auLLiscu 01 g a m m in g  vvun m e

people’s food’, 8 1 3 - 1 4  
meals for schoolchildren, 851 
national diets, 407
and population, the Malthusian problem, 

120, 125 , 13 7 ;  changing ratio of real 
interchange between manufacture 1 pro
ducts and food, 1 2 5 -3 5 ,  T38, 140,

154
in post-war Berlin, 2 2 - 3 ;  J M K  s role in 

Armistice negotiations on food for 
Germany, 3 5 ;  consumption of rye, 
potatotes and meat, 2 17  

rate o f profit on, 685 
see also Bread; cereals 

Ford Motor Company of England, 797
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Foreign balances, 246, 269, 359, 721  
floating, S3, 89 
French, 710 , 747, 777  
German, 28
in London, 555, 5 7 1 , 748 ; in and out of 

London or New York, 70 9 -14 , 7 4 7 -8 ;  
American, 449, 709 

as reserves, 291, 5 1 4 - 1 5 ,  7 7 5 -7  
Foreign exchange, see Exchange 
Foreign investment

articles and talks on: ‘ Foreign Investment 
and National Advantage’ (The Nation 
and Athenaeum, 9 August 1924), 2 7 5 -8 4 ;
‘ Home versus F oreign I n vestment ’ (Man
chester Guardian Commercial, 21 August 
1924), 2 8 5 -8 ; ‘ Defaults by Foreign 
Governments’ ( The Nation and Athe
naeum, 18 October 1924), 3 2 3 ; ‘ Some 
Tests for Loans to Foreign and Colonial 
Governments’ ( The Nation and Athe
naeum, 17  January 1925), 3 2 7 - 3 3 ;
‘ . Should the Embargo on Foreign 
Loans be Reimposed ? ’ ( The Nation and 
Athenaeum, 23 October 1926), 5 6 8 -7 4 ;  
‘ Note on Loan Em bargo’ ( The Nation 
and Athenaeum, 13  November 1926),
574; ‘ The Theory of Foreign Invest
ment’, Lectures given at the School of 
International Studies, Geneva (July 
1929), 828

and bank rate, 2 5 3 -4 , 797-8» 8 35 -8  
in balance of payments, 4 3 2 -3 , 5 70 -2, 704, 

7 0 5 -8 ,7 9 8  ; net foreign investment, 709,
7 19 , 8 35-6

barometer of, dollar-sterling exchange, 
2 36 -7 , 266, 7 1 2 - 1 3

criteria for, 3 3 0 -1  ; Grand Trunk of Canada 
a warning against, 98-9  

and the debt to America, 6 9 -73, 236, 370  
defaults on, 277, 323, 3 3 1 - 2  
distinguished from foreign loans. 822o - - —------------------------"P ” -----------------» " v*

embargo on, 3 5 5 -6 , 359, 3 9 0 -1, 392, 426,
433, 4 3 7 ; removal, 398; case for restor
ing. c n 'l—A-----O 1 J  t  — T

effects on employment, 72, 2 2 7 -8 , 2 8 3-4 ,
7 2 1 , 8 1 1  ; on exports, 7 1 ,  200, 202, 376,
Jin/v--»

J

foreign investment in British securities, 
708-9

versus home investment, 2 75 -8 4 , 353, 
5 7 2 -3 , 8 19 ; diversion to home, 223, 237, 
4 3 3 -4 , 569, 8 1 1 ,  821, 823, 829, 8 31, 834,
844; the right balance, 798 

income from ( 19 13 -19 2 7 ) ,  723  
new issues for investment abroad (1924),

683, ( 19 2 5 -2 7 ) , 718 , 722, ( 19 13 -2 7 ) ,  723

887

an outlet for liquid capital from paying off 
National Debt, 224, 297, 3 12 , 316 , 
8 4 3-4

Foreign languages, 6 54-5  
Foreign Office, 672
Foreign policy, 5, 144, 444; commitments 

abroad, 2; French, 168 
Foreign Secretary (Sir Austen Chamberlain), 

337. 371 n. 818  
Foreign trade, see T  rade 
Foreign valuta, see valuta 
Franc exchange

bears of the franc, 234, 459  
fall of, in 1924, 233, 236; collapse (October 

19 25-Ju ly  1926), 710, flight from the 
franc, 708, 710 , 740; situation in January 
1926, 455 ffi, 40off. ; decision to peg 
(1926), 564, 567

fluctuations: due to Reparation Confer
ences, 88; seasonal, 55, 56, 89; percent
age of dollar parity, 19 19 -2 3 , 90 

stabilisation: advantages of, 5 6 -7 , 234, 
456-8 , 4 6 4 -5 ; French opinion, 457—60; 
support for, 424, gold reserves not used, 
455, 564, 5 6 5-6 ; right figure for (1926), 
740; gold value fixed for (1928), 7 5 5 ;  
Stabilisation Law  (June 1928), 755-6 0 , 
775, effect on world gold supplies, 776 -8  
passim 

France
book production and sales, 6 70 -1  
Budgets, problem of internal debt: (1922), 

47» 4 9 -5 L  17 8 -9 ; (1926), 4 5 7-9 , 4 6 1 -3 ,  
Experts’ Report, 56 4 -5 , three plans, 

565-7
Caisse Autonome, 758  
Chamber of Commerce, 757  
chamber of Deputies, and financial 

measures, 457, 462, 56 3-4 , 565 ; amend
ments to Stabilisation Law , 757 , 759 ; 
Finance Committee, 463 

contraceptives, ban on, 136  
cost of living, 4 0 1; in terms of gold, 352, 

a88_ 66aJ-----7 ------J

cotton industry, 58 0 -1, 583 
Currency Office, 7 5 6 -7
rlphti; fn Allipc en e6 e n t k l  tn TI K e66------- *------—? j-y j- j)  (»j 1 ”  —-------» J ■

854. See also under Bank o f France 
depreciation, 4, 48, 5 1 , 3 2 3 ; inflation, 4 11 .

See also Franc exchange; Francs 
Finance, Minister of, 455, 463, 756, 757  
foreign assets, 2 3 3 ; balances, 710 , 747, 7 7 7 ; 

investments, 275, 5 6 4 -5 ; loans
(19 0 0 -19 14), 277, to pay off internal 
debt, 56 5-6

foreign policy, 168, 1 7 1 - 2
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France (cont.)

French language for English businessmen, 
655

at Genoa Conference,attitude towardsdeva- 
luation, 45, 51

gold: stocks, 175 , 2 9 1, 4 5 7 -8 , 7 52  n 6, 755, 
759i 777 , 7 79 -8 o ; gold value of paper 
currency, 201 ; gold points, 2 5 1  ; gold cost 
o f living, 365, 384, wages, 554 ; French 
view of, 459-60, 7 5 5 ; return to gold 
standard under Stabilisation Law , 1928, 
755-00

imports and exports to U .K ., 1 5 3 -4  
iron and steel, 4 0 1-2  
as member of Latin Union, 5 17  
military power, 444; occupation of Ruhr, 

8 9 ,9 2 ;  trouble-peace of Europe’ , 181 
Press, 460; ‘ The French Press and Russia’ 

(February 1924), 16 8 -7 2 ; French news
papers on J M K ’s proposals for the franc, 

457-9
prices, 35 3 , 432, 460; seasonal, 89 
reconstruction: loans for, 50; achievement, 

2 20 -1
taxation, 5 0 -1 ,  4 5 5-6  
Treasury, 177, 179-80, 233, 457, 564; 

under Stabilisation Law , 7 5 7 -8 ;  Central 
T  reasury F u n d ,7 5 7 ;T  reasury Bonds, 758  

wages, 3 5 1 - 2 ,  388, 401, 435, 554 ; working 
hours, 406, 4 1 0 - 1 1  

wheat production, 92, 129  
see also Franc exchange; Francs; French 

Franco-German potash combine, 548 
Francs

articles on: ‘ The Fran c’ tie  March roaai------------ s~ j  ----------------- -7—r/t
1 7 7 -8 1 ;  ‘ Fall of the Fran c’ (7 June 
1924), 2 3 3 -4 ,2 3 6 ;  ‘ The French Fran c:-’
116 Tanuarv mafiV aec—fin- ‘ Snm pFartc’ -1 — — —■ J - 7-----It TJJ-----1 ------------- - — 1 "
and Last Reflections about the Franc’ 
(30 January 1926), 4 6 0 -5 ; ‘ The Franc 
Once M ore’ (17  July 1926), 5 6 3 -7 ;  
‘ Reflections’ (1928), 738 -4 0  

coins, 7 5 6 -7 , 758 ; coins and notes in 
circulation, 463

decision not to devaluate in 1922, 45, to 
restore to par, 5 1 , 578 ; problem of 
internal debt, 4 6 -7 ,5 0 - 1 ,6 2 ,4 5 8 ,4 6 0 -3 ,  
5 6 4 -5 ; depreciation, 48, 5 1 , 671 

Fraser, A. R ., Assistant Secretary, Committee 
on Industry and Trade, 19 25 -9 , 383 

Frazer, Sir James, The Golden Bough, 841 
Free trade: Liberal policy of, 3 ,4 ,  5 , 1 1 8 ,  648, 

not based on abstract laissez-faire 
principle, 7 2 8 -9 ; all economists agreed 
on, 1 1 7

article on: ‘ Free T ra d e ’ (The Nation and 
Athenaeum, 24 November, 1 December 
1923), 147—56 ; correspondence on Free 
Trade and Protection {Economist, 
February-April 1929), 80 0 -3  

Freight, 99, 269, 379, 3 9 1 , 428, 620 ; in time 
of war, 794

‘ French Correspondent, a ’, nom-de-plume of 
J M K  (The Nation and Athenaeum, 9 
February 1924), 168 

Funding
T?___ 1*__ T ____ Û — Û£ _____ ______runum g louait, ou, ou, 199, 203
of National Debt, 308, 309, 3 1 0 - 1 1 ;  of 

Anglo-American debt, 366  
refunding of coioniai ioans, 3 3 1  
unfunded items in U .S . balance o f pay

ments, 7 1 6 - 1 7  
see also National Debt

Galileo, 632  
Garden Cities, 96
Garvin, J .  L .,  editor of The Observer: 

correspondence on Report of Liberal 
Industrial Inquiry, 7 3 2 - 4 ;  attack on 
‘ Professor K eynes’ , an ‘ ungovernable 
soda-water siphon ’, 76 8 -70  

list o f letters, 862 
Gasworks, 276, 287
Geddes Committee, 1922, ‘ the Geddes A x e ’ 

on government spending, 226  
General Elections

I0 l 8 . ie6 . the ‘ Coiinnn Elertinn ’ c m'  '  » - -r - 7 ---------------------------1---------------------------------------,

1922, 6, 48, 146  

i 923> 143, 146, 157
T f t Z A  I t . A — f t--7—rt j —r -
1928, 7 6 3 ; J M K  refuses invitation to stand 

for University of Cambridge, 729, 816
I n o n  • T\-f kf 9(T4m rpfi ■ epc tn cfnn/1y j iviuava tu oiauû

7 7 3 -4 , supports Henderson, 8 1 6 - 1 7 ,  and 
Sir Maurice Amos, 8 1 8 - 1 9 ;  campaign 
speeches in City of London and Leices
ter, 8 2 4 -8 ; Labour’s victory, 828 

General Electric Company, 656, 797  
General Strike (M ay 1926), 529 -46 , 5 55, 6 15 , 

7 1 8 ,7 1 9 ,7 6 1  ; collapse, 5 4 5 ,7 6 3 ;  divided 
opinion on, among Liberals, 5 3 7 -4 2  

J M K  and: ‘ N o te’ on, for Chicago Daily 
News (5 M ay), 5 3 0 -1  ; ‘ Reflections on the 
Strike’ (unpublished), 5 3 1 - 4 ;  talk on, to 
English Seminar, Berlin University, 
543̂ 6

Geneva: lectures at School of International 
Studies (JM K , Ju ly 1929), 828  

Genoa Conference o f Financial Experts, 
(19 22): recommendations on devalua-

888
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Genoa Conference (cont.)

tion, 4 4 -5 , 5 1 ;  convention of central 
banks, 269; Genoa Resolution on inter
national credit control, 362, 372, 3 7 7 ; on 
reserves in both gold and liquid assets,

German Empire, 20 
Germany

Kolinrp r \ f  notrmpntc / t - m r l t-t 
uuiuiiv*. x/i pujinviuo yunuv^ 1  f  1 . . ...
banks, 1 4 - 1 5 ,  32, 577, 606. See also 

Reichsbank
,00 ___0 . :____1.1« .ira i u i  l i v i n g ,  3 UU) 4 ^ > >  V U J , 111 &U1U

terms, 352, 365, 384 
currency, see Marks 
employment, 120
food : bread subsidy, 25 ; post-Armistice 

food arrangements, 3 5 ; wheat imports, 
2 5; food consumption, 2 17  

foreign assets, 19 -20 , balances, 28, capital 
abroad, 18 1 n 4 ; foreign debts, 28, loans,
254

gold: reserves, 2 0 -1 ,  34, 175 , 2qi, 752  n 6, 
777, 779, 780; controlled gold market, 
2 5 1 ;  adoption of gold standard in 18 71,

5r7, 519
imports and exports, 27, 126, 138, 220, 

405-6, under Dawes scheme, 406; coal 
exports, 5 3 3 ,5 3 5  ; trade with U .K ., 15 3 -4  

JM K  and: visits to (August 1922), 25, 
‘ unofficial adviser to German Govern
ment’ (November 1922), 6 (1928), 7 4 1 ;  
in charge of food arrangements after 
Armistice, 3 5 ; on German capacity to 
pay in 1919 , 740; comments on the 
situation in Germany (1923), 96, 98 

manufactures, 1 0 - n  ;iron and steel, 401—2;
cotton, 5 8 0 -1, 58 3 ; rationalisation, 607 

money rates, 253
prices, 2 1 - 3 ,  75, 353, 389; under Dawes 

scheme, 370
Reichstag: Bill on trustee investments, 98 
reparation payments, 2 7-8 , 29, 36, 156, 

353, 566, 740, 8 25 ; moratorium, 34, 36 
taxation, 1 7 - 1 9 ;  tax on wages, 19 
Treasury, 25
wages, 3 5 1 - 2 ,  388, 401, 554 ; and Dawes 

Report, 40 5-6  
wheat production, 92, 129  
and World War I: loss of territory, 1 3 - 1 4 ,  

of Alsace, 581 ; armies of occupation, 98; 
U .K . military commitments to, 444; war 
finance, 7 8 7 ; ‘ U  boat' warfare, 791 

see also Berlin; M arks; Reichsbank 
Gilt-edged securities

articles on: ‘ The Rise in Gilt-Edged

Securities’ (The Nation and Athenaeum, 
5 M ay 1923), 8 0 -3 ; ‘ Further Reflections 
on Gilt-Edged Securities’ (The Nation 
and Athenaeum, 12  M ay 1923), 8 3 -7  

advice to investors on, 93, 2 0 3-6 ; a
cnprnlativp nrnnncifiAn fti rru__eDfSWWMlMLJ p.upuj.l.uu, «-'Jî 3

in New York, 82
proposal for index-linked securities, 3 1 9 -2 1
rnfa r \ f  + nn Qn * QA __A n  r ,iu<iait ui uiii.1 tst un, uu—i, uu, Auj—u yu-mrû

691, 8 15
and repayment of national debt, 296-7, 

3 1 1 - 1 2 ,  3 14 , 839-40, 843 
as Trustee investments, 282, 287, 316 , 318  
see also Bonds; Securities; Trustee Acts 

Gladstone, William Ewart, 2 15  
Glasgow, meeting of British Association for 

the Advancement of Science, 1928, 766 
Godwin, William, 122
Gold

articles on : ‘ Gold in 1923 ’ ( The Nation and 
Athenaeum, 2 February 1924), 164-8, 
1:73, 17 4 ; ‘ The Prospects of G o ld ’ 

(The Nation and Athenaeum, 16 February 
1924), 1 7 3 -6 ;  ‘ The United States and 
Gold ’ (in European Currency and 
Finance), September 1924, 289 -9 3; ' I s 
there Enough Gold ? The League of 
Nations Inquiry’ (The Nation and Athe
naeum, 19 January 1929), 7 75-8 0  

and Bank rate: changes in rates to counter 
gold movements, 100, 102, 37 7 ,4 4 7 , 775, 
as remedy for loss of gold, 334, 805, 
8 3 5 -7 ; g°ld points and, 251 ; changes to 
protect gold reserves, 252, 34 0 ,74 4 , 778, 
798

bullion, 2 9 1; convertibility, in terms of, 
34 3-4 , in Ricardo’s Ingot Plan, 357, 378, 
under Gold Standard Act, 1925, 35 7 -8 , 
362, 3 7 8 -9 ; obligation o f Bank of 
England to buy at fixed price, under 
Bank Charter Act, 1844, 362, 366, 378; 
under French Stabilisation Law , 1928, 

■756, 759
as a commodity, 338 ; American valorisation 

scheme for, 17 5 -6 , 289-90, 292; com
modity value of, 254, 289 

convertibility, 89, 2 14 , 254, 292; after 
Napoleonic wars, 339 ; in 1925, 343. See 
also above, bullion

and credit control, 209, 246 -7, 250, 254, 
338, 362, 377, 803; in France, 18 1 ;  gold 
reserves and, 246 -7, 252, 340, 449, 720, 
778, 854; effects o f return to convertib- 
ility, 3 39 -4 0 ; as criterion for regulation 
of credit, 335 , 348, 810

o  n
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Gold (cent.)
currency in circulation, 208—9, 254. 292 ; *n 

Turkey, 30 ; for India, 4 77 -9 , 5 19  22, 
524; not restored with Gold Standard,

343- 4, 357, 379 
distribution, 358, 366, 50 7-8  
earmarked, 748
economy in the use of, 209, 778 ; scramble 

for, 780
exports and imports, 2 4 8 -5 1 ,4 2 9 ,4 3 3 ,4 3 4 ,  

720, 829, with fixed note issue, 2 4 0 -1 ; 
embargo on export, 248, 250, 252, 269, 
270, 272, 336, 343, 3 5 5 ; licences for 
imports, 254

hoarding, 180, 209; in India, 480 -1  
League of Nations Inquiry into world 

supplies of, 1929, 775, 780 
loans in terms of, 167, 176  
market : free market in gold, 2 4 8 -5 1 ; world, 

