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®*HE COMPENSATED DOLLAR

tive study. As faxwm s mmm Eﬂﬁd ,;v_‘e of
. price m ta e' ists before 1762, the ?aar at uhiueh
e mie?j English ‘Index mmbam compited by Jam
%o 161, and in the next f s vt
g | 11; fell from 161 Lo 64 ?rm o g
is gathered from Ssuerbeck’s 1

the Eni'hea a»taﬁ&$ prieaa Pell hemm 1873
ding %o the fndex which fell from 100 to
to 1914 there was almost a Gombimoss
\ rice Iewla, of United States, England; and

| War and post-war conditions played havos

- with the price lewels of all the leading countries. The
index numbers have nhm vieas}.ant ﬂuams:tims from 1934
to the present, whila war and remamaﬁm were belng
'n United States the | ghesi; peak of 154.4

in 1920. From then on ik Has almost |

on $413 4n 1951 it toueched Y5; in 1932, 65,

first Pive months of 1955, 65: prise levels




25&:-

in European countries were more seriounsly disturbed
than that 34 United State:m :inflatim was carried
- on In &erma:ny a‘