4 8 5 ,4 8 8 ; sales in London, 17 3 , 344, 483, 
485, 748, in India, 523  

mint: closure to new gold, 166, 174, 2 12 , 
214 , 292; U  K . regulations under return 
to gold standard, 2 51, 272, 344, 357, 362, 
36 5-6 , 378

movements, 249, 340, 7 2 1 - 2 ;  to correct 
adverse balance of trade, 75 ; to support 
exchange, 10 1, 102, German exchange, 
23, 2^, 33, 40; flows to America, 173, 
2 1 2 - 1 3 ,  248> 447, and from America, 
3 4 1-2 ,  370, 7 9 7 -8 ; and bank rates, 744, 
8or 878: shinments o f  crold 8 1a —e--- 1 1 --- 1--------  -- --- 1 "JT J

price (value) of: changes in value, 6 2 -3 ,  
15 9 ,1 7 6 ,3 4 2 ,3 5 8 ;  American valorisation 
scheme, 17 5 -6 , 289-90, 2 9 2 -3 ; com
modity value of gold, 254, 289; confer
ence of central banks on stabilisation,

n-» • Hpnpprntirir ■ KiivitirrJ / *“ ' uu;»* Ig «4IIS4
selling price: Bank o f England’s price 
for, 344, 357, 362, 366, 378, Ricardo’s
•trltriop nn -i ̂  53 m Tn/1a<i <̂ ■*» -̂ . .. -n •auvis-i. vit, J ,
purchasing power, 5 13  

prices in terms of, 116 , 359-60, 372, 5 13 , 
553, in post-war Germany, 1 4 - 1 5 ,  2 1 ;  
sensitivity o f commodities to alterations 
in gold value of money, 2 1 - 3 ,  36 3-4 , 
373 4 ; influence o f gold supplies on 
prices, 2 8 9 ,2 9 2 ,4 8 1,5 0 7 ,7 7 8  ; gold value 
of paper currencies, 201 

redundancy, 209, 2 54 ; in U .S ., 166, 17 4 -5 ,  
289-90, 2 9 2 -3 ;  threat of, for U .K ., 358, 
362, 366, 370, 378 ; Swedish measures 
against, 3 7 7 ,3 7 8  ; 4 bottling ’ o r4 burying ’ 
surplus, 166, 2 1 1  ; threatened scarcity of 
world supplies, 7 75 -8 0

reserves, 16 4 -6 , 477, 4 8 1 -2 ,  5 13 ,  7 4 7 -8 , 
752 n 6, 759 ; against note issues, 20, 165, 
340, 4 8 2 -3 , 675, 7 4 1, 7 4 3 -6 , 749, 7 5 1 ;  
use of, to stabilise exchange, 2 3 -4 ,  40, 
18 1, 4 57-6 0 , 465, 5 1 4 - 1 5 ,  to meet 
foreign drain, 246, 5 19 , 835, or adverse 
balance o f trade, 514 , 744; credit policy 
governed by, 854
theory of reserves: Continental, 3 4 -5 ,  
French, 457, 459; English tradition, 35, 

459, 745
the ‘ sacred’ metal, 167, 1 7 4 ,1 7 5 ,  348, 776 ; 

myth of, as ‘ natural’ standard of value, 
45- *63, 16 7 -8 , 335 , 3 3 9 ; out o f date, 
20 8 -10 , a ‘ barbarous relic’ , 5 19 ; gold 
fundamentalists, 425

U .S . gold problem, see under United States 
of America

Gold exchange standard, 21
evidence on advantages of, over gold 

currency standard, for India, 4 8 0 -52 4 ; 
particular references to, 477, 479, 480, 
491, 492, 5 18 -2 0 ; academic opinion on, 
in India, 521

Gold mines, 176, 2 1 0 - 1 1 ,  289, 29 3; British 
Empire, 165, 167, Africa, 176, 290; 
American, 292

gold-producing countries, 166, 17 5 ;  gold
mining interests, 2 12 , 289 

output, 164, 165, 16 7 ; current annual 
output, 17 3 , 370, 482, 483, 778

G old  Doints. e t. 2s t. n o .  T i2 . 8 0 1 :------------ I-----------------1  JJ J - J - I  71 f ------T ---------i

gold-export and import points, 38 0 -2, 
7 1 2 ;  in India, 522

Gold and silver
in circulation in France, pre-war, 463 
effect on, of India’s adopting gold standard,

/|Sf —r>ri c t i rr f*—ift

Senate Inquiry into (1924), 2 8 8 -9 3, 37°  
U .K . Commission on (1888), 320

r̂ rtlH Qt tl (4 1 rrl
VJUtU S7UHI1UAA U

articles on: ‘ T h e Problem of the Gold  
Standard’ (The Nation and Athenaeum, 
21 March 1925), 3 3 7 -4 4 ;  ‘ The Gold 
Standard’ . (The Nation and Athenaeum, 
2 M ay 1925), 3 5 7 -6 1  ; ‘ The Gold Stan
dard -  A  correction’ (The Nation and 
Athenaeum, 7 M ay 1925), 3 6 2 -5 ;  ‘ The  
Gold Standard A c t ’ (Economic Journal, 
June 1925), 3 7 8 -9 ; ‘ The First-Fruits of 
the Gold Standard’ (The Nation and 
Athenaeum, 26 June 1926), 5 5 2 -6 ;  ar
ticles on consequences of return to gold 
standard, published in Evening Standard 
(July 1925), 4 1 6 - 1 9  passim

89O



INDEX

Gold Standard (cant.)
Great Britain: pre-war, 4 4 1; ten years 

without (19 14 -2 4 ), 176, 19 1 -2 ,  2 4 1 ;  
Cunliffe Committee recommendation for 
return to, at pre-war parity (19 18), 238, 
see also under Cunliffe, Lord ; prospect of 
return to, 2 12 , 2 14 ,2 3 8 , 2 9 0 -1 , 2 9 2 ,336 , 
speculative anticipation, 343, 7 0 9 -10 ;  
argument against, 160, 3 4 5 -6 , 34 9 -5 2 ,  
356, 360, 373, 388- 9, 431, 74o; ‘ Return- 
to-Gold Controversy’ , 3 5 1 ,  4 4 4 -5 ; sug
gested terms (March 1925), 3 4 3 -4 ;  Gold 
Standard party, 361

return to, at pre-war gold parity (28 April

1925), 337, 354, 357, 36 4 -5 , 382, 384, 
5 2 0 -1 ;  terms, 3 5 7 -8 , 362, 36 5-6 , 37 7 ;  
‘ Bill to facilitate the return to a gold 
standard ’ , 36 2 ,3 6 5 , 370; Gold Standard 
Act, 19 2 5 ,3 7 8 —9; a year later, 508, 5 5 2 -6  
consequences of return, 388—400 passim, 
420, 5 4 5 ,7 9 6 ,8 0 1 ,8 2 4 ; effect on exports, 
38 4 -5 , 595, 8 1 2 - 1 3 ,  on exchange, 409, 
a r t —2. n ' t .  on burden o f national debt.•V » » v”  -------- -------------------- -------- " »

693; disequilibrium between sheltered 
and unsheltered prices, 3 7 3 -6 , 385, 
a re —6. 661 • falling nrires o n -  threeTv/J ~ I -----«J Ï i---------'” t / J ”

remedies, 3 5 3 -4 , 4 3 2 -4 ;  embargo on 
foreign investment, 359, 377, 5 7 3 ; 
‘ correct policy’ politically impossible, 
427, 446, 833
versus price stability, or credit manage
ment, as U .K . policy, 106, 16 1, 248, 
2 5 0 -1 , 338 -9 , 34 0 -2 , 34 4 -6 , 34 8 -9  

in general: general return to, 492, 507, 
effect on value o f gold, 17 4 -5 , 2 9 0 -1,  
on gold supplies, 759, 7 7 5 ; objections 
to, 345, 366, 3 7 1  n, 569-70 , doubts on 
merit of gold as standard o f value, 
335, 389,409, 50 7-8, ‘ a barbarous relic’ ,

519
America: adoption of gold standard (1898), 

518, and the ‘ gold-standard game’ , 799; 
japan and Russia, adoption in 1897, 5 18 ; 
Sweden, return to, 2 14 , 365, 384  

proposed for India, 476 ; Memorandum on, 
4 7 7 -9 ; J M K  examined on proposal (22 
March 1926), 4 8 0 -52 4 ; main objections 
to proposal, 4 8 0 -1, 4 8 5-8 , 490, 5 16 ; his 
advice, leave Indian system as it is, 4 9 1 -2 ,  
496, 50 1, 508, 524  

also mentioned, 164, 707 
Golden yoke, the, 354  
Goods, see Commodities 
Goschen, George Joachim, Viscount, 

256

Government
Agenda and non-Agenda, 568 
and bank rate, relation to Bank of England, 

255
expenditure, 2, 402; in Government De

partments, 6 72-4 , 765; economy on, 
4 4 3-4 , 674, 762; productive capital ex
penditure, 676, 685, 809, 840, 843, 844, 
850; finance and inflation, 116 , 339 ; 
Finance Accounts, 6 7 1 -4  

governmental control in the three economic 
epochs, 438; present and future role in 
industry, 643-8 , 695-8 ; proposed assis
tance to coal industry, 5 26 -7 , 529; as 
entrepreneurs, 810

as party to contract with bondholders, 
2 5 5 -6 ; guarantee on trustee investment 
securities, 282, 2 8 5 -8  

see also Coalition Governments; Conser
vative Governments ;Labour Govern
ments; and under State 

Graham, William, Labour M .P., 701 
Grain bills, 7 15
Granta, The, sketch o f H. D. Henderson, 

8 1 7 -1 8
f ira n H  T r n n t  R a ilw a v  C an ad a  «R —n a f i l----------------------------------------- ~ --------------------, / 1 - y'-----j
Graphic, The, 194  
Great Britain

consumption of raw cotton, 580 
deflation, 116
gold: reserves, 175, 29 1—2, 752  n 6; gold 

value of paper currency, 2 0 1; gold cost 
of living, 3 6 4 -5 , 38 4; loans not fixed in 
terms of gold, 176, but see 167 

investment abroad, 275-8 8 , in U .S ., 706-8  
population, 12 2 -3 , 140 
prices, Great Britain and United States, 

349, 430-2
wheat imports, 2 7 4 -5 ; British wheat, 273  
see also British; England; United Kingdom 

Great Western Railway, 198, 203 
Greece, 277, 323  
Gregory, T . E., 182

Hall, Professor Fred : member, Committee on 
National Debt and Taxation, 1924—7,

295, 3° 3, 3IQi «925, §39, §45, §4§ -9 , 
849, 850 -2, 852, 853, 854, 8 55 ; submits 
his own Report, 689 

Hail, Ray, 7 19  n
Hamburg, 568; J M K  in (1922), 15  
Hamilton, R. G ., Secretary to Committee on 

National Debt and Taxation, 1924—7, 
294, 295, 839; his part in preparing the 
Report, 676

8 9 I
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Harcourt, Brace & Co., J M K ’s American 
publishers, 77

Hargreaves, F . A., member, Committee on 
Industry and Trade, 1925, 383, 396 

Harrod, Roy, The Life of John Maynard
ffpMttps nu— j  ■— i

Harvard, 160
Harvests, 89, 92, 2 7 4 -5 , 496, 549, 841
Uitiror nnî  I4niiû..\Tnte 1-12i i a u . 3  a u u  n a r k ~ ^ u i ^

Hawtrey, Ralph, 160; on monetary theory, 10, 
20 6 -7, monetary policy, 2 12 , 2 14 ; his
KicaS On gulu Standard, J ...........iu4, ui i-uni-
modity standard, 2 1 0 - 1 1 ;  advocates 
international control of credit, 372  

Health services, 4, 677, 698, 699,, 7 3 7 -8  
Hebrard, M ., editor of Le Temps, 170  
Henderson, Hubert D., editor of The Nation 

and Athenaeum, 700, 703, 816 , 8 17 , 8 21 ; 
takes part in League o f Nations discus
sion on unemployment, 182, 184, 188, 
19 1 ;  notes mistake of J M K , 35 7  n 1 

as Liberal : talk on ‘ Industry and Taxation’ 
at Liberal Summer School, 698, 700; 
member of Liberal Industrial Inquiry 
Executive Committee, 7 3 1 ;  stands as 
Liberal candidate for University of 
Cambridge (1929), 8 16 ; part author with 
J M K  of Can Lloyd George do it?, 8 15 ,  
819, 821

‘ M r H. D. Henderson: An Appreciation’, 
(JM K , 1929), 8 1 6 - 1 7  

sketch of, in The Granta, 8 17  18 ; photo
graph, see Frontispiece 

Heretics
JM K  a self-confessed ‘ free-thinking her

etic’ , 441
M r Pringle’s heresy hunt, 728 -9  

Hichens, W. L ., member, Committee on 
National Debt and Taxation, 1924, 295,

312-13
Hill, Sir Norman, Bart., member, Committee 

on Industry and Trade, 19 24 -9 , 383, 
398, 4 0 8 -1 r, 4 1 1 - 1 2 ,  4 1 2 - 1 3  

Hindley, Sir John S., member, Committee on 
Industry and Trade, 383, 394, 4 1 4 - 1 5  

Hirst, M r, 3 5 5 ; his letter on ‘ Liberals and 
Economy ’, in The Manchester Guardian, 
699-70  

Hoarding
and capital levy, 8 5 3 -4  
in France, 463
of gold, 180, 209; in India, 480 -1 
o f liquid balances, 721 
o f silver, 487, 503, 5 1 6 - 1 7  

Hoare, Alfred : paper on Labour Unrest and

a Sound Currency, comments on (JM K ,  
Journal o f the Royal Statistical Society, 
M ay 1925), 3 5 4 -6  

Hoare’s Bank, 724
Hogarth Press, publication of works by J M K ,

l ' i n ,  a i  n .  A A iJ”  t ■> T- I  1 TT-

Holden, Sir E., o f the Midland Bank, 724  
Holding companies, 592, 623

cotton, 583
deflation, 1 1 6 ;  never in default on loans,

32 3  n
gold, 175, 291, 4 26 ; gold value o f paper 

currency, 2 0 1; gold cost of living, 365,

384
wheat, 129  

Home Office, 672 
Hongkong Bank, 269
Hooper, Wynnard, misrepresents J M K ’s 

ideas on currency management, 3 4 6 -7  
Hoover, Herbert, U .S . Secretary for Com

merce, 546, 5 5 1 - 2 ,  7 19  n 
President of U .S .A . (1929), 8 1 8 - 1 9 ;  his 

Quaker ideals of peace, 819  
Hopkins, Sir Richard, Treasury Comptroller 

of Finance (1928): contributions to 
Committee on National Debt and T a x 
ation, 676  

letter to, 7 4 1—2 
list of letters, 862 

House of Commons
Baldwin’s speech on general strike, 5 31  
Budget speeches, (1926), 4 7 5 -6 , (1928), 

754, (1929), 809
composition of House (19 23), 15 7 , (N ov

ember 1924), 326
currency policy, Government statement on, 

238; Currency and Bank Notes Bill 
(1928), 750, 7 5 3 -4  

Eight-Hours Bill (1926), 5 5 9 -6 1  
J M K  : quoted by Ramsay Macdonald, 7 8 -9  ; 

attends discussions with Commercial 
Committee, 337 , 344, 345  

Liberal hopes of more seats (19 23), 146, 
(1929), 8 17

questions on Bank o f England and national 
debt, 673, 674

return to gold standard announced (28 
April 1925), 3 5 7 ;  controversy on results 
of return, 4 21, 433  

also mentioned, 268
House o f Lords, 6 73 ; Currency and Bank 

Notes Bill, 7 53  
Housing

allowance for Prime Minister’s house, 294



INDEX
Housing (cont.)

Government policy on, 8 10 ; Snowden’s 
Budget provisions for, 2 16 ; Housing Bill 
(1924), 2 7 3 ; Treasury economy on, 762, 
805; subsidy, 8 14 , 8 33 ; in France,

759
housing schemes, 204, 283, 808; program

me o f 1920, 367, 844; to absorb labour,
410, 809

Liberal policy on, 324, 824, 826, 827 
loans to finance foreign housing, 224  
mass production of, 222, 231 
new houses (1924), 6 83; as part of national 

wealth, 781
in purchasing-power-parity theory, 364, 

383-4
shortage o f capital for, 80, 149 ; abundant 

resources for, 684; and repayment of 
national debt, 296, 3 14  

slum clearance, 765
working-ciass : need for, 123 ; an obstacle to 

labour mobility, 396, 404; burden of 
rates on, 737  

Hulton, Sir Edward, 194 
Hulton Press, 194

Human nature, 159, 34 7-8 , 465, 5 14  
humanitarianism, 441 

Hungary
default on loans, 277, 323  
gold, 175, 291 
wheat, 92, 129 

Hunsdon, Lord, 753
Hurst, Sir Hugo, of the General Electric 

Company, 6 56 -7

Illustrated Sunday Herald, The, 194  
Imagination, 5 31 ; power of ideas, 665 ; J M K ’s 

bright ideas, 688 
Imperial Bank of India, 503, 505 
Imperial Chemical Industries Limited, 726, 

7 2 7 -8 , 8 15
Import duties, 3, 149 -50 , 156, 488, 547 

see also Tariffs, Protection 
Imports

additional, for ' development ’ programmes, 
807, 8 11 ,  823, 829 

of ‘ manufactured ’ articles, 15 5 -6  
‘ our income’, 149
prices, response to alterations in exchange, 

2 1 - 2 ;  after return to gold, 571 
wheat, 25
also mentioned, 3 1 ,  57, 705 

Imports and exports, 7 2 ,1 4 8 - 9 ,1 5 4 - 5 ,2 8 3  4, 
329, 834, 835

effect on, of discrepancy between internal

8 9 3

and external prices, 67, 235, 400, 4 37 ; 
with pegged exchange, 7 5 -6  

German post-war, 2 6 -7 , 28; between U .K . 
and Germany and France, 19 14 , 1923, 

154
gold export and import points, 38 0 -2, 522, 

7 12
manufactured exports and food imports, 

126 -8 , 130 -5 , 13 7 -4 0 ; ratio of real 
interchange for, 135, 283 

visible import surplus, invisible export 
surplus (19 22 -27 ), 704-6, 719 , 723  

see also Balance of payments; Balance of 
trade; Exports; Imports 

Inchcape, Lord, 6 7 3-4  
Income tax, 3, 674, 7 0 1-2 , 855

and capital levy, 8 5 2 -3 ; effect of levy on, 
688 ; ievy preferable if tax very high, 842, 
as in 1920, 840, 845, but not when tax 
low, 688, 8 4 2 -3, 845

Colwyn Keport on, 6 77-8 2 , 702; tables 
showing tax on earned and unearned 
incomes, 678—81 

with depreciating currency, 24 
on dividends, 80; double, on foreign 

securities, 706; influence on rate of 
interest, 204, 38 r; Savings Certificates 
exempt from, 206 

in Germany, 17—18, 19 
no effect on prices, 677 ; not responsible for 

trade lethargy, 702, 846 
a deterrent to saving, 295, 298-9 , 841, 846; 

proposal for reorganising income and 
supertax in interests of corporate earn
ings, 298-307

Income T ax Commission, 301 
Incomes

current incomes and accumulated wealth, 
3 1 3) 688, 852

per capita, in France and Great Britain, 
456

and taxation, see Income tax 
Independent Labour Party, J M K ’s address to 

‘ The Future Balance of British Industry ’ 
(4 August 1926), 568

Index-linked securities, proposal for, 297, 
3 19 -2 2

Index numbers 
American, 498
for internal and external prices (sheltered 

and unsheltered), 364, 374, 384, 395, 

429-31
Statist, and cotton industry, 629 
see also Bowley, A, L , ;  Board o f Trade; 

Cost of living
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India
banking, 5 1 8 - 1 9 ,  524 ; Presidency banks, 

505, 5 1 1 ,  Imperial Bank, 503, 505; 
proposed central (State) bank for India, 

493, Soi, 5 0 3-5 , 5 1 0 - 1 3 ,  5 14 , 524 
crops, 92, 4 9 6 -7, 498-9, 50 0 -1 ; jute, 497, 

548
currency, 4 7 6 -5 2 4  passim', arguments for 

and against a gold currency, 4 77  90,494, 
502, 5 13 ,  5 16 -2 3 ,  524 ; advice to stick to 
existing form, 501, 508, 5 1 3 ;  circles 
system, 502; her currency history best in 
the world, 493

finance, 2 18 ; investment in Indian stocks, 
9 3-6 , 203, 20 4 -5, 329, as Trustee 
securities, 279, 2 8 1 ,2 8 8 ; loans to, in case 
o f currency changes, 4 8 3 -5  

gold: stocks, 164, 16 5; output, 16 5 ; use of, 
for ornament or hoarding, 4 8 0 -1, 5 16 ;  
gold reserves, see below, Reserves 

index numbers, 498-9  
J M K ’s close connection with Indian 

currency affairs, 495; evidence before 
Babington-Smith Committee, 497, 5 2 1 , 
before Chamberlain Commission, 501, 
504, 510, 5 2 1 , before Royal Commission 
of 1926, 4 76 -5 24

price stability, with flexible exchange, 345, 

479, 491, 492, 496- 7, 499- 50!, 506, 
508-9, 5 15

reserves: gold standard reserve, and note 
issues, 247; gold standard and paper 
currency reserves, 477, 478, 4 8 3-4 , 
494-6, 5 0 9 -1 0 ,5 1 4 - 1 5 ,5 2 2 ;  gold reserve 
for gold currency if adopted, 523 ; Lionel 
Abrahams system, 494, 509 to 

silver interests, 478, 485—90, 503, 5 16 -18  
see also Rupee

trade and industry, 523, 6 54; exports, 5 14 ;  
imports of cotton goods, 4 1 3 - 1 4 ;  cotton 
industry, 407, 5 12 , 5 8 0 -1, 586, 588, 602 

India, Government of 
as currency authority, 492, 493, 498, 499,

500, 508; her good record, 4 9 3; stable 
price policy, 164

Finance Department, 504, 5 12 , 5 16  
and gold currency standard proposal, 

505-6 , 5 ! 0 - n ,  5 2 2 -3 ;  justified in 
turning it down, 479, 490 

Indian Statute, ratio of rupee to sterling 
fixed by, 505 

loans to, 483 5
relations with proposed central bank, 494,

501, 504, 505, 5 1 1 - 1 3  
sales of sterling securities, 491

8 9 4

silver policy, 503, 5 16 , 523  
Treasury Chest, 502, 523  
Viceroy’s Council in India, 16 3, 5 13  

Indian Currency and Finance, Royal Com
mission on, 1926, 476  

J M K ’s evidence before: ‘ Heads o f M r  
J .  M . Keynes’s Evidence’ , 477—9; M in
utes of Evidence, 22  M arch 1926, 
4 80 -524

Indian Exchange and Currency Committee, 
19 19  (Babington-Smith Committee),
5 ^ 1, jm ft. » tviutiHft u u u i 4 w

Indian Finance and Currency, Royal Com 
mission on, 1 9 1 3 - 1 4  (the Chamberlain 
Commission), 521 ; J M K ’s memoran
dum for, 50 1, 504, 510  

Individualism, 15 8 -9 , 348, 695, 696, 7 2 5 ; in 
business, 573, 764; in the cotton 
industry, 584, 5 9 0 -1 ,  594, 596, 610, 6 17 ,  
626; individualistic capitalism, 1 1 5 ,  840 

individual and social interests, 159 , 185, 
222, 229, 2 8 2 -3

Industrial revolution, ‘ a new economic 
transition’ , the Liberal programme for, 
638-48  

Industry
articles and speeches on : address to 

Manchester Branch o f Federation of 
British Industries (Manchester Guardian 
Commercial, 15  October 19 25, 4 4 2 -7 ;  
address to Independent Labour Party, 
The Future Balance o f British Industry 
(9 August 1926), 568; address to Liberal 
Candidates Association,1 Liberalism and 
Industry’ (5 January 1927), 638—48; 
chairs discussion on ‘ State Control of 
Industry’ ( r8 January 1927), 649; ‘ How  
to Organise a Wave o f Prosperity’ ( The 
Evening Standard, 3 1  Ju ly  1928), 7 6 1 -6  

and cost o f living, 3 9 3 -4 ;  effects of price 
changes, 104, 3 3 6 -7 , 342  

effects on, o f deflationary policy in interests 
of exchange, 60, 116 , 2 6 3-4 , 267, 336, 
3 5 2 -4 , 7 6 1 - 4 ;  J M K  for price stability 
based on needs of trade and industry, 

34J“ 2
finance for: for ‘ period o f production ’, 1 1 ;  

capital from reserves, 295, 2 9 8 -9 ,3 0 1 -4 ;  
problem of credit for home industry, 338, 
3 4 4 -6 ,3 4 8 ,7 4 7  ; burden of national debt, 
62, o f dear money, 7 2 ; effects o f bank rate 
changes, 3 7 5 -7 ,  7 6 4 -5 , 796~9 

Industrial combinations, 607. See also 
Combines

industrial countries, 52, 128, 129 , 13 2  n,



INDEX
Industry (font.)

140, 605, 6 4 3 -4 ; England as an 'old 
industrial country’, 14 8 ; industrial 
society, 530

investment policy of industrial concerns, 
10 5; industrial securities, 86, 93, 30 1; 
index numbers of ordinary stocks 
(19 19 -2 2 ), 9 1 ;  slump in (1923), 9 1 - 2 ;  
debentures and first preference stocks as 
trustee securities, 2 8 1 -2  

key industries, 14 7 -8 , 15 0 -1  ; infant indus
tries, 148, 1 5 0 - 1 ;  commission indus
tries, 269

need for improved technique and equip
ment, 78, 79, 824; third generation 
decadence, 528 ; new industries, England 
holds her own, 408, 442
_____ _______ f ' _______________ __ ____________-o .111 piuaL-w«si vjci many, iu- i i , 111

Czechoslovakia, 59
ratio of real exchange between agriculture 

and industry, 125~3§  
sheltered and unsheltered industries, 221, 

22778, 373~6, 389, 39 4 -7 , 404, 407 
subsidies for, 406

Industry and Trade, Committee on, 19 24-9 ,
3 8 2 -  3 ; Memorandum submitted to,
3 8 3 -  5 ; Minutes of Evidence, Ju ly  1925, 
383-416

Inflation
and America’s redundant gold, 166, 174, 

I7S, 2 51, 398
currency reform the safeguard against, 68,

26 4 -5
and devaluation, 46 
in France, 4 1 1 ,  423
inflationary borrowing by Chancellor of 

Exchequer, 2 57 ; inflationary effects of 
political catastrophes, 116 , of capital 
levy, 8 5 3 -4 ; risks of, under gold 
standard, 366

inflationists, 192, 267; J M K  accused of 
inflationist views, 10 3-4 , 420, 432  

slump o f 19 22  due to, 220 ; in a boom, 810  
a form o f taxation, 163, 181 ; as a ‘ tonic’ for 

business men, 346
and unemployment, 335, 764, 8 1 1 - 1 2  
use of term, 4 1 1 ;  speculative, and non- 

speculative, 7 7 1 - 2
in war finance, 7 8 5 -6 ; post-war inflation, 

339, 771, Germany, 33, 34, 218, 423 
Inland Revenue, 300, 304

Board of, 788; staff efficiency, 674; 
statistics, 686, 703; memorandum on 
capital levy, 687

Inquiry Bureau, for cotton spinners, 600

895

Institute of Bankers, see Bankers, Institute of 
Insurance, 379, 428, 549; against exchange 

losses, 7 13 , 7 14 ; as invisible export, 269 
insurance companies, 81 ; and taxation, 295, 

2 9 8 -9 ,30 6 -7  ; investments, 707, holdings 
of National Debt, 2 16 ; profits retained, 
684

national insurance, 699 
Interest

on foreign investment, 8 35 ; on National 
Debt, 848; guaranteed by Government, 
850

interest charges, 379, 428, 549, 633 
on U .K . debt to America, 68-9, 72, 10 1, 

265-6
see also Rate o f interest 

International Bank, 828
international banking system, 5 71, 742 

International Chamber of Commerce: repre
sented by JM K  at Paris Conference, 
December 1926, 593 

International conferences, 2 11  
International cooperation: for regulation of 

credit, 3 7 2 ; for price management, 507—8 
International Cotton Federation, 580 
International Labour Office, 407 
Inventions, 148, 6 9 2 -3 ; new ideas, 361 
Investment

articles on: ‘ Finance and Investment {The 
Nation and Athenaeum, 26 M ay 1923), 
9 1 - 2 ;  ‘ Home versus Foreign Investment’ 
(Manchester Guardian Commercial, 21 
August 1924), 285—8 

by banks, 82, 8 4 -5 , 97 
and bank rate, 376, 798 -9 , 8 37-8  
capital for home investment; shortage, 

2 2 4 -5 , 2 2 8 -3 1 ;  sources for, 223, 237, 
569, 8 1 0 - 1 1 ,  8 2 1 -3 ,  8 3 1 - 2 ;  shortage of 
home outlets for capital from National 
Debt redemption, 224-6 , 798, 8 4 3-4  

in home developments as cure for unem
ployment, 319 , 4 3 3 -4 , 806-9, 8 33 ; op
timum level o f prices, employment and 
investment, 8 3 3 -4  

new issues (1924), 683 
productive investment, 767 
state and private, 809, 832 
see also Gilt-edged Securities; Foreign- 

Investment; Loans; Securities; Trustee 
stocks

Investors, 8 6 -7 , 9 1 , 9 3-6 , 100, 202-6, 319 , 
7 0 7 -8 ,8 3 1 ,  838; French, 17 2 ; American, 
17 5 ; in newspapers, > 9 5-7 ; in National 
Debt, 2 1 6 - 1 7 ,  849 -50 ; and advertising, 
2 1 7 ;  laissez-faire theory of, 228, 2 78 -9 ;
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Investors (cont.)
‘ the investing public’ , 230; defenceless 
against default, 277, 330 ; in trustee 
stocks, 298, 3 1 2 ;  Bursars of Colleges, 
320; in public utilities, 3 2 1 - 2  

Investors' Chronicle, The, 105, 19 7 -8  
Invisible exports, 403, 5 7 0 - 1 ;  surplus of 

non-merchandise, 705, 7 18 -2 0 , 7 2 3 ;  
invisible items in international balance 
sheet, 722  

Ireland, 539, 743  
Iron 8a 1
Iron and steel, 276, 442

export industry, 15 3 , 249, 410 , 730;
rprlunrl'inf 1<ihrtnr ifi't—1  ttn p m n ln v -* VWUOWHIU m W  1 ) j vai J  ̂  UiJViii|/iwj

ment, 335 , 435, 761 ; effect on, o f im
proved exchange, 263; wages, 394, gold 
Vr'agtS TtlâuVt tO EurûpC, 3 5 1—2, ^.0î—2 j 
sensitivity to international price level 
(class E3), 4 2 8 -3 2 , 4 34 ; poor profits, 
554, 685, 7 7 2 ; and Bank rate, 802 

in U .S .A ., 399-400
Ismay, G ., Assistant Secretary, Committee on 

National Debt and Taxation, 19 2 4 -7 ,  
294, 29s, 676, 839 

Issuing houses, 70 
Iswolski, M ., 17 1

Jack, D- T ., of St Andrews University: on 
sheltered and unsheltered prices, 6 6 1-3  

Jacobsen, T . O., Liberal candidate for City of 
London (1929), supported by JM K , 824  

Japan
cotton industry, 580-4, 586, 588, 602 
foreign loans, 323, 568, 572, 574  
gold: value of paper currency, 2 0 1;  

reserves, 291, 752  n 6; on the gold 
standard, 518

‘ J .A .S . ’, writer of a letter to The Westminster 
Gazette, 567

Jewkes, John, joint author o f ‘ The Post-War 
Depression in the Lancashire Cotton 
Industry', 629

Johnson, Dr, on the orthodox, 361 
Johnston, Tom , Labour M .P., 768 
Joint-stock banks, 188, 466, 574 ; relations 

with Bank of England on reserves, 748 -9 , 
765

Jonah, 162 
Jugo-Slavia, 92, 129 
Justice, and devaluation, 4 5-9 , 74  

see also Social justice 
Jute: monopoly conditions, 548; price 

sensitivity, 92, 1 1 5 ,  497

‘ K affa ’, nom-de-plume of a writer in The 
Nation and Athenaeum, wrongly assumed 
to be J M K , 76 9 -70

Kendrick, M r., letter to The Manchester 
Guardian, 6 17

Kerr, Phillip, member o f Liberal Industrial 
Inquiry Executive Committee, 7 3 1  

Keynes, John Maynard 
Armistice negotiations, 35  
as Bursar o f K in g’s College, Cambridge, 

320, 4 5 2 -3 ,  480
Chairman o f National M utual Life Assur

ance Society, 78, 80, 661 ; of The Nation 
and Athenaeum, 80, 769—70

a n p r n n n m i f i t  A C l  f i l f i
TJJ1 ’'J 't  t'VTJ.HVinilj

8 12 ; his new economic programme, 
4 4 1 - 2 ;  never a Professor, 8 1 5 - 1 6

r ' k  A> C f C u n n l nV >V( V» If UUppiV*
ments, 7 7 ; o f The Economic Journal, 480 

engagement and marriage to Lydia L o p - 
okova, 420, 4 2 1 , 425

evidence before Committees: Currency and 
Bank o f England Note Issues, 1924, 
2 3 9 -6 1 , 3 7 1  n ; National Debt and 
Taxation, 1924, 2 9 5 -3 2 2 , 19 25, 8 3 9 -5 5 ;  
Industry and Trade, 19 25, 383—416 , 
Memorandum, 3 8 3 - 5 ;  Royal Commis
sion on Indian Currency and Finance, 
1926, 4 7 7 -9 , 4 8 0 -52 4 ; his evidence not 
prepared for the platform, 848 

as Liberal, 80; campaigns for Liberal 
candidates, 14 3 , 325, 8 1 6 - 1 7 ,  refuses 
invitation to stand for Cambridge Uni
versity, 729, 7 3 3 -4 ,  8 r6 ; articles and 
speeches on, 14 3 -6 , 3 2 5 -7 ,  472, 6 38 -4 8 , 
7 3 5 -8 ,8 0 4 -8 , 8 2 4 -8 ; at Liberal Summer 
Schools, see under Liberal Summer 
School; supports Lloyd George, 540, 
first encounter with him, 806; breaks 
with Asquith, 541 ; member of Executive 
Committee of Liberal Industrial Inquiry, 
7 3 1 - 5 ;  attends meetings o f Rowntree 
Committee, 8 0 3 -4 ; his four years work
ing on the Liberal plan to end 
unemployment, 825—6 

member, Chamberlain Commission on 
Indian Finance and Currency, 1 9 1 3 - 1 4 ,  
480, 493 ; at the India Office, 495 

as ‘ prophet’ , 7 39 -4 0 , 762  
Secretary, Royal Economic Society, 480 
a ‘ soda-water siphon’ , 76 8 -70  
sympathy with the strikers, 532  
travels: Germany (August 1922), 25, in 

Berlin, 6, 8, 9, 2 2 -3 ,  26, Hamburg, 15 ;

896
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Keynes, John Maynard (cont.)

(1926) in Berlin, 227, 54 3 ; (1948), en
route to Russia, 741
Great Britain: Edinburgh (1923), 158,
(1926), 3 2 7 -8 ;  Manchester, see under
Manchester; Oxford, see under Oxford
Monte Carlo, 168 n
Paris, 593
Russia (1925), 4 34 -4 2 , Leningrad, 434, 
Moscow, 4 3 4 -4 2 ; O928), 741  

at the Treasury: in World War I, 34 -5 , 
789-90, 7 9 2 -3 ;  his ‘ old friends’ there, 
820; battle with Treasury over return to 
gold standard, 824

works: see Can Lloyd George Do It? (with 
Henderson); Economic Consequences of 
M r Churchill', Economic Consequences of 
the Peace ; European Currency and Finance 
(one chapter); Reflections on the Franc 
and Other Things', Revision o f the Treaty, 
Tract on Monetary Reform', Treatise on 
Money; American rights, 77  
pseudonyms used, see ‘ French Corres
pondent’ ; ‘ Siela’

Keynes, M rs J. M ., see Lopokova, Lydia  
Kiddy, M r, his copy-book maxims, 230  
Kindersley, Sir Robert, director o f the Bank 

of England, 2 6 1 -2  
King’s College, Cambridge 

Fellows’ Garden, 698 
J M K ’s concern, as Bursar, with property 

held by, 320, and tithes, 4 5 2 -3  
Klotz, M ., French Minister for the Interior, 

172 , 566 
Knowledge

industrial, need for Government action on, 

643-4
Inquiry Bureau of Cotton Yarn Association, 

600
publication of statistics urged, 697-8  
secretiveness o f cotton manufacturers, 597, 

businessmen, 644, Bank of England, 752  
Kokovtez, M ., Russian Minister of Finance, 

and the French press, 16 8 -7 2  
Krassin, M ., article on Russian wheat crop, 

92

Labour, 149 
cheap, 22
faulty distribution, 18 2 -3 , 2 l 9i 4 °9 , 5 4 5 i 

immobility between industries, 2 2 1, 324, 
375, 39 5-6 , 439, 445, 646, transfer

problem, 404, 4 1 1 - 1 2 ;  in Russia, 437; in 
coal industry, 5 36 -7

labour market, and population growth, 

12 2 -3 , 437
organised, 12 1, 228, 396, 445, 643 
redundant, 545; unemployed, 67; protec

tion no aid to, 15 5 -6 ; use of, for capital 
development schemes, 765, 8 11 ,  825 

skilled, 1 5 5 -6 ;  unskilled 14 3,; wages, 66-7, 
labour costs, 762, in cost-of living index, 

394
training for, 646-7  
‘ unit of labour’ , 125, 128  
unrest, and deflation, 40, 35 4 -5
j r r  u n u  w a g e d ,  Y Y U i J v c i a

Labour, Bureau of, U .S .A ., index numbers, 

430, 498
Labour exchanges, 736  
Labour Governments

anticipated effects of, 143, 200 
first Government (January 1924), 15 7 ; its 

unsocialistic policy, 232, 264; defeated 
(October 1924), 32 4 -5  

in opposition, debate on Currency Biii, 754  
second Government (July 1929), 828 

Labour, Ministry of, cost-of-living index, 

4° 7, 43°
Labour Party, 5, 343, 468 

capital levy, terms for, 687 
at general elections: gains (December 

1923), 1 5 7 ;  comparative votes (Nov
ember 1924), 3 2 5 -6 ; gains (1929), 828 

and general strike, 543, 559; strengthening 
effect on Parliamentary Party, 531, 

545
and Liberals, 145, 158 -9 , 32 6 -7 , 4 72 -3 , 

539, 5 4 L  639-40, 6 47-8 , 818
Radicals and Labourites, 542 
surtax proposals, 7 0 0 -1 ;  ‘ W hy Labour’s 

Surtax is Bad Finance’ (The Evening 
Standard, 22 November 1927), 7 0 1-3  

Tories and Labour, 639, 698, 733 
Laissez-faire

applied to foreign investment, 572 
and free trade, 149, 728  
Labour’s policy of, 232  
Liberalism’s traditional policy, 158, 438, 

4 39 ; out-of-date, 220, 224; abandoned 
by JM K , 2 2 8 -9 ; ‘ The End of Laissez- 
Faire’ , Sidney Ball lecture at Oxford (6 
November 1924), 3 2 7 ,5 6 7 -8 ;  Lecture in 
Berlin (1926), 327, 543 

in troubled times, 160, 550, 570 
La Liberté, 170

8 9 7
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Lancashire
cotton industry, see Cotton industry 
lads, 585, 621 
stale atmosphere, 6 26 -7  
traditions, 620, 6 21, 636 

Lancashire Cotton Corporation: founded by 
Bank of England, 1929, 632, 6 37; 
directorate, 634

< T lu » T -in^racliirp P n tfrm  f  npnn ratin n  1 (  'T'hp

Nation and AthenaeumT 2 February 
1929), 632-6

Tl^dllU

landlords, 4 5 2 ; fight against landlordism,
638

land values duties, 687 
property in the form of, 320; and the Tithe 

Bill, 4 5 2 -3  ; landed proprietors and death 
duties, 6 77; land purchase, 829 

Landale, David, member, Committee on 
Industry and Trade, 1925, 383 

Lasteyrie, Charles de, French Finance M in
ister, 179^80  

Latin Union, 5 17  
‘ Laurentic’ , shipwreck, 285 
Law, Andrew Bonar, Prime Minister, 

19 2 2 -2 3 , 1, 2 ,3 ,  5 ;  dissolves Parliament,
6; opposes rise in Bank rate, 103 ; resigns 
on account of ill-health, M ay 1923,

143
Lawyers, 6 51, 654 
Layton, Walter

contributions to The Nation and Athenaeum,
218, 2 19 -2 0

evidence before Committee on National 
Debt and Taxation, 1924, 301, 685 

chairman, Liberal Industrial Inquiry Exec
utive Committee, 7 31  

photograph, see Frontispiece 
Lead, 15 5 ;  silver from refining process, 478, 

4 8 5-6 ; lead interests, 490 
Leaf, Walter, chairman, Westminster Bank: 

advocates deflation, 26 1—2, 269; ‘ L e a fs  
Light-headedness’ , 262, 270; reply 
(JM K ) to his article on Price Levels in 
Relation to Monetary Policy, 427—34 ;  
and Bank of England, 468 

League of Nations : loan to Austria, 9 6 -7 , to 
Bulgaria, 574

Council of the League, 775, 780, 794 
Economic Consultative Committee, 780 
Financial Committee: European recon

struction schemes, 634; assistance to 
state banks, 741, to currency reorgani
sation, 7 7 7 ; Inquiry into World Gold 
Supplies (19 29 -32), 7 7 5 -8 0 ; study of

r\ a
8 9 8

fluctuations in purchasing power of gold, 
780; Report on finance as a preventive o f 
war, 7 9 4 -5

League o f Nations Union: conference on 
Unemployment in its National and 
International Aspects, M arch 1924, 18 2 ; 
J M K ’s speech, 18 2 -9 3  

Lees-Sm ith, H. B., member, Committee on 
National Debt and Taxation, 1924, 2 9 5 ; 
author of the surtax, 703 

Le Figaro, 170, 4 5 7 -8  
Legal tender

changes in the value of, 15 , 38, 49, 60, 74, 
1 1 6 ;  and index-linked securities, 2 9 7 -8 , 

3 1 9 -2 1
right to tender gold bullion for conversion 

into, 3 5 7 -8 ,  362
titles to, and quantity theory, 1 2 - 1 3  

Leicester
Notes for a Campaign Speech in Leicester, 2Ç  

May iç2ç, 8 24 -8
boot and shoe trade, 827  

Le Matin, 170
Lenders and borrowers, see Creditors and 

debtors
Lenin, 446; Leninism, 439, 441
Leningrad, 434
Lenoir, M -, 17 1
Le Petit Journal, 170
Le Petit Parisien, 170
Le Temps, 170, 458
Lever Brothers, soap manufacturers, 649;

their good advertising, 658  
L ’Humanité, revelations on the French press 

and Russia, 168, 172  
Liberal Council, 698 
Liberal Governments, 696 
Liberal Industrial Inquiry, 6 9 5 ,6 9 8 ,7 2 9 ,7 5 4 ;  

initiated by Liberal Summer School 
Committee, 647, 7 3 1 ,  8 17 ;  Report, 
‘ Britain’s Industrial Future’ , J M K ’s 
share in, 7 3 1 ,  correspondence on, 7 3 1 - 5 ;  
‘ M r Churchill and the Liberal Industrial 
Inquiry’ , 7 3 5 - 8 ;  debate on Report at 
Summer School, 768

Executive Committee of the Inquiry, J M K  
a member, 7 3 1 ,  and Henderson, 7 3 1 ,  8 17  

Liberal Party
role of, 3 2 4 -5 , 698, 7 3 3 ;  programmes: at 

demise of Coalition government, 1922, 
1 -6 ;  campaign speeches, 1929, 8 18 -1 9 ,  
8 2 4 -8 ; Rowntree Committee pledge, 
‘ W e can Conquer Unem ploym ent’ , 
8 0 3-4 ; M r Lloyd George’s pledge, see 
under Lloyd George
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Liberal Party (cent.)
seats in House o f Commons, 146, 157 , 828;

polling results, 1924, 3 2 5 -7  
split in party ends (1923), 143, 14 5 -6 ,  

reconciliation, 538, 539 ; divisions over 
general strike, 5 3 7 -4 2 ;  ‘ malaise’ at an 
end, 638

Liberal Summer School
(1923) Cambridge: J M K ’s paper to, ‘ Cur

rency Policy and Unemployment’ , 
1 1 3 - 1 8 ;  discussion on, at National 
Liberal Club, 158

(1924) Oxford: address to, ‘ Foreign Inves
tment and National Advantage ’, 275—84,
285

(1925) Cambridge: lecture to, ‘ The Public 
and the Private Concern’ , 695—8 

( 1928) Oxford : debate on Socialism and the 
Liberal Industrial Report, 768 

Summer School Committee, initiates L ib 
eral Industrial Inquiry, 647, 7 3 1 , 8 17  

Liberal Unionists, 146 
Liberals, 542

articles and speeches on: ‘ The Liberal 
Party’ (The Nation and Athenaeum, 17  
November 1023), 14 3 -6 ; Notes for a 
speech at the National Liberal Club (13  
December 1923), 15 8 -6 2 ; ‘ Am  I a Lib 
eral?’, Lecture to Liberal Summer 
School ( 1 August 1925), 425 ; ‘ Liberalism 
and Labour’, speech at Presidential 
Dinner, Manchester Reform Club (Feb
ruary 1926), 4 72 ; ‘ Liberalism and Ind
ustry’ (5 January 1927) 638—48; ‘ M r  
Churchill on Rates and the Liberal 
Industrial Inquiry’ ( The Nation and 
Athenaeum, 28 April 1928), 5 5 9 -5 6 3 ; 
Notes for a campaign speech in Leicester 
(29 M ay 1929), 824-828  

changes in subject-matter of Liberalism, 
6 38-6 48; the ‘ old Liberals’, 438, 645-6, 
648; ‘ N e w ’ Liberalism, 4 39 ,4 4 1-2 , 647; 
on foreign policy, 2, 5, 144, peace, 325, 
648; social welfare, 2, 646, 699; free 
trade, 3, 118 , 648; finance, 4 ; reform of 
standard of value, 118  

Conservatives and Liberals, 144, 192, 
5 4 0 -1, 640, 648

Labour and Liberals, 472, 639, 647 
‘ Liberals and Econom y’, 699 
The Nation and Athenaeum taken over by 

Liberals, J M K  as chairman, 80 
University Liberal Societies: conference at 

Manchester, 7 2 8 -9 ; University o f Cam
bridge Liberal Society, invitation to

899

J M K  to stand for University, 7 2 9 ,7 7 3 -4 ,  
816

Liberty, 438, 638  
L'Information, 4 58-9
Lira: depreciation, 44, 48; decision not to 

devalue, 45, 47, 5 7 -8 ; seasonal fluctua
tions, 55, 57, 89-q i

Listener, The, ‘ The Bank R ate’ (4 October 
!9 29), 8 34-8  

Liverpool, 395, 606 
Liverpool Post, 137
Llewellyn Smith, Sir Hubert, member, 

Committee on Industry and Trade, 
I924“ 9i 383, 4°L 406-8, 412 

Lloyd George, David
as Prime Minister: Coupon election of 

i 9 i 8, 5, 539 ; fall of his Coalition 
Government (October 1922), 1 ; his party 
funds, 539

as Opposition Liberal leader: split with 
Asquith over general strike, 538-4 2 , 
supported by JM K , 540; advocates 
measures to reduce unemployment, 765; 
‘ M r Lloyd George’s Pledge’ (March 
1929), 804-8, 809, 8 1 2 ,8 1 4 ,8 1 9 ;  support 
from J M K  in Can Lloyd George Do It ?, 
8 15, 8 19 ; Treasury White Paper on, 
8 19 -2 4 ; ‘ We Can Conquer Unemploy
ment’ , 820, 825

starts debate in The Nation and Athenaeum 
on state o f the economy, 218 , 219 , 220, 
816; role in Liberal Industrial Inquiry, 
647, 7 2 9 ,7 3 1 ,  8 25-6 , and see frontispiece 

Brailsford’s view of, 4 72; a radical, not a 
Whig, 540, 541 ; J M K ’s first encounter 
with, 806

Lloyd’s Bank, 196, 724, 726
Loan market, see London and New York
Loans

American loan, see under United Kingdom 
bank loans: in Germany, 20; for cotton 

industry, 584, 600, 634 
British borrowing abroad, 829; from 

Federal Reserve Bank, 449, 574, con
tracted in gold, 176

conversions and redemptions, 245—6, 
2 55 -8 , 282, 3 10 - 12 ,  691. See also 
National debt

foreign, 86, 4 7 7 ; lending to foreigners 
distinguished from investing, 8 23; to 
foreign and Colonial Governments and 
local authorities, 2 7 7 -8 3 , 286-8, 32 8 -3 3 , 
to India, 483—5 ; Germany’s hope for 
(1922), 32, 3 5 -6 , 40, 4 1 ;  for France,

565—6
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Loans (cent.) 
mortgages, 332
short loans, 9 - io ,  10 1-2 , 30 8 -10 , 3 19 , 

7 9 7 -8 ; and gold points, 2 5 1 - 2 ;  in foreign 
indebtedness, 704, 706, 70 9-20  

tied loans, 70
for war finance, 78 9 -9 1 ; loans to Allies, 

7 9 2 -3 ,8 5 4 . Loans to prevent war, 7 9 4 -5 . 
See also under Bank of France; W ar loans 

see also Foreign Investment; Investment; 
Trustee Acts

Local Loans Stock, 80, 199, 203, 226, 296, 

314
Lombard Street, 234  
London

bookshops, 664
clearing banks, see under Banks 
financial editors, 455  
in general strike, 530
J M K  and : marriage to Lydia Lopokova (4 

August 1925), 4 2 5 ; meets deputation 
from Lancashire cotton industry in, 593 ; 
address to London Liberal Candidates 
Association (1927), 6 38 -4 8 ; attends 
meetings of Liberal Industrial Inquiry 
Executive Committee, 7 31  

League of Nations Union Conference 
(1924), 182 

newspapers, 194 
prices in Germany and, 22 
as seat of Government, 36 
underground. 281------- O---------5---J
wages, 408 

London, City of 
Bagehot on, 465-6 , 470, 471 
foreign loans raised in, 59, 200, 202, 227, 

2 36 -7 , 280, 335 , 5 7 1 , 704, 70 5-6 , 747;
pmKdrtm nn irn  c n a • rpfucp/1 fnWUI'-’U* JJV5 D/*T> *~*«W~%* w
Germany in 19 19 , 3 5 ; short-term loans, 
2 51, 37 6 ; principal international loan 
market, 226 y

international banking, 483, 5 7 1 —2, 742, 
7 4 7 -8  ; centre for international balances, 

555- 57L  710
J M K  and: City men and J M K ’s system, 

260 ; the prophet Jonah speaks to them, 
162; election speech to City business 
men (1929), 824, 826 

money market, 2 5 2 ,2 7 1 ,  477, 5 7 5 ; London 
the financial centre of the world, 466; 
‘ freedom of finance’ essence of its 
success, 72

and M r Snowden’s budget, 2 15
its sacred mysteries, 105, 273, 446; faith in

pre-war monetary and credit arrange
ments, 159  ; threatened with the doom o f  
Nineveh, 1 6 1 - 2 ;  its copy-book maxims, 
230, 272

sales of gold, 17 3 , 344, 483, 485  
and newspaper finance, 197  
sterling, views on return to parity, 2 14 ,2 6 2 ,  

264
tradition on use o f reserves, 35 , 4 6 7 -8  
see also Stock Exchange 

London County Council stocks, 204 
London, Midland and Scottish Railway, 198, 

203
London and New York 

competition in international banking, 748  
and credit for India, 4 8 4 -5  
floating balances between, 53, 70 9 -10 , 

7 1 5 - 1 7  ; flow of funds on capital account, 
350, 37 0 ; effect o f cheap money in New  
York, 2 6 5 -6 , 429  

gilt-edged security prices, 82 
gold reserves, 779
relative rates o f interest, 1 0 1 , 1 2 6 - 7 ,  2 2 6 -7 ,  

3 17 , 3 9 0 -1 ,  7 1 1 - 1 5 ;  discount rates, 
3 3 4 -5 , 3 7 9 -8 2 , 7 9 6 -7  799; terms for 
foreign borrowers, 6 9 -7 2  

risks involved in linking money markets, 
252, 271

sales and purchase o f securities, 708 
short-loan market, 102, 2 5 1 - 2 ,  370  
statistics, 722

T nnrinn onH Mnrtli_F<ief<»rn Railw av trsftuwnuuii wiiw a 1  vra ui—uwjivi u ivaiin ctj ,

203, 204 
Long-period

argument against gold standard, 160 
changes in value o f money, 159  
criterion for devaluation, 46, 4 7 -8  
policy for home capital development, 

4 0 9 -10
trends, 125 , 12 7

Lopokova, Lydia: engagement to J M K  (July 
1925), 4 2 0 -1  ; marriage (4 August 1925), 

425
as M rs J .  M . Keynes, 529, 698, 7 3 1 ,  735,

768, 773
list o f letters, 862 

Louis X V I, 272  
Low , David, 701
Lowe, Robert, Chancellor o f the Exchequer, 

18 6 8 -7 3 , 467
Lubbock, Cecil, Deputy-Governor, Bank of 

England, letter from, 162, 862 
Lunatics, 643 
Luxuries, 688

900
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MacDonald, J . Ramsay
leader of Labour Opposition (1923) : quotes 

JM K  in House of Commons, 78, 79; 
(1926), views on general strike, 543, on 
surtax proposals, 703 

Prime Minister (1924), 238 
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mediciner’ , 16 3 ; tabular standard, 297, 
recommended in evidence given before 
Commissions in 1886 and 1888, 320  

list of letters, 862 
Martin, Kingsley, 4 72  n 2 
Marxism, 438  
Mason, M r, 355
M ass production o f working-class housing, 
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on, 15 5 ; car for the Prime Minister, 2 9 3-4  
motor transport, 2 2 2 -3 , 544 

Moulton, Henry, The French Debt Problem, 
456, 461

Muir, Ramsay, member, Liberal Industrial 
Inquiry Executive Committee, 7 3 1  

Munitions, 7 8 1 -2 ,  785, 79 1, 795
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674-5
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old-fashioned laissez-faire approach to, 278 
taxation in France and England as percen

tage of, 456, service of national debt, 462 
National Liberal Club, 158, 638 
National Mutual Life Assurance Society: 
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905



INDEX

National wealth (cont.)
not affected by repayment of national debt,

849
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as a ‘ soda-water siphon’, 76 8 -70  

Oil, 442
competition in oil business, 6 5 3 ; oil shares, 

93
imports, 155  
linseed oil prices, 92 
oil-driven ships, 442  
Shell Oil Group, 653 

Old-Age Pensions, 2 15  
Old and New Worlds, 12 1 ,  123, 12 5 -6 ;  old 

countries, 123  
Oldham, 6 14 , 626 
Open-market policy, 3 3 3 - 4  
Opinion: on stabilisation, 60; tendency to 

judge future from present, 8 1 ;  three 
schools of, on depression, 4 4 3 -7 ;  Tory  
and Liberal, 14 4 ; on Lancashire cotton 
reforms, 6 13 , 6 15 , 6 17 ,  academic, on 
combines, 6 27 ; Treasury, brought to the 
hustings, 820

JM K , 349; unpublished, on population 
control, 139 ; on Government Agenda, 
efi8: three cases nf onnosirur cnntem-— 7 ------------ ------------ — _r r —- — a  ------ —

porary opinion, 740 
Opinion, Public

and Bank o f England, 2 5 2 -3 ,  4 7 1 , 754  
coercion by, in cotton trade, 6 1 3 - 1 4  
on financial matters, 264, 304, 354 , 483, 

720, 789
in France, 456, 566
in India, 486, 488-9, 502, 5 1 8 ;  British and 

Indian, 490, 521
on labour questions, 4 36 ,4 39 , 5 3 1,8 0 8 , 809 
and politics, 474, 698, 848 
towards property rights, 453  

Optimism
and Bank rate, 838  
J M K ’s, 16 1, 439
nineteenth century, displaced by twentieth- 

century pessimism, 641 ; to be restored 
by Liberals, 827

of old-fashioned conservatism, 36 1  
and seasonal fluctuations, 761
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Orange Book, The (We Can Conquer Unem

ployment), 804 
Orthodoxy, 545

economic, 643, 8 13 ; doctrine o f foreign 
investment, 5 7 2 -3  ; orthodox gold party, 
854; theory of employment, 807 

financial, 783, 7 8 5 -6 ; Treasury view of 
State expenditure, 809, 8 11  

J M K ’s unorthodoxy, 695, 785 
Output

average net output of an employed person, 
766

in cotton industry, 583 ; need to curtail, 588, 
59 5-8 , 6 2 2 -3 ; quotas fixed by Cotton 
Yarn Association, 599, 6 11 ,  6 13, 623, 
629; percentage of capacity output, 
6 09-10 , 6 12, 616 , 624 

current, as main source of war finance, 
7 8 1 -2

discouraged by deflation, 263 
Liberal policy on, 324  
limitations, to secure better price, 547 
see also Production

Overdrafts, 483, 577, 7 18 ;  for Germany, 36 ;
to help employment projects, 569 

Overseas Trade, Department of, 672 
Overstone, Lord, 339  
Ownership, see Management 
Oxford

J M K  and: gives Sidney Ball lecture, ‘ The  
End of Laissez-Faire' (6 November 
1924), 3 2 7 ; speech at Liberal Summer 
School, 1924, 2 75 -8 4 , 285, debates at 
Summer School, 1928, 768 

bookshops, 664
University: and advertising, 658; Colleges, 

and tithes, 4 5 1, 453 
Oxford, Lord, see Asquith, Herbert

P. and O. (Peninsular and Oriental Steam 
Navigation Company), 674  

Palestine, 2 
Panic, 88-9, 467, 470 
Paper currencies, gold value of, 201

paper currency reserve, India, 483, 485, 
494-6, 50 9 -10 , 522  

see also Currency notes 
Paris, 36, 14 3, 702, 708 

Financial Editors, 455  
gold wages, 3 5 1  ; cost o f living, 388, 408 
as international financial centre, 706, 708 
JM K  represents International Chamber of 

Commerce at, 593 
newspapers, 16 8 -72  

Paris Conference, 1919 , 566

Parity, see under Gold standard; Prices; 
Purchasing power

Parliament, 294, 324 ; Act of Parliament, 695; 
qualifications for parliamentary career, 
8 17 ; dependence upon public opinion, 
848

parliamentary Opposition, 560 
Party, 1, 144, 70 2-3  

broadcasts, 476
at end o f Coalition government, 146 
and the industrial problem, 647 
Labour not a ‘ party’ , 145 
Lloyd George’s party funds, 539 
party struggle, 145 

Peace
industrial, 350, 36 0 ,37 5 , 385, 534, 649, 697 
Liberal policy for, 2, 5, 146, 325, 648, 816, 

8 17, 818, 819  
population and, 124  
preservation of, through finance, 7 9 4 -5  

Peace Treaty, see Versailles, Treaty of 
Peel, Sir Robert, 467
Pensions, 2, 402; old-age pensioners, 12 2 -3 ;  

proposed for ex-Prime Ministers, 294; 
pension funds, 320 

in France, 50, 458, 461, 462 
Persia, 167 
Peru, 167, 323
Pethick-Lawrence, F . W . (1st Baron), M .P., 

556
Picard, R., Governor of the Bank of France, 

St
Pigou, A. C. : quantity theory o f money, 1 1  ; 

opposed to Treasury dogma on unem
ployment, 809

member, Committee on the Currency and 
Bank of England Note Issues, 1924, 238, 

239, 371, M  
Pious school, the, 4 4 3-4  
Pittman Act, on silver prices, 489 
Poincare, Raymond, President of France 

(19 13 -2 0 ), 1 7 1 - 2 ;  Premier (19 22-4), 
179, 18 1, 262; {19 26 -9 ), 456  

Poland, 120, 583 
Political Economy Club, 162 
Politics

abusive attacks on, 559-60  
‘ Balance of Political Power at the Elections ’ 

(November 1924), 3 2 5 -7  
and broadcasting, 4 73—6 
and the Colwyn Report, 690 
emoluments of a political career, 293—4 
in Europe, effect on business confidence, 

100, 1 1 5 - 1 6  
and journalism, 768 -70
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Politics (cant.)
political power of industrial workers, 641 
politicians, 733  ; and industrial unrest, 353 , 

393. 397. 4° 6. 833 ; in France and 
England, 460; Lloyd George as, 538  

politico-economic evolution, 229, prob
lems, 435, 792, 8 17 ;  politics and the 
economic organisation o f society, 1 1 3 ,  
468; economic, and political, ignorance, 
56 7-8 , in France, 566; J M K  accused of 
speaking as politician, not as economist, 
8 1 2 - 1 3 ,  8 16 ; J M K  as politico-financial 
prophet, 7 39 -4 0 ; Treasury "economy’ 
and politics, 820 

and taxation, 7 8 4 -5
Pooling: for coal, 528, 532, 536 ; for control of 

raw materials, 54 7; of knowledge, 619, 
644

Poor countries, 795  
Poor relief, 736, 828
Pope, the, 143 ; ‘ the Pope and Cardinals of the 

C ity ’ , 105 
Poplarism, 736  
Population

Beveridge on ‘ Population and Unemploy
ment’ (British Association, 1923), 119 ;  
controversy on foundations for J M K ’s 
Malthusian arguments on, r 19 -4 3  

in Canada, 99
control of, by the State, 437, 441 
and employment, 79, 154
foreign investment and 28a------- -ÇJ-- ---- ------------------------------3 --------T

overpopulation, 13 5 -7 ,  141 
in Russia, 437

Port of London, 280, 282, 287, 316  
Ports, harbours, docks: foreign loans issued in 

London for, 224, 227, need for home
in v p ctm p n t in  -ynft n(\c 8 ,1.1 ■... . **■, /«Jj t
as public utilities run by colonial 
governments, 280, as semi-public in
RriMtrt f \ r \  r  * r î r t v P r n m p n f  p v n p n r l i t u r a

W r V Illi l lV I ll  VApV HUlLUaC

on, 810, Treasury economy, 805 
dockers, 394, 545 

Portugal, 277, 323
Post Office, 696; Post-Office Bank, 684 

in Germany, 25 
Potash, 546, 548, 607
Potts, F. A  , of Trinity Hall, Cambridge: 

correspondence on J M K ’s candidature 
for University (1928), 7 7 3 -4  

Practical
people, 30, 608; the British, in their 

wartime tax policy, 786; Bagehot, in 
writing Lombard Street, 466 

politics: J M K ’s concern with, 192, 2 31,  
264, 3 4 2 -3 , 398, 695, 8 5 0 -1 , his ideas on

monetary reform outside, 16 3 -4 , not yet 
practical politics, 400; public interest in, 
dead, 474

problems: o f gold convertibility, 3 7 2 -4 ,  
4 24 ; in coal industry, 526 ; in cotton, 59 1, 
594, 6 1 3 ;  o f modern statesmen, 6 39 ; o f  
University men in business, 656, 660 

remedies, for unemployment, 7 6 4 -6 ; re
quired by orthodox theory, 106; imprac
ticable, for excessive sterling costs, 

432- 3. 767  
Preference, 150, 15 1  
Preservation o f the countryside, 7 3 1  
Press

advertisements, 96, 574  
and Bank Directors, 4 7 1—2 
Company Chairman as newspaper owners, 

76 9 -70
French newspapers, 460; ‘ The French 

Press and Russia’ , 16 8 -7 2  
in general strike, 544
ignorance, 48, 98; influence on exchange, 

76, 90, 337 
Indian, 504
J M K ’s articles, 820; comments in press on, 

78, 83, 10 3-6 , on Beveridge and JM K ,  
136—7, on Economic Consequences o f M r 
Churchtll, 4 2 0 - 1 ;  engagement to Lydia  
Lopokova announced, 421 

Lancashire press, 589, 593, 6 14 , 6 15  
‘ Newspaper Finance’, 19 4 -7  
oolitical renortine. 6-72 : nower ofr  r  • p> T 1 T l ~ t  r ,[-- - -  —

popular press, 665 
press-cutting agency, 136  
in the three schools o f thought on 

unemployment, 4 4 3-6  
weekly and daily, 2 6 2 -3 , 446; financial

1  7 7 8  -781-1 a /m  f i t - t r
” " J J t

Editors
see also individual newspapers and

If
p v i  i v u i v a i a

Preston, William Edward, member, Royal 
Commission on Indian Currency and 
Finance, 1926, 480, 5 2 1 - 4  

Prices
articles etc on : D r L e a fs  ‘ Price Levels in 

Relation to Monetary Policy ’ ( Westmin
ster Bank Review, 1925), comments on 
{The Times, 28 August 1925), 4 2 7 -3 4 ;  
‘ Sheltered and Unsheltered Price 
L evels’, letter to T h e Editor o f The 
Nation and Athenaeum (19  February 
1927), 6 6 1-4

American, 173, 3 3 3 - 4 ;  influence on British 
prices, 3 3 4 - 5 ;  relative price levels, 268, 
3 4 9 -5 1 ,  4 30 -2 , 6 6 1 - 3 ;  nse that could
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Prices (cont.)
help Britain’s exchange problem, 336, 
356, 36 0 -1, 373, 410  

and Bank rate, 97, 103, 3 3 5 -6  
coal prices, 429, 526, 5 2 7 -9  
and deflation, 38, 9 7 , 1 1 4 - 1 5 ,  T2F, 241, 242, 

3 6 3 ,3 6 9 ,7 7 1  ; of prices without deflation 
of costs, 762

fluctuations in, 1 1 4 - 1 6 ,  159-60, 184-6, 
3 3 6 -7 ; influence on money and real rate 
of interest, 6 -8, in post-war Germany, 
8 -10 ; J M K ’s equation for (n =  pK), 
20 7-8 ; move in same direction as 
employment, 8 13 - 14 ,  8 32-3  

in France, 177 , 4 57-6 , 461 
gold price levels, 359—60 
income tax not shifted to, 677 
index numbers, 16 1, 4 2 9 -3 1, 693, 730 

falling prices : depressing effect on trade,
6 4 - 5, 100, 104, 1 1 4 - 1 5 ,  26 3-4 , 353, 393, 
on burden of national debt, 263, 6 9 3-4 ; 
and Bank rate, 3 3 5 -6 ; through over 
production, 54 8 -51 ; years of (19 24-27), 
7 3 0 -1, 762; two kinds of reduction, 834 
rising prices, 3 3 4 -5 ;  effect on trade, ro4

internal and external, 373, 404, 434, in 
Germany, 2 2 -3 , 25 ; need for U .K . 
post-war internal prices to rise, 4, 6 2 -3 ,
6 5 -  6; sensitivity of internal, to fluctua
tions in exchange, 2 r -2 , 7 5 -6 ,7 8 , 36 3-5 , 
37 3 -4 , 4 27-8 , 430, 5 5 3-4 , sheltered and 
unsheltered prices, 3 8 3 - 5 ,4 3 5 - 6 ,6 6 1 - 4 ;  
‘ purchasing-power parity’ , 8 7-8 , 364

international price level, 721 
minimum, for cotton industry, 599, 603, 

6 09-12, 6 2 2 ,6 2 3 -4 ; price-cutting, 6 30 -1  
price level and note issue, 2 4 1 - 3 ;  depends 

on reserve policy o f central banks, 481 
price parity, 36 4 -5
real prices of food or raw materials and of 

manufactures, 128, 129-30 , 13 2 -5 ,
2 7 4 -5 ; of wheat, 2 7 3 -4  

and return to gold at pre-war parity, 6 4-5,
, t i  i l l  / l O O .  A l l —2 . AAQ. C C C — 6 .  ~I~1 2 \
JJ*! J / T ” 7’ TJ- - I  - r~r  s r  -> f t  ’

effect on exports, 67, 123, 263, 329, 408 
stabilisation: ‘ Bank Rate and Stability of 

thf» r*r»rrprt nnlirv* » ‘ ''■J ’ --- --------- t----
101, 104, 106, 16 1, 242, 264, 347, 358, 
420, 432, 4 4 1; in India, 164; Baldwin’s 
declared policy of, 242, 262, 2 7 2 ; of 
prices vs of exchange, 118 , 2 1 1 ,  259, 261, 
338 -42 , 345, 350, 372, 408-9, 423, 432, 
4 5 6 -7 ,4 7 9 ,4 9 1-2  ; and the gold standard, 
289, 292 ; optimum level for investment, 
employment and prices, 833, equilibrium 
level, 370

wages and, 6 6 -7 , 429, 433  
and wealth, 260

Prime Minister, suggested salary and emolu
ments, 2 9 3-4

Prime Ministers, see Baldwin, Stanley; 
Law, Bonar; Lloyd George, David; 
MacDonald, Ramsay

Pringle, W. M , R., 4 72 ; letter criticising 
Henderson, correspondence on, 6 9 8 -10 ; 
his heresy hunt, 728 -9  

Producers, 261, 2 6 3 -4 ; o f raw materials, 
control schemes, 5 4 6 -5 2 ; in definition of 
‘ business’ , 657 

producers’ goods, 13 4 -5 , 4 10 
Production, 218, 2 19 , 7 7 1 ; ‘ the ultimate basis 

of everything’, 260, 650; distinguished 
from business, 6 58-9  

changes in, to meet foreign competition, 
408, 554

and foreign exchange, 375, 464, 767 
at full capacity, 446, 772, through ration

alisation, 763—4
overproduction, 7 2 7 ; in coal industry, 525, 

533- 3,5 36 , 561, 578; in cotton, 559, 7 27 ; 
schemes to remedy, 54 8 -52 , for cotton, 
599, 6 1 1 ,  618, 628

period of, 11 ,  1 1 3 - 1 4 ,  26 3-4 , 337 , 548-9, 
764

production per hour, in Germany, 405 
in U .S .A ., 554  
see also Output

Productivity, 12 3 , 4 15 , 569; in U .S .A ., 554  
productive capital expenditure, 676, 685, 

696, 806, 840, 843, 844, 850 
see also under Capital 

Profits
and Bank rate, 802, 772, influence on 

anticipated real profit, 337  
control of, 224, 3 2 1 -2 ,  5 5 0 -2  
definition, 304, 846
on foreign enterprise. 2 7 5 -6 ; on Grand 

Trunk Railway, 99 
as invisible surplus balance, 705 
and losses, on fixed interest investments, 

332
monopoly profits, 547-8 , 607, ‘ national

n rn fltp p rm fT ’  r c r '  r a r t p lc  ,r i m i i n  t i i  n r  ------------- e 1 ---
591, 598, 6 0 2 -3 ; >n cotton industry, 
595-6 , 597, 602

on note issues: Indian Treasury, 247; Bank 
o f England, 258  

and price changes, 114 , 190 
from productive capital expenditure, 821, 

822, 829
profit margins, 428, 598, 603, 609, 6 29 -30 ; 

restored by rationalisation, 761, 763

9 0 9



INDEX

Profits (cont.)
retained, 298-9 , 3 0 1 -2 , 303, 683, 6 84 -5  
effects of return to gold at parity, 360, 386; 

American profits on dollar-sterling 
exchange, 3 5 5 , 390; situation in 1928, 
7 6 1, 764

surplus, 307 ; in newspaper industry, 19 4 -6  ;
of State banks, 4 9 5-6  

tax on, 840,846; on windfall profits, 7 8 6 -8 ; 
on current earned profits, 8 52 ; in 
Germany, 1 7 - 1 8  

see also Excess profits
Progress, 6 4 4 -8 ,7 3 8  ; progressive sympathies, 

325, Government, 327  
material progress, 530; progressive coun

tries, 291, 440, industries, 3 0 1 -2 , bus
inesses, 3 1 1 ,  603; unprogressive, 620 

Prohibition o f Export of Gold Act, 268, 269 
Propaganda, 473, 621, 701 
Property rights and tithes, 4 5 1 - 3  
Prosperity, 4 15 , 534, 645, 675 

barometer of, 2 3 6 -7  
cumulative, 220, 223, 405, 807, 8 26 -7  
and gold reserves, 745  
‘ How to Organise a Wave o f Prosperity’ 

(Evening Standard, 3 1 Ju ly  1928), 7 6 1 -6  
Lancashire’s, 592, 601, 610, 6 17  
policy of the ‘ sensible school’, 446, 447  
of publishers, 665 
restoration of, 664, 734, 8x8, 831 
world prosperity, 799 

Protection
American protective tariffs, 551 
Bonar L a w ’s ardour for, 3, 5; Baldwin calls 

general election on, 143, 325, is defeated 
on, 15 7 ;  argument against, 14 7 -56 , 
729

correspondence on free trade and, 800-3 
export industries injured by, 406 
the ‘ grain of truth’ in, 220 
Liberal fight against, 638 
M cKenna Duties, 728 -9  
Safeguarding of Industries Act, 3 , 1 5 1 ,  728, 

818  
Prudence

of the capitalist, 690 
in foreign assets, 16, 19, 94, 99 
and the Gold Standard Act (1928), 358, 

36 5-6
in stabilisation o f dollar-sterling exchange, 

62, 64, 3Si
Treasury prudence, 805, 807, 850, 851 
imprudence: in cotton industry, 630; of 

French loan to Russia, 277

Prudential Assurance Company, 18 7 ; Annual 
Report (1924), 201 

Psychology
arguments that are purely psychological, 

302. 3J3, 315, 848, 854  
Bagehot on, 4 7 0 -1  
and Bank rate, 100, 104 
of book-buying, 665 
of Colwyn Report, 690 
in France, 4 55, 459, 464  
German, 36, 43  
in India, 5 14
of Liberal programme, 19 0 -1 ,  6 4 1; pre

judice against new ideas, 34 8 ; and sta
tistical research, 697 

o f return to gold standard, 269 
and taxation, 6 7 7 ,6 8 2 ,6 8 7 ,8 4 1  ; in wartime 

finance, 792
Public enterprise, 6 96 -7, 844; ‘ T h e  Public 

and the Private Concern’ , address to 
Liberal Summer School, 1927, 6 9 5-8  

public expenditure, 765, 766 
public libraries, 668
see also under Enterprise ; Liberal Industrial 

Inquiry
Public opinion, see Opinion, public 
Public utilities, 222, 224, 2 3 1 - 2 ,  684, 768; 

investment in, abroad, 98-9, 276, 2 7 7 -8 ,  
under Colonial Stock Act, 2 8 0 -1 ; home, 
as trustee investments, 2 8 2 -3 , 2 8 6 -7 , 
316 , 3 2 1 - 2 ;  and repayment o f national 
debt, 296, 3 14 , 692, 844 

Publishers, 6 6 4 -70 ; French, 6 7 0 -1 ;  J M K ’s 
publishers, see Harcourt, Brace &  C o; 
Macmillan, Maurice 

Purchasing power
and balance o f trade, 31
of currency, as measure o f justice, a e -6 . s a -“ ' ’ > TV ! XT'

stable purchasing power standard, 34 1  
deflation of, 12 1
determined by control o f credit, 2 5 4 ,7 6 6 -7 ,  

829 -30
over food, yielded by unit of labour on 

industry, 12 5 -3 5  
o f the franc, 177
for Government, through inflation, 7 8 5 -6  
and index-linked securities, 320  
in Liberal programme, 827 
overseas, 2 74 ; kept as deposits, 3 6 0 -1 , 7 21  
relation to price level, 1 9 1 ;  equation for, 

207-8  ; to velocity o f circulation, 698-9  
of Prime Minister’s salary, 293 
effect on, of Ruhr crisis, 1 1 5 - 1 6  
of silver, 479, 490, o f gold, 5 13
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Purchasing power (cont.)

transferred, not reduced, by taxation, 
699-700

of wages, 352, 435, 764, 772  
Purchasing-power-parity, 87, 350, 36 4 -5 ,  

383-5

Quakers, 724, 819  
Quantity theory, n - 1 2  
Quotas: for Lancashire spinners of American 

cotton, 529, 599, transferable, 586, 6 11 ,
uij,

for loans to prevent war, 794

Radicals: and Labour, 3 2 7 ,5 4 2 ; relations with 
Liberals, 472, with Lloyd George, 

53M 1
Radio Times, Tke\ on broadcasting The  

Budget speech (26 February 1926), 4 7 3-6  
Raffalovich, M ., Paris representative of 

Russian Minister of Finance (19 0 4 -17), 
168 72  

Railways
Government expenditure on, 810  
nationalization, 452  
Railway Act, 19 2 1, 198, 2r8 , 695 
railway age, 276 ,396 ,80 0 ; boom, 2 2 0 ,3 2 1 -2  
railway companies, 2x6 ,6 84; prior stocks as 

Trustee securities, 19 7 -8 , 20 3-4 , 287, 
316 . See also Grand Trunk Railway 

service during General Strike, 544, 545 
travel in post-war Germany, 25  
unemployment, 761 
wages, 394
also mentioned, 7 8 1, 825, 826 

Rate of interest
on colonial and foreign loans, 277, 282, 318 , 

329, 3 3 1 - 2
on gilt-edged securities, 8 0 -3, 8 5-6 , 10 5;

‘ gilt-edged’ rate in Berlin, 9 -10  
internal and external rates, 3 3 1 ,  8 1 1 - 1 2 ;  

money and real (or commodity) rates, 
6-9) 335, 337, 798, 8 5 1 ;  in France, r8i 

effect on, of Liberal plan for capital 
development at home, 8 1 1 - 1 2 ,  8 x 4 -15 , 
844 ; scope for home investment at 5 % ,  
228, 2 2 9 -30 ; Treasury attitude, 805 

long and short rate, 308—1 1 ;  short rate, 
79 8 -9

in post-war Germany, 3 7 -8  
relation to Bank discount rate, 235, 8 36 -8  
relative rates in N ew  York and London, 

10 1-2 ,  20 3-6 , 2 2 6 -7 , 335 , 39 0 -r, 433, 
7 1 1 - 1 5 ,  799; effect on exchange, 38 0 -2

Rates, 662, 690
rating reform: ‘ Rating Reform and the 

Rating System ’, chapter in Report of 
Liberal Industrial Inquiry (JM K  and 
Ramsay Muir), 7 31 n 5, 7 3 3 - 4 ;  ‘ M r  
Churchill on Rates and the Liberal 
Industrial Inquiry’ , 735—8 ; Allyn 
Young’s proposal, 767

Ratio of real exchange, 129, 132, 13 4 -5 , 138, 
150, 283, 329

Rationalisation: definition, 579, 7 6 3 ; to deal
urit-lx niivMlnr, nn/1 •■oc’f r,rowml auijjiua LapaLicV, uw y, auu 1 lolujv

profit margins, 7 6 1, 763; need for, in 
cotton industry, 584, 592, 6 22 ; under 
Cotton Yarn Association, 594» under 
Lancashire Cotton Corporation, 632, 
634; Sir Alfred Mond on, 7 2 6 -7  

Raw materials
‘ The Control of Raw Materials by G ov

ernments’ , 54 6 -52
equation o f exchange between manufac

turers and, 120—1, 123, 12 5 -8 , 130 ; in 
U .S .A ., 13 4 -5

imports, U .K ., 15 5 ;  effect of rise in 
exchange, 249 ; for increased employment 
plans, 5 6 9 ,7 6 4 ,8 11 ,8 2 9 ,8 3 1  ; profits and 
losses on, in balance of payments, 705 

and return to gold at parity, 5 5 2 -3  
sensitivity to external prices, 363, 383, 39 1, 

427, 5 5 3 ; of articles containing imported 
raw materials, 2 2 , 1 3 4  n, (class E  goods), 
4 28 -32 , 434

wages and, pre- and post-war prices, 66 
also mentioned, 1 1 ,  153, 219  

Razin, Alois, Czech Finance Minister, 59-60  
Reconstruction

of British business, 656 
in Europe, 708; schemes sponsored by 

League of Nations, 634; ‘ Reconstruction 
in Europe’ (Manchester Guardian Sup
plements), 77  

in France, 50, 79 
Liberal programme for, 5, 732  

Reflections on the Franc and Other Things, 
English draft to French publication: 
table of contents, 7 3 8 -9  ; Preface, 739 40 

Reichsbank 
Bank rate, 9 
exchange policy, 3 9 -4 1  
gold reserves, 2 3 -4 , 26, 3 3 -4 , 41 ; policy on 

reserves, 482, 4 95-6 , 779  
note issue, 13 , 2 0 - 1 ;  shortage o f cash, 15  

Religion, 441

clergy, and tithes, 451
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Ecclesiastical Commissioners, 695 

Rent, 662; Rent Restriction Acts, 224 
Rentes, 178

rentiers, 47, 5 1, 354, 840, 846, 849 
Reparations, 23, 30, 32 , 353, 8 25; Reparation 

Conferences, 88; receipts from, 5 7 1 ,7 9 7 ,  

8S4
J M K  and: ‘ T h e Progress of Reparations’ 

(1927), 7 39 ; lectures on, at School of 
International Studies, Geneva, 828 

Reparations Commission, 27, 36, 18 1 n 4 
Republican Administration, U .S .A ., 551  
Repudiation: of French internal debt, 48, 565; 

of loan, 2 8 2 -3 , ar>d return to gold at 
pre-war parity, 423 ; o f contractual 
internal prices, 553  

Reserves
Currency note reserve, 165, 2 9 1, 738 ;

Treasury note reserve, 216  
function of: for internal and external drain, 

494, 496, s i 9, 7 4 3 ; Bagehot on, 4 6 7 -8 ;  
‘ a free hand’ essential for, 495, 7 4 1 - 2 ,  a 
bank’s effective reserves, excess over 
‘ legal’ , 776

J M K ’s ideal system for U .K ., 246 -7  
of partnerships and companies, 299-30 4  
in post-war Germany, 3 2 -5 ,  40-2  
see also under Bank of England, Banks, 

Gold, India
Resumption of cash payments, 268; in 18 2 1,

m
Retail trade, 402
Retum-to-Gold Controversy, 3 5 1 .  See under 

Gold Standard 
Revenue Departments, 7 5 4 -5  

see also Inland Revenue 
Revision of the Treaty, A, 77 
Rhodesia, 165

Southern Rhodesia, 205, 2 8 1 -2  
Ricardo, David, his Ingot plan, 35 7 , 377, 378  
Rice, 2 17 , 497
Rich, the, 160, 2 18 ; taxation of, 676, 6 82-3, 

701, 846
Risk

and big business, 645, the Big Five, 725 
borne by commodity markets, 549, by

cnpmlüfnrQ m--------. . T

of Cotton Yarn Association, 609 
exchange risk, 337 , 380 
and profits, 276, 2 8 2 -3 , 846 
political risks, 2
of ‘ prosperity policy’ , 446, 764, 765 
in publishing, 665, 668-9  
and repayment o f national debt, 368 
in returning to gold standard in 19 2 5 ,3 4 1 -3 ,

345, 3S3, 360, proposals to reduce risk, 
3 4 3 -4 ; risk o f deflation, 356  

in seasonal pressures, 5 3 -4 , 57—8, 89-90  
Trade Facilities Act not a risk-sharing 

scheme, 2 3 1 - 2
and Trustee stocks, 297, 3 19 -2 0 ; risk 

attaching to India stocks, 95, 281, to 
other stocks, 288

Rivet, Charles, Russian correspondent of Le 
Temps, 170  

Roads
motor roads as capital development enter

prise to aid unemployment, 2 2 2 -3 , 287, 
738, 765, 826, 844; threatened by 
Churchill’s economy campaign, 699, 
7 3 7 -8 , 762, 805; his raid on the Road 
F u n d ,8 14

also mentioned, 781, 810  
Rochdale, 614, 626
Romier, M ., City Editor o f Le Figaro, 4 5 7 -8  
Rothermere Newspaper Trust, 194  
Rothschild, control of quicksilver, 548 
Roumania, 93, 129, 32 3 , 8 15  
Rouvier, M ., 17 1
Rowntree, B. Seebohm: member, Liberal 

Industrial Inquiry Executive Commit
tee, 7 3 1  ; chairman, Liberal Party com
mittee on national development, 8 0 3-4  

Royal Economic Society
annual meetings: April 1923, discussion on 

monetary reform, J M K ’s comments, 
2 0 6 -14 ; M ay 19 25, discussion on nat
ional debt, J M K ’s comments, 3 6 7 -8  

J M K  as secretary, 480 
Royal Statistical Society

comments on Alfred Hoare’s paper, ‘ The  
Bearing of Labour Unrest on the Path to 
be Taken to Sound Currency’ (Journal 
of the R .S .S ., M ay 1925), 3 5 4 -6  

on Prof. Daniels’ paper, ‘ T h e Post-war 
Depression in the Lancashire Cotton 
Industry' (Journal o f the R .S .S ., 928), 
6 2 9 -31

Royal United Service Institution: lecture to, 
on ‘ National Finance in W a r' (February 
1929), 780, 7 8 1 -9 5

Rovtnn. 61 a. 626- - j ----7 ----f J ----
Rubber, 9 2 ,3 2 9 ;  British interests in, 403, 5 7 1 ,  

70 5; Rubber Restriction Scheme, 546,

548-9, 55° ,  55 L  552
Rugby School, 8 16
Ruhr, French occupation of, 89, 90, 92, 1 15 ,

it6
Runciman, Walter, Liberal M .P ., 472, 5 38 -9 , 

555
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Runciman, Walter, Liberal M .P. (cont.)
‘ M r Runciman’s Letter’ { The Nation and 

Athenaeum, 3 July 1926), 542 
Rupees: proposed change from silver to gold, 

478, 4 8 5 -6 ; J M K ’s advice to keep silver 
rupees, 5 0 1-2 , 516 , 5 18 ; notes in 
competition with silver, 503; return to 
cultivators in terms of, 4 9 6 -7, advantages 
of silver over gold coins, 5 1 7 ;  proposed 
to rupee or 20 rupee gold coins, 520 

silver rupees in paper currency reserve, 494, 
509, 516 , 519 , 5 2 3 -4 ;  total outstanding, 

5*6. 523
value in terms of sterling, 479, 491, 505-6 , 

5 to -i  1, 5 1 5 - 1 6 ,  5 2 0 ,5 2 2  ; quantity of, in 
a ‘ crore’, 484 nr 

Russia
cotton industry, 580 -1  
currency depreciation, 48, ija , r79, 740 
French loan to, 277, 7 5 8 -9 ; defaults on 

loans, 277, 323, 332
‘ The French Press and Russia’ , 16 8 -72  
gold reserves, 175, 291 ; adoption of gold 

standard (1897), 518
J M K  and: visit to Lydia’s parents (Sep

tember 1925), 434, lectures at Bicenten
nial Celebrations of Academy of Sci
ences, ‘ The Economic Position of 
England ’, 4 3 4 -3 7 , ‘ The Economic Tran
sition in England ’, 4 3 8 -4 2 ; visit in 1928, 

741
‘ Soviet Russia’ (The Nation and Athe
naeum, October 1925), published as A  
Short View of Russia (December 1925),
442

overpopulation, 140, 437  
Revolution o f 19 17 , 168, 4 37 ; in a

transitional era, 438  
wheat production, 92, 129  

Russo-Japanese war (19 0 4-5), 168, 169 
Ryan, John, Chairman and Secretary, Com 

mittee for Cotton Yarn Association: 
arranges meeting with J M K  in London, 
5 9 2 -3 ; initial success, 609, later failure, 
626; his wisdom and diplomacy, 632 

Rylands, Sir Peter, member, Committee on 
Industry and Trade, 19 24 -9 , 383, 388, 
39 3 -4 . 400-2, 4 15

‘ Safety First’ , 825, 8 27, for sinking funds, 
849-50

St Petersburg, 170. See also Leningrad 
Salesmanship, 659
Salter, F . R., Liberal candidate for Cambridge 

Borough (1924), letter in support of, 

324-5

Samuel, Sir Herbert, Liberal M .P
correspondence on J M K ’s candidature for 

University o f Cambridge, 774  
plan for concordat in coal industry, 5 34 -5 ,  

537. 545
president, Liberal Summer School (1927), 

695 ; member, Liberal Industrial Inquiry 
Executive Committee, 7 3 1, 7 34 ; his part 
in ‘ We Can Conquer Unemployment’ , 
8 25-6

list of letters, 862 
Sao Paulo, 550

D_2__ T'L „• j w u r u u ÿ  1 rctr, iu5
Savings

capital saving, 303
compulsory, 302, 785 ; Voluntary, 302, 

7 8 3-4 , 787, 829-30  
definition, 810  
depreciation of, 38, 49 
hazards of, 100; need for direction, 324,

441, 645
of insurance companies, 307 
and investment, 8 10 ; not automatically 

balanced, 807-8, 8 10 ; conservative credo 
on, 808-9; foreign investment and, 
2 75 -6 , 284, 335, 376 ; should go into 
home capital development, 2 2 1 -2 ,  223, 
224, 225, 284, 409, 569, 765, 805; trustee 
savings drawn abroad, 2 8 0 -1, 282 

national savings: diminished, and import 
controls, 149, and interest rates, 204, 
805 ; lack of outlet at home, 226 ; estimate 
of (1924), 683

and newspaper advertising, 197 
public opinion and, 30 4 -5  ; social value of 

saving, 305, 850
and repayment o f national debt, 296, 309, 

3 1 1 ,  36 7-8 , 677, 839-40, 850 
return to new savings ( 19 2 1 -2 3 ) ,  8 0 -1  
taxation, deterrent effect, 295, 296, 298, 

301, 307, 677, 841, 846; proposal to 
lighten burden, 298-300, 302, 30 4-5, 

307
of the unemployed, 828; of the newly 

employed, 822
see also Investment; Trustee Acts 

Savings Banks, 216 , 2 57 -8  
Savings Certificates, see National Savings 

Certificates
Sazonov, Sergei, Russian Foreign Minister 

( i912 ), 1 7 1 - 2  
Scandinavia, 291, 323 n 
Scarcity 

epoch of, 438  
scarcity value, 691
of world credit, and gold supplies, 780
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Schacht, Hjalmar, President of Reichsbank, 

■741
Schiller, Johann von, 732  
School oflnternational Studies, Geneva: four 

lectures given by J M K  (Jiily 1924), 828

Science, 79, 124, 160, 16 1 ,6 3 9 ; and business, 
659, 726

Scotland: Scotch enterprise, 276, 058, 724  
Scott, C . P., editor o f The Manchester 

Guardian, 472  
Seasonal fluctuations

of exchange, 5 2 -8 , 6 7-8 , 73, 7 5 -6 , 8 9 -9 1, 
10 1, 24 3; seasonal debts, 368, 5 72 ; of 
gold stocks, 746 

of farm products, 1 1 3 - 1 4  
of industries, 7 6 1 ;  bookselling, 667 

Securities
advice to investors on, 93—6, 3 2 9 -3 2  
American, 7 0 7 -8 ; American profits on 

sterling securities, 355  
bond market, 798; international securities 

market, 706-9  
cotton debentures, 633 
fixed-interest, 98, 332  
in Germany, 18, 19 -2 0 ; in France, 181 
Government, 93, 198-9, 2 17 , 245, 258-9 , 

3 4 °, 354_ 5i 849; national debt as, 849 
held against fiduciary note issue, 247, 

2 5 8 -9 ; held in Banking Dept of Bank of 
England, 750, 799; Stock accounts, 673 

industrial, oa. 281. 7 1 1 - 1 2 .  ara----------------------- , 7fc|T----- - ,  j  -  ------------7 r

long-dated, 81, 82, 83, 9 3-4 , 105, 203-4 , 
281, 310 , 335, 3 8 0 -1 ,  706, 799; short-

S c n i  n z—fi ■y.o'i -y.dA—c ■ rr ifp rm n7J’ 7J "1 -  w ------T J ! -----------------------

for long-or short-in national debt, 295—6,
308, 319

possible effects on, of capital levy, 853 
sterling, sales of, in India, 483, 484, 485, 

490, 491, in reserves, 477, 509, 510, 522  
see also Bonds, Investment, Loans, War 

loans
Self-interest, and latssez-faire principles, 149, 

278 
Services

as key industries, 14 7 -8  
paid for out of local rates, 737  
sensitivity to external prices, 2 2 -3 , 25, 360, 

364, 3 8 3 -4
Shakespeare, The Tempest, 142—3 
Shareholders

in Bank of England, 466—7 
in cotton companies, 6 1 4 ,6 1 6 ,6 1 7 ,6 3 1 ,6 3 3  
in large-scale business, 6 5 1 ,6 9 7 ,7 2 5  ; o f the 

Shell Group, 6 53; in combines, 642

in newspapers, 195—7 
Shell Oil Group, 653 
Sherman Anti-Trust law, 5 5 1  
Shipbuilding, 15 3 , 269; unemployment, 219 ,

335, 435, 761 
Shipping

as invisible exports, 403, 5 7 1 ,  8 35 ; net 
national shipping income, 7 2 2 -3

_________________ 1 _:__/.I__ _
S C I l S l l l Y U ÿ  U i C A  IC I l i a i  | J i  i c e »  1 - .3  h

4 2 8 -3 2
shipping freights, 4 3 0 ,4 3 1  ; in wartime, 794  
unemployment in snipping industry, 4 35  

Shipping, Chamber of, 430  
Short period argument against gold standard, 

160
short-dated investments, see under 

Securities
Short-time, in cotton industry, 529, 578, 

58 2-4 , 5 8 6 -9 1, 593, 59 6 -7, 608, 6 1 0 - 1 1 ,  
6 12 , 616 , 6 2 4 ,6 2 7 ; abandoned by cotton 
spinners, 593, 596, 600, 622 

Short-Tim e Committee of the Federation 
of Master Cotton Spinners 59 6 -7 , meet 
J M K  in Manchester (22 November 
1926), 58 5-6 , 587  

Siam, 269
‘ Siela’ , nom-de-plume used by J M K , 2 8 4 -5 ,  

293-4
Sieveking, Lance, 650 
Silk, 155

artificial silk, 4 35, 442, 607 
Silver

currency: silver-using countries, 6 4 -5 ;  
Turkey, 30 ; China, 64, 488; India, 478,
COI. S0 2 . St6— 1 8 . tee n.hn Rnrves- in

—j j — — 7 ~ -— r w■ “ 7 —

France, 463, demonetisation of silver, 756  
demand for, 478, 4 8 5 ; supplies, 478, 485, 

5*8
effect on price of silver if India adopted 

gold standard, 477, 4 78 -9 , 4 8 1, 484, 
485-90 , 503, 5 1 3 ;  silver market disrup
ted, 487, 490, 516 , 5 17  

export of, from India, 488; sales of, 487, 
488, 490, 503; hoarding, 487, 503, 516 , 

517
silver controversies in history, 5 1 7 - 1 8 ;

Pittman silver, 489 
silver exchange, 6 4 -5  
silver interests, 486, 489, 490, 5 1 7 ;  Indian 

interest in stability, 486, 503, 5 18  
Simon, E. D ., member, Liberal Industrial 

Inquiry Executive Committee, 7 31  
Simon, Sir John, Liberal M .P ., 5 3 1 ,  532, 

538—9, 5 4 5 ; member, Liberal Industrial 
Inquiry Executive Committee, 7 31
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Sinking funds
capitalist and socialist view of, 689-90  
Colwyn Committee Report on, 687, 688-94  
criteria for determining amount of, 36 7-8 ,

6 9 2 - 3, 845, 847, 8 5 4 -5
for debt to America, 68 ; for war debt, 2 2 3 -4 ,

6 9 3 -  4 ; for Trustee foreign loans, 3 3 0 - 1 ,  
706

in financial policy for Liberalism, 4 ; should 
be used for replacing unproductive with 
productive debt, 222, 2 2 4 -5 , 2 2 5 -6 , 32 1,  
367, 692; J M K ’s ‘ heresy’ on, 225, 694 

in France, 50, 458, 4 6 1-3  
provision for margin on budget, 3 11 ,8 4 9 -5 0  
question o f new sinking fund in 1924, 3 15  
also mentioned, 685 

Sisal, 546 
Slumps

of 19 2 0 -1, 92, 1 1 5 ,  133 , 392, 492, 8 4 1; 
19 2 1 -2 ,  220, 500; 1924, 183, 193, 2 2 3 ; 

1926, 554
alternate slumps and booms, 193, 833  
in cotton, 5 79 -8 2 , 592; in gilt-edged 

market, 105
inflation not the cure for, 3 3 5 ; Indian 

measures against, 501 
relation to capital accumulation, 303, to 

investment and saving, 810  
Smuts, General Jan Christian, broadcast, 144  
Snowden, Philip

Chancellor o f the Exchequer (1924), 2 22 ; 
his Budget, 2 1 5 - 1 6 ,  766 ; appoints 
Committee on The Currency and Bank 
of England Note Issues, 1924, 238, 3 7 1 ;  
‘ Sits on the fence ’ on deflation, 262 

Shadow Chancellor, 472, 752, 7 5 3 ; radical 
views, 5 4 1, 70 1, 703 

list of letters, 862
Social justice, 426, 4 33, 436, 439, 453, 639, 

648, 737
Social services, 661 ; insurance, 662, 677 

capital levy to pay for, 842, 847 
Churchill’s economy campaign against, 556 
in France, 759
Liberal policy on, 2, 4, 5, 699-700; social 

reform, 208, 689, 690, 700, 736 ; exper
iments in, 327

and Malthus’s Devil, 1 2 1 - 2 ,  124  
socialised public services, 281, 287, 316  

Socialism
class interests, 324 ; illusion on national 

wealth, 688-90
French Socialist newspaper, l'Humanité, 

168
justifiable criticism of economic ills, 1 13 ,

1 1 7 ;  debate on Socialist vs Liberal 
solution, 768; in ‘ The Public and the 
Private Concern’ , 6 9 5-6 ; not the real 
enemy, 197

Labour Government’s attitude, 232  
‘ semi-socialism ’, 3 2 2 ,6 9 5 ,7 2 5 ; and the Big 

Five, 7 2 5 ; true socialism of the future, 
222 ; Bank of England, 348 

state socialism, 439, 643 
see also Individualism

Somerset House, 6 7 2 ,6 8 4 ,6 8 7 ,7 0 1 ,7 5 4 ,8 5 3 ;  
praise for, 676, 70 2; Statistical Depart
ment, 686

South Africa, Union of 
Boer War, 13 1  
diamond cartel, 5 4 7-8  
gold mines, 176, 290, 506; gold reserves, 

165, 426
securities, 94, 203, 204, 205 

South America, 1 1 5
competition in coal, 399 
defaults on loans, 277, 283, 3 2 3 ; sinking 

funds, 330
South American telephone properties, 797  

South-Eastern Europe, 129 
Southern Europe, 407 

Southern Railway, 198, 203 
Souvarine, M ., French newspaper publisher,

171
Sovereigns, 34 3 -4 , 357, 372, 379, 74 3 ; in 

India, 520, 522, half-sovereigns, 520 
Soviet Union, 278; J M K ’s visit to (1925), 442 

‘ Soviet Russia’ {The Nation and Athen
aeum, 10, 27, 24 October 1925), 442  

see also Russia 
Spain

default on loans, 277, 323  
gold: pillaged from Mexico and Peru, 167; 

stocks of, 175, 29 1, 752  n 6 ; gold value 
of paper currency, 2 0 1; gold cost of 
living, 365, 384

Spectator, The, 105, 263, 294; M r K iddy’s 
complaints, 230; of the ‘ sensible school’ , 
446

comment on editorial, ‘ Deflation Means 
Unemployment’ (22 October 1923), 118  

Speculation. 261- r - - y ^

and balance of trade, 2 9 -3 0 ; seasonal, 53-6 ,

57
in exchange, 88—9, 10 1—2, 262, 359 ; 

German, 9 - 1 0 , 1 5 - 1 6 , 1 7 ,  1 9 - 2 1 ,3 7 - 4 0 ;  
franc, 88-9, 179, 234, 26 2 ; sterling, 333, 

343, 70 9 -10
in gilt-edged stocks, 104—5, 3 1 2  
in grain, 3 5 0 -1  ; raw materials, 705
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Speculation (cont.)
in newspaper property, 194
on political prospects, 90, 101
and the productive process, 114 , 549;

book-production a gamble, 669 
in the railway boom, 3 2 1 - 2  
speculative inflation', 7 7 1  

Spoor, Ben, 472  
‘ Square deal, a ’ , 560, 36 1, 563 
Stabilisation

for investors, of long-term money income 
vs of capital value, 8 6 -7 , 93 

period of stabilisation, last of the three 
economic epochs, 4 3 8 -4 1 ;  problem of 
world stability, 153, 2 7 2 ; post-war 
instability, 14 1

under a régime of money-control, 159  
‘ The Stabilisation of the European E x

changes’ (28 September T922), 44 
see also under Francs; Marks; Currency; 

Prices
Stagnation, 86, 764, 8 15  
Stamp, Sir Josiah, 420^1, 4 3 1 , 674, 765, 809 

argument against capital levy, 840, 843 
letters to The Times, 336, 556 -9 , 56 1, 563 
member, Committee on National Debt and 

Taxation, 19 24 -7 , 295, 299-306 passim, 
3 1 1 - 1 2 ,  683

personal relations with JM K , 420 
list of letters, 862-3

Stamp duties, 196, 575, 6 75; duty on cheques, 
244, 675, 726  

Standard of living
comparative standards, Great Britain and 

other countries, 4 1 4 - 1 5  ; in France, 388; 
Germany, 122, 2 1 7 - 1 8  

of an expanding population, 12 1 ,  125 , 128,
1 1 A T A T 
*OT> “ T1

working-class, 79, 3 2 7 ; and wage reduc
tions, 4 1 2 - 1 4

Qfon/iirH ir'iln
1 1 7, 1 1 8, 160; fixed value in goods, 16 1, 
16 7; gold as, 16 1, 167, 20 9-10 , 337 -9 , 
5 52 ; stable purchasing power as, 3 4 1 ;  
tabular standard, 297,499, 508; Treasury 
role in establishing parity of standard, 
258

see also under Commodities; Gold Standard 
Starvation level, 1 7 - 1 8 ,  19, 124  
State

disagreement with Labour on usefulness of 
State action, 159, 34 8 ; State-encouraged 
enterprise at home, 2 2 3 ,2 2 5 , 322, J M K ’s 
heretical programme, 228 -9 , 2 3 °, 647, 
809; for control o f raw materials, 550 1,

in foreign investment, 573 ; partnerships 
between State and private enterprise, 
6 4 5 -8 ; ‘ State Control of Industry’, 
discussion chaired by J M K , 649 

State debts, see National debt 
State expenditure, see Government 
wheat imports, in Germany, 2 5 -6  

State banks: gold reserves, 7 4 1, 76 5; profits, 
7 51. See also Central Banks, and under 
India

Statist index number, 629, 693 
Statistics, 30, 3 1 - 2 ,  125 , 137 , 726, 730  

German statistical office, 26, 27 
J M K ’s study and use of, 66, 78, 12 2 , 140, 

14 1 , 662, 677, 685, 709, o f cotton 
statistics, 586, 588; Cotton Yarn Associ
ation development o f statistics, 59 6 -7, 
599, 608, 6 1 0 - 1 1 ,  6 2 3 -4 , plea for 
continuing their work, 6 37; Colwyn 
Committee statistics, 6 7 7 -8 1  

need for more statistical research, 697, 
7 2 1 - 2

statistics o f Election, November 1924, 

325-6
Steam locomotion, 224, 322  
Steele, M r, chairman, Institute o f Bankers, 

60
Sterling

articles on: ‘ Bank rate, Sterling and Foreign 
Investment’ (The Nation and Athe
naeum, 7 June 1924), 2 3 4 -7 ;  ‘ Is Sterling 
Overvalued?’ (The Nation and Athe
naeum, 4, 18  April 1925), 3 4 9 -5 4 ; ‘ The  
Arithmetic of the Sterling Exchange’ 
(The Nation and Athenaeum, 13  June 
1925), 3 7 9 -8 2 ; ‘ The Autumn Prospects 
for Sterling '(The Nation and Athenaeum, 
2? Ortnhpr i r t i S  -ia— kJ ----------------- -  ---- '  /1 ■ ' '  '  / *T

dollar-sterling exchange, see Dollar-sterling 
exchange

fliirtîi'a firm c in  r ricinnr /T < in m n r tA 'n \  qft

4 2 1 ;  weak (July 19 2 3 -June 1924), ioo, 
236, 240, 373, 422, 430, flight from 
sterling (July 1924), 269; stronger 
(October 1924-M arch  1925), 33 3 , 3 3 4 ;  
after return to gold standard (M ay 1925), 
36 1, 422, 528, 801 ; seasonal fluctuations, 
5 5 -6 , 6 7-8 , 236

problem o f return to pre-war parity, 44, 
6 0-2, 2 6 2 -4 , 2 6 8 -70 ; arguments for 
stablising at current value, 62—74  

sterling held in London by foreigners: 
German, 19 -20 , 3 3 - 4 ;  French, 7 10 ;  
American purchase of sterling bills, 403, 
426

9 l 6



INDEX

Sterling {coni.)
sterling price and sterling exchange, deter

minant of ‘ sheltered ’ and ‘ unsheltered ’ 
prices, 3 7 3 -4 , 4 2 7 -3 0 ; disequilibrium 
exchange too high for internal price-level, 
78, 4 2 1 -2 ,  528, sterling overvalued, 
349- 54. 3^3- 5. 369, 386, 429, 4 3 1 - 2 ;  
reduction of sterling costs or sterling 
exchange needed, 3 7 4 -5 , 4 3 2 -3 , 762; 
price stability in terms of sterling the 
goal, 259, 337

tt v 1_____ ________________»:______U'.rt. iiraur» u iau c m  M c u iii^  iy u
see also Dollar—Sterling exchange 

Stewart, Sir Kenneth, 632 
‘ Stockbroker, A ’ , writer of a letter to The 

Manchester Guardian Commercial, 285, 
286, 287

Stockbrokers, 197  
Stock Exchange 

French, 168 
German, 29
London, 9 -10 , 29, 92, 297, 329, 706; 

brokerage charges, 19 9; investments 
owned by banks, 569; J M K ’s losses on, 
828

Stock Exchange Official Intelligence, 218  
Stocks (commodity)

of goods held : and prices, 8 2 ,9 2 ,2 6 8 ,8 0 2 -3  i 
effect on, of Bank rate, 2 3 5 ; o f cotton 
yarn, 598, 600

liquid stocks of materials, 782 
surplus, and control schemes, 5 4 7 -5 2  
for investment stocks, see Bonds; Gilt- 

edged securities; Securities 
Strait-laced school, 4 4 4 -5 , 446, 450, 451  
Straits Settlements, 165, 550 
Strakosch, Sir Henry, South African 

banker
letters to The Nation and Athenaeum, com

ments on, 17 3 -4 , 176 ; his criticism of 
Economic Consequences of M r Churchill 
in The Times, 4 21, taken up by JM K ,  

421-5
memorandum for Finance Committee of 

League of Nations, 780 
member, Royal Commission on Indian 

Currency and Finance, 1926, 480, 
5 1 3 - 1 6 ,  524  

Strikes, 160, 353, 436  
locks-outs, 424, 529 
see also General strike

Strong, Benjamin, Governor, Federal Reserve 
Bank o fN ew  York to 19 28 ; relations with 
Bank of England, 741

Subsidies, 406; for coal, 5 2 5 -7 , 529, 530, 554;

the dole as, 589 ; vs loans, to finance Allies 
in wartime, 792

Sugar, 156, 442, 5 7 1 ;  Cuban restriction 
scheme, 550, 5 5 2 ; sugar duty, 675, 690, 

851
Sun spots, 160
Sunday Times, The, 194, 19 5 ; letter to 

(October 1927), 700 
Supertax, see under Taxation 
Supply and demand, 439; for gold, 4 8 2 -3 , 

50 6 -7 ; for silver, 4 85-9  
Surplus

for net foreign investment, 7 0 4 -23 , 748, 
8 35; net non-merchandise (invisible) 
surplus, 704, 705, 7 2 3 ; net surplus on 
income account ( 19 25 -2 7), 7 1 8 ,7 19 ,7 2 2 ,  
7 2 3 ; net surplus on trading account, 
835-6

of output (‘ normal savings’ ), 782, 8 10 ; for 
war finance, 691, 7 8 2 -4 ; for Liberal plan 
to end unemployment, 810

U .S .A ., net surplus on income account, 
7 19 -2 0 ; merchandise export surplus, 
720

Surplus capacity: in cotton industry, 590—1, 
592, 595-8, 604-5, 606, 6 12 , 616 , 622, 
624, 625, 627; combination as remedy, 
607-8, 6 2 2 -3 , 625, 628, 6 3 1, under 
auspices of Bank of England, 632—6 

‘ swap rate’ , 7 14 , 7 15  
Swarajists, 164  
Sweden

cotton industry, 583
gold stocks, 175, 37 7, 37 8 ; gold value of 

paper currency, 2 0 1; gold cost of living, 
365, 38 4; convertibility, 2 14

reserve policy, 7 16  
Switzerland

cotton industry, 583
gold stocks, 291 ; gold value o f paper 

currency, 2 0 1; gold cost o f living, 365,

384
Sylvester, A. J . ,  private secretary to Lloyd  

George, 729
System: The Magazine of Business, 726; 

comment on Sir Alfred M ond’s article on 
rationalisation (JM K , November 1927), 
7 2 7 -8

Tabular standard, 297, 499, 508 
Tardieu, André, 565, 566 
Tariffs, 1 1 7 ,  130, 149, 607, 729 ; in cotton 

industry, 581, 583, on dyes, 620; U .S .A ., 

551-2
see also Import duties; Protection
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Tattershall, Frederick W ., of the Lancashire 

cotton industry, 586, 588 
TattershaU, Lincoln, o f the Cotton Yarn 

Association, 626, 632  
Taxation

bank deposits used to pay taxes, 82, 85 
on capital, 841, 846, 8 51. See also Capital 

levy
Committee on National Debt and Taxation, 

295; Report (Colwyn Report), 6 7 5 -9 4 ; 
evidence of J M K , 2 9 5 -3 2 2 , 8 39 -5 5  

direct and indirect, incidence on specimen 
incomes, 6 78 -8 1  

evasion, 30 0 -1  
on expenditure, 295, 300 
in France, 5 0 -1 ,  18 1, 456 
in Germany, 1 5 - 1 6 ,  E 7-19 , 24, 42, 4 9 5-6  
high taxation, effect on distribution of 

income, 689-90, 840
Imperial taxes, insensitive to exchange 

fluctuations (Class A), 4 3 8 -3 2  
Indian taxpayers, 491 
Labour’s surtax, 7 0 1 - 3 ;  not to be confused 

with ex-super-tax, 702 
Liberal programme on (1922), 3 -5 ,  (1927), 

699-700; tax aid for, from expenditure 
on capital works, 822, 829 

to pay off national debt, 48, 6 2 -3 , 82, 226, 
263, 282, 296, 3 6 7 -8 , 689, 6 9 2 -3 ; 
‘ handed over to the bond-holder’ , 47, 
297, 3 1 1 ,  843, 849, 850 

purchasing power transferred, not reduced 
by, 699-700; not responsible for trade 
lethargy, 682, 846; effect on saving, 

677
Snowden’s policy of remitting, 2 1 5 - 1 6  
supertax, 7 0 1-2 , 7 54 ; J M K ’s evidence on, 

295, 298, 299-30 2, 304, 306, 307, 840, 
841, 846; and capital levy, 687, 840, 842, 
848; becomes ‘ surtax’ , 702; proposal by 
J M K  for alternative ‘ standard’ and 
‘ personal’ taxes, 29 8 -30 3, 30 4 -7  

in U .S .A ., 30 0 -1, 846 
for war finance, 691, 7 8 3-8  
see also Capital levy; Income tax’ Profits 

Tea, 156, 329
T  prhm nnp

technical problems in industry, 78, 79, 546, 
634, 635, in politics, 260

mr"il clrillc* in UilCinPCC (xrfi ■ 1 n onttfin 
L w v u iu v a i j & i i i j ,  111, v K u i i i w ^  aai w u il u ii

industry, 582; increased complication of 
technical processes of manufacture, 1 1 3 ,  
128

Telegraph, 25 
Telephones, 762, 765, 805

Term s of trade, 119 , 345
see also Equation of exchange 

Textiles: post-war depression, 12 3 , 4 35 , 554; 
possible revival, 447 ; effect on, of Bank 
rate policy, 772 , 802

exported textile manufactures, 12 7 , 137 , 
13 8 ; a staple export, 2 6 3; sensitivity to 
external prices (Class E  2), 4 2 8 -3 2 , 434  

specialised finer textiles, future hopes for, 
269

see also Cotton; Silk; Wool 
Thakurdas, Sir Purshotamdas, member, 

Royal Commission on Indian Currency 
and Finance, 1926, 480, 496-506, 508 

‘ theoretical’ in business language, 655 
The Times, 156, 236, 474, 7 1 4 - 1 5 ;  leading 

articles, 444, 828; letters from Sir Josiah 
Stamp, 336, 556, 561

J M K  and: list o f letters, 8 6 1; on his 
statement about finding work for the 
employable population’, 79 ; on the 

sinking fund, 223—5 i correspondence on 
his address to Commercial Committee of 
House of Commons, 34 4 -9 , 37 0 ; corres
pondence on Strakosch’s comments on 
Economic Consequences o f M r Churchill, 
4 2 1 - 5 ;  on D r L e a fs  article on prices, 
427—34 ; correspondence on acceptance 
business, 5 7 5 - 7 ;  on the Currency Bill 
(1928), 750—2, 7 5 3 ; correspondence on 
resources for development programme, 
8 28 -34
J M K ’s offer o f articles on return to gold 
turned down, 4 16 ; correspondence on, 
with Editor, 4 1 8 - 1 9  
comments on J M K ’s ‘ Open Letter to the 
French Minister o f Finance’ , 456  

Banking Num ber (M ay 1925), 363 n 2 
City Editor, C ity columns, 8 3 ,8 5 ,1 9 6 ,  223, 

423, 574-5 ; criticism o f Nation articles, 
106; divided mind but ‘ really with us , 
106; on the Amsterdam loan, 200, 202; 
on J M K ’s remarks on gold standard, 344, 
346

Thomas, Jam es Henny, 54 3, 544  
Threadneedle Street, 106, 446
T i m e :  anH th e  Ï  .ihpral P a rtv  A n - ^  ■ lim p------------ — -**' '■J 1 **'*■•' m*w,*w*

in war finance, 788  
time lags, 1 1 4 ,  4 0 0 -1 ,  585, 824, 831
fTiKtim r tn  ftm n  onH fKp Pnsrvr'h fr-in r a c t  u ‘,jwi*e “ “ “ '1 u,ju i,,v * iv iiv iiiiu .iv,

4 5 7 ,4 6 5
Tin, 92, 1 5 5 ;  Bandeong tin pool, 550 

tinplate, 1 1 5 ;  Tinplate Pool, 529  
Tithes, proposal to commute, 4 5 1 - 3  
Tobacco, 12 7 , 4 35
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Tokyo, 568, 572, 574 
Tomlinson, Fred A ., 586 -7  
Tories, 145, 324, 327, 639; and Liberals, 144, 

647, 728, Lloyd George, 54 0 -1  
Tourists, 2 1 - 3 ,  28, 89, 720, 835 
Tract on Monetary Reform, A  

work on, 76, 97; letter to Macmillan on 
progress (15  January 1923), 7 6 -7 ;  pub
lication (11  December 1923), 158  

letters o f comment on, 16 2 -4 ; other com
ments, 272, reply to M r Hooper, 34 7-8  ;
„ o , k , .  m i '  ,  , -  „IUkU.llk.̂ 9 uj jmiv, J II

plans to develop views in a further book, 
289 

Trade
course of: ( 19 12 -2 3 ) ,  13 0 -5 ;  ‘ straining at 

the leash’ (1922), 65, tendency towards 
revival (19 2 2 -3), 65, 78; ‘ discouraged’ , 
(July 1923), 97, 98, further discouraged 
by Bank rate, too, 10 3-4 , 237, and by 
occupation of Ruhr, 1 1 5 ;  (19 23-4 ), 
3 9 2 -3  ; (19 24 -5), 38 6 -7  ; state of, October 
192S, 442; (1927), 677, 678; (1928), 
7 2 9 -3 1 ,  7 6 1 ; course of foreign trade, 
( 18 8 1-19 14 ) , 128

and currency stabilisation, 49, in seasonal 
trades, 52-60, 68; deterring influence of 
sterling exchange, 6 4 -5 ,6 7 , 73, 136 ,34 6  ; 
effect of pegged exchange, 7 5 -6 , of price 
fluctuations, 104; volume of currency 
dependence on, 243

home investment as stimulating to, as 
foreign, 328; transference of resources 
from export to internal trade, 4 1 1 - 1 2 ;  
repayment o f national debt as an aid to, 
3 0 9 - 1 1 ;  need for improved technique, 
78—9 ; hampered by deflation and in
flation, 15 3 , 267

international, 1 13 ,  124, 5 1 4 - 1 5 ,  7 17 , 797, 
800; different role of, to U .K . and 
U .S .A ., 70, 4 15 , U  S. cheap money 
policy a stimulus to, 7 2 1 ;  and the 
investment market, 2 8 3-4 , investment in 
foreign trade, 2 7 5 -6 ; foreign trade in 
wartime, 1 3 0 - 1 ;  and control of raw 
materials, 5 4 6 -5 2 ; volume of U .K . 
annual foreign trade, 7 4 7 -8  

and the return to gold parity, 268, 270, 
360

sheltered and unsheltered trades, 364, 
3 8 3 -5 , 402

taxation not cause of lethargy, 846 
trades suitable for protection, 14 7 -9  
in U .S .A ., 399-400
see also Balance o f trade; Commerce;

Exports; Imports; Industry; Industry 
and Trade, Committee on; 
Manufactures 

Trade associations, 6 13  
see also under Cotton 

Trade bills, 102, 104, 7 1 4 - 1 5 ,  797 
Trade cycle, 160, 336. See also Booms;

Business cycle; Depressions; Slumps 
T  rade F  acilities Act, 2 2 2 ,2 2 4 ,2 2 6 ,2 2 9 ,2 3 1  -2 ,  

287, 405, 844 
Trade Unions

affiliation with Labour Party, 472 
in general strike, 5 3 3 -4 , 543, 545—6 ; their 

loyalty, 543
national debt heid by, 216  
power, for good or ill, 2 2 1, 639-40 ; rigid 

organisation, 228, 404 
resistance to wage reductions, 183, 2 3 0 -1 ,  

360, 396, 436
in the Third economic epoch, 438, 439-40  
unemployment figures, 153  
also mentioned, 554, 684 

Trades Union Council (T .U .C .): and general 
strike, 530, 532, 533, 537, 543, 544 

Transfer duty, 199
forced transference, 785—6 

Transitional period
of adjustment to gold parity, 5 5 5 ,8 2 4 ; from 

higher to lower price, 12 1 ,  242 ; in 
U .S . A., pending return ofEurope to gold 
standard, 290

in banking, 724 ; relations between Treas
uries and Central banks, 505 

in currency stabilisation, 24, 3 2 - 3 ;  for 
sterling-dollar exchange, 6 1, 73 

‘ The Economic Transition in England’ , 
438 4 2; the age o f transition, 638-9 , 
6 4 2 -3 , 646 

Transport
canals, 2 87; tramways, 276  
Ministry of, 672, 674 
technicians, 2 2 2 -3
transport charges, 620; in cost o f living, 

389, 394 
wages, 768
see also M otors; Railways, Roads; Shipping 

Transvaal, 165 
Transylvania, 93 
Treasury

American debt, repayments, 10 1, 265 
cost to, of capital levy, 6 87-8  
Financial Controller, 258 ; salaries and 

expenses, 672
investments: policy on foreign loans, 72, 

331 ’ 343* for India, 484, 574 ; proposed
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Treasury {com.)
licences for Trustee stocks, 2 8 2 ,2 8 6 ,2 9 7 , 
3 1 6 - 1 7 ,  3 1 8 - 1 9 ;  proposal for issue of 
indexed bonds, 2 9 8 -9 ; investments 
guaranteed by, 322

J M K  at, see under Keynes, John Maynard 
relations with Bank of England, 188, 255, 

258 -9 , 5 1 2 ,7 5 0 -1  ; in credit control, 118 , 
242, 76 2 ; payment to Bank for manage
ment of national debt, 6 7 1 - 3 ;  manage
ment of currency not a Treasury func
tion, 347

reparation payments, budget policy on, 854  
repayment of national debt, 82, 296; 

conversion policy, 199-200, 205-6,
255—8, 3 10 ; low rate o f interest in their 
interest, 226; funding of floating debt, 
3 1 1  ; Liberal plan for directing funds into 
home capital development, 222, 2 2 3 -5 ,  
229, 3 2 1 - 2 ,  proposals pigeon-holed, 805 

‘ The Treasury Contribution to the White 
Paper’ (1929), 8 19^ 24; reply to ‘ The  
Treasury View s’ {The Times, 5 August 
1929), 8 2 8 -3 2 ; Treasury experts obliv
ious to available funds for scheme, 8 2 3-4  

return to gold at parity, 358, 427, 442, 
‘ unmitigated conservatism’, 36 2; took 
wrong index number on prices, 3 9 4 -5 ;  
deflationary policy, 1 17 ,  762 

subsidy for coal, 527, 529 
Treasury Minute, on fiduciary note issues,

118 , 743, 746
war finance, 785, 7 8 7 -8 , 79 0 -4 ; J M K ’s 

involvement in, 791
wartime note issues, see Currency and Bank 

of England Note Issues, Committee on 
Treasury bills, 82, 83, 85, 216 , 575, 684, 832, 

c K n r t - r ^ r m  c p n i r i r i p «  ? c *t i m ’ G p r m n n
----------- j  ”  J  / ) J ' 7  ’ —' ” -----------------l

20—1, 39
Treasury bonds, 95, 309 

Trcâsurv note reserve, 68A 
Treatise on Money, J M K  at work on (1928), 

768, 7 7 3 -4  
Trinity House, 724  
Trotsky, L . D ., 739
Trustee Acts, 228, 279, 28 1, 282, 284, 285, 

297, 316 , 367, 4 34; an artificial stimulus 
to foreign and colonial investment, 
2 79 -8 3, 285, 3 1 6 ;  proposals for British 
Government guarantee, or licence, 282, 
285-6 , 3 1 6 - 1 7 ,  3 3 1 , and for broader 
basis of eligible home securities, 286-8, 
3 16 ;  J M K  cross-examined on proposals, 
3 16 -1 9 ,  844

Trustees, 8 1, 216, 279, 281, 651

trusts, 605, 6 45; investment trusts, 70 7; 
trustee securities, 86, 93, 98, 19 8 -9 , 230, 
3 1 1  ; ‘ Advice to Trustee Investors’ 
(April 1924), 20 2-6  

Trustee Savings Bank, 684 
Tuesday Club: talk to, ‘ T h e Balance of 

T rade' {12  October 1927), 703 
Turkey, 30, 277, 32 3 , 444  
Turnover, 12 , 78 ; rates o f profit on, 6 8 5-6

Unemployables, 2 19  
Unemployment

articles and speeches on : ‘ Currency Policy 
and Unemployment’ (The Nation and 
Athenaeum, 1 1  August 1923), 1 1 3 - 1 8 ;  
‘ Population and Unemployment’ (The 
Nation and Athenaeum, 6 October 1923), 
12 0 -4 ; ‘ Unemployment in its National 
and International Aspects’ , League of 
Nations Union Conference on, J M K ’s 
speech (24 March 1924), 18 2 -9 3 ; ‘ Does 
Unemployment Need a Drastic 
R em edy?’ (The Nation and Athenaeum, 
24 M ay 1924), 2 1 9 - 2 3 ;  ‘ A  Drastic 
Remedy for U n em p lo ym en t:...’ (The 
Nation and Athenaeum, 7  June 1924), 
2 2 5 - 3 1 ;  ‘ A  Cure for Unemployment’ 
(Evening Standard, 19 April 1929), 
8 0 8 -12

in December 1923, 153, 160; M ay 1924, 
2 19 ; March 19 25, 3 3 5 ; Ju ly  1925, 386; 
June 1926, 5 5 4 ; January 1027, 656; 
January 1928, 730 ; July 1928, 7 6 1 ;  
October 1929, 838; in coal industry, 404, 
527, 533, 5 6 1;  in cotton, 6 16 ; in export 
industries, 183, 227, 3 8 5 -7 , 39 1, 392, 

395. 398- 9, 4 0 9 -10 , 435. 437, 553. 55&
i n  f ' T M ’ h n e l n v a k i a  en r i  6 -  n o n e  in
... ------------------------ ‘ ------—7 J71 --------? ----------- ----

France, 4 1 1
causes: the financial factor, 182, 18 3 -9 0 ;

rnrr/»r»r'v n rilirv  n f  R m t  n fF n ff la n H  a n d  w“ "  —” 0--------—
Treasury, 1 13—18, 220, 38 5, 3 9 1 -2 ,  398, 
405, 4 1 6 - 1 7 ,  4 2 1 , 445, 449, 764, 8 13 ;  
Bank rate, 105, 189, 37 5, 395, 799, 8 1 5 ;  
Treasury economy campaign, 762, 
dogma on, 809, 823 ; the credit cycle, 184, 
20 7-8 , 223, 335, 3 7 3 ; manufacturing 
costs too high, 4 4 2 -3 , 824, wages out o f 
gear, 6 6 -7 ,1 8 3  ; exacerbated by deflation, 
9 7 -8 , 1 1 4 - 1 5 ,  1 1 6 - 1 7 ,  12 1 ,  15 3 , 18 1,  
220, 353, 464, 555
exchange policy, 2 6 3 -4 , 42 1 - 2 , 4 3 0 -1 ,  
445 ; return to gold standard, 336, 38 6 -7 , 
3 9 0 -1, 4 2 1 , 423, 427, 4 3 1 ,  4 3 5 -6 , 553, 

556
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Unemployment (cont.) 
immobility of labour, in face of changing 

demand or markets, 12 1, 18 2 -3 , 221 
an infectious illness’, 826 

as means of forcing down wages, 3 7 5 ,3 9 1 - 3 ,  
394-9 , 402, 4 12 , 4 14 , 4 17 , 428, 744, 772, 
803, 837, orthodox theory on, 8 1 1 ;  to 
force down prices, 393, 814, 833 

overpopulation, 78, 79, 154, 4 3 7 ; con
troversy arising from Beveridge’s address 
on population and unemployment, 

i ' 9-43
the political factor, 105, 1 15 ,  116 , 397, 

39 8 -9 , 400; psychological factor,
19 0 -1

remedies, 18 8 -9 3, 2 2 5 - 3 1 ;  capital invest
ment for home development, 2 2 1 - 3 , 2 26, 
228, 410, 446, 8 1 2 - 1 3 ,  816 , 82®“ 30 ; 
Liberal programme, 324, 736, 8 0 8 -12 , 
818, 819, ‘ W e Can Conquer Unemploy
ment), 8 2 2 -3 , Liberal pledge, 820; 
Government White Paper on, ‘ Memor
anda on Certain Proposals Relating to 
Unemployment’ , 8 19 -2 4  
monetary reform, 167, 223, 400 
protection not a cure for, 143, 1 5 1 - 2 ,  
153—6
three schools of thought, 4 4 3 -7  
and standard of living, 4 13  
unemployment pay, 183, 410 , 4 3 5 ; dole, 
396, 404, 441, 589, 821 ; insurance, 736 ; 
unemployment fund, 8 11  

United Kingdom
debt to United States: war debt, 720, 789, 

8 25, fixed in gold, 167, 292, 370; 
exchange reactions to, 6 8-9 , 7 1 - 4 ,  103, 
236; bearing on return to gold standard, 
34 1, 4 15 , 5 5 5 : Churchill's proposal for 
paying off, 366; Treasury purchases of 
dollars to meet interest, 10 1, 26 5-6
other loans from IT 5 A j . T f t  aen n n-------------- ---------------. * ----------------------------------------

382, 398, 424, 437  
international indebtness, 570 

exports and imports, Bowley’s figures, 
12 6 -8

gold stocks, 165
as an old industrial country, lagging behind 

in use of industrial knowledge, 6 4 3-4 , ' n 
business methods, 656 

wheat yield, 129
see also British; England; Great Britain 

United States of America
finance; 46, 304, 577, 742; banking, 102, 

7 1 4 - 1 5 ;  crisis of 1907, 339 ; currency 
policy, 2 4 2 -3 , 4 2 5 ; depreciation, 62, 82

see Federal Reserve; London and New 
York
investment: foreign, 6 9 -7 1 , 216 , 269, 
355. 7 °7 -8 ,  7 '7 ,  7 19 , 7 2 1 . reluctance to 
lend abroad, 175, 227, 2 77 ; loan for 
India, 485, 489; purchase o f British 
securities, 797; exchange speculation in 
London, 102; defaults on loans in 
Southern States, 277  
foreign funds held in U S .A .,  7 1 6 - 1 7 ;  
U .K . investment in, 202, 706-8, 789, 
797 ; Bank of England resources in, 447 

gold: flow of, to America, 17 3 -4 , 248-9, 
from America, 358, 370 ; held in U .S .A ., 
164, 16 5 -6 , 210 , 3 4 1, 506, 745, 752  n 6, 
7 7 7 -8 , 7 79 -8 0 ; redundant gold, 174 -6 , 
2 1 0 - 1 1 ,  2 12 , 2 14 ; valorisation scheme, 
2 i2 , 2 14 ;  gold in circulation, 506; 
proportion of reserves to deposits, 7 7 7 ;  
adoption of gold standard, 1896, 5 18 ;  
gold cost of living, 365, 384; gold value 
o f paper currency, 201 
‘ The United States and G o ld ’, 289-93  

politics, 507; Bureau of Labour, statistics, 
403, 498; Department of Commerce, 
705, 707, 716 , 7 19 ;  friendly relations 
with U .K ., 8 1 8 -1 9 ;  Presidential election 
(1924), 273, President Coolidge, 5 5 1, 
Hoover elected (1928), 8 19 ; Senate 
Commission of Gold and Silver Inquiry, 
J M K ’s Memorandum for, 288, 289 -9 3, 
370; Treasury 292; entry into World 
War I, 7 9 0 -1 , army of occupation, 98 
Act o f the American Congress on terms 
of loan to U .K ., 68; ban on contraceptive 
information, 136

prices, 2 5 0 - 1 ,2 5 3 - 4 ,4 2 9 ,5 5 3 ;  rising, 6 4-5, 
78, reaction, 9 2 ; and sterling exchange, 
2 6 4 ,36 0 -t, 3 4 9 -5 1  ; cost of living, 38 6 -7 , 
408, 4 13 , 6 6 2-3
U .K . credit and prices tied to American, 
338, 3 4 1 -2 ,  34 4 -6 , 358  
sheltered and unsheltered, 6 6 1-3  

silver interests, 489-90, 502, 503 
taxation, 30 0 -1 ; taxes on capital, 846; 

tariffs, 15 3 , 5 5 1 - 2
trade and industry: cyclical depression 

( 19 2 1-2 ) , 39 2 ; fluctuations in employ
ment, 1 5 3 ;  trade excellent {19 25), 386, 
396, 442, boom, 350, in motors and 
building, 2 2 1 ;  moves into recession 
(1929), 838; a country still in ‘ progres
sive’ phase, 440, 547 
exports and imports, 5 4 6 ,6 6 3; control of 
raw materials, 123, 546; tariffs, 153,
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United States of America (cont.)
5 5 1 - 2 ;  ratio of real exchange in her 
favour, 134- 5 ; coal exports, 399, 533  
cotton industry, 580 -58 3 ; iron and steel, 
399-400; wages, 352, 386, 444; standard
Ul HVlIlg, 4*5

wheat, 2 7 3 -4 ;  croP movements, and ex
change fluctuations, 89-91 

see also Americans; Balance of payments; 
Dollar-sterling exchange; Dollars; 
London and New York; New York 

Universities, 348
University Grants Committee, 142  
‘ University Men in Business’, 649-61 

Uruguay, 323

Valorisation schemes: for coffee, 175, 550; for 
gold, 17 5 -6 , 289-90, 2 9 2 -3  

Valuta, 10, 27, 3 1 ,  37, 39 
Velocity of circulation, 698-9  
Verneuil, M . de, head of Paris Stock 

Exchange, 168, 169
Versailles, Treaty of (1919), 432, 539, 740; 

reparation payments under, 25, 27, 28, 
29, 30; J M K ’s publications on, 77  

Victoria, Australia, 94, 95, 205 
Vienna, 22, 706

Wages
arbitration, 534
and deflation, 38, 58, 263, 356
in exnort trades: too hieh. 12 1 .  182. 201.----- -----j- - - - ----------- - T -- -  -----C»--» '  ̂/ '

4 1 1 ,  4 3 4 -5 , 444; out o f gear with prices, 
66, 67, 772, 785 ; result of return to gold 
ar narirv i*n  260 286—n a 12— ia . a 2a—c.’ r —r '  J  ' •w’T~7» J” ! .J ~ ~ 7t T   ft “I W ~f 1

552, 556, 582
in France, 388; Japan, 58 3; U .S .A ., 386 
in Germany, 1 1 ,  15, 388; wages tax, 19, 24 
gold value, and real, wages, 4 0 7 -8 ; and 

sterling wages, 4 12  
Liberal policy on, 324, 646 
output in relation to, 66, 78, 79 
‘ pious’ view of, 4 4 3 -4 ; ‘ strait-laced’ view, 

445 ; ‘ sensible ’ view, 446 
population and, 134
reductions, problem of forming, 66, 228, 

2 3 0 -1 ,  345, 35*. 353, 385, 4*4, 4*7, 422, 
433, 553, 596, 7 72 ; in coal industry, 
4 36 -7 , 526 -8 , 534, 537, 544, 556, 5 6 2 -3 ;  
politically impossible, 7 6 2 -3 , 767, 8 33 ; 
J M K ’s sympathy with resistance to, 
444
reduction through unemployment, 375,
4 12 , 414, 447, 744, 772, 803, 837

share in sensitivity o f prices to exchange, 

364, 384, 553-4
in sheltered and unsheltered industries, 

2 2 1, 400, 436
of skilled and unskilled labour, 66

1;*.. ________________ __1j u u u n j r  u i  v Y d g t a  d i i u  y u c t a ,  j i v u v  3  g u a i ,

423
subsistence minima, 527  
wages costs and wage rates, 76 7—8 
wartime tax on, 784 
also mentioned, 1 1 3 ,  185, 662, 749 

Waiey Cohen, Sir Robert, Director, Sheii 
Group, 653

Wall Street, 3 4 1, 350, 797 
Walls, Ernest, Managing Director of Lever 

Bros Ltd., in broadcast discussion on 
University Men in Business, 6 49 -6 1

War
Boer war, 691 
Napoleonic wars, 6r, 339  
‘ National Finance in W a r’, address to 

Royal United Service Institution, 780, 

78r-95
World W ar I (The Great War, 19 14 -19 18 ) ;  

origins, 17 2 ; exports and imports, 13 1 ,  
damage to export market, 408, 4 31  
finance, 6 1, 72, 339 , 7 8 4 ,7 8 6 -8 , 789-94, 
J M K ’s part in, 3 4 -5 ,  789 ; controls on 
foreign loans, 359, 4 8 3; Bradbury note 
issues, 5 0 4 -5 ; war debts, 2 2 3 -4 , 682, 
6 9 1-2 , 6 93-4 , 739. see a 5̂0 under Allies; 
United Kingdom: inflation, 7 7 1 ;  and 
capital levy, 842; sales o f war stores, 855 
finance as preventive o f war, 7 9 4 -5 ;  for 
fiirure wars 601—2 Sac. Ra i

’ ----T -  —V - T J I  ■*r'T /

in Germany, 20
and gold: effect on circulation of gold, 
208-9, on gold exchange standard in 
India, 521

war atmosphere in General Strike 
War loans, 86, 87, 95, 204-6, 3 r8, 6 9 1 -2 ;  

conversions, 199-200, 246  
War bonds, 8 1, 86, 87, 93, 95, 204, 309 

War Office, 293 
Warehouses, 549, 6 26 -7  
Warren, Sir Norcot Hastings Yeeles, member, 

Royal Commission on Indian Currency 
and Finance, 1926, 480 

Washington, 702 
Watches, 22 
Ways and Means, 684
I'Ve Can Conquer Unemployment, the Orange 

Book Liberal manifesto (1929), 804; 
analysed (Evening Standard, 19  M arch

9 2 2
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We Can Conquer (cont.)
192g), 8 0 4 -8; defended in election 
campaign speech, 8 2 5 -6  

‘ weak selling’ , 597-600, 603 
Wealth, accumulated, 7 8 1, 840; and conserv

atism, 324 ; redistribution, through cap
ital levy, 8 39-40 , 852  

see also National wealth 
Webb, Sidney, 5, 220, 382  
Webb Act, U .S .A ., 551 
Wells, H. G ., 7 39 ; postcard from, 732, 734
n r _ i _______ / “ ? ____ 1 ___ -  £Wciwyn VJaiucn v-ujr, yu 
West Africa, 165
Western Europe, 48; seasonal exchange 

movements, 89-90 ; purchasing power 
over food in terms of manufactures, 
12 8 -9 , ! 39 ; economic anarchy, 439  

Westminster Bank, 196
Westminster Bank Review, 4 21, 427  

Westminster Gazette., 105, 56 7; letter to (17  
July 1926), 56 7-8  

Wheat
crops (1923), 9 2 -3 , (1924), 274  
imports: British, 274, 5 7 1 ;  German, 25 

consumption, 2 17
price, 2 7 3 - 5 ;  sensitivity to external price 

(Class A), 4 2 7 -3 2 ;  in India, 500 
production, and population, 12 8 -30 , 143  
‘ W heat’ ( Tke Nation and Athenaeum, 26 

July 1924), 2 7 3 -5  
also mentioned, 12, 253, 442 

Whigs, 540; definition, 542 
White Papers

Memoranda on Certain Proposals Relating to 
Unemployment (13  M ay 1929), reviewed 
in The Nation and Athenaeum (‘ The  
Treasury Contribution to the White 
Paper’, 18 M ay 1929), 8 19 -2 4 , 830 

Whitehall, 736  
Wier, Lord, 218
Wilson, Sir James, table showing gold value 

o f paper currencies, 2 0 0 -r 
Windfall profits, 786 
Wisdom, folly and public opinion, 848 
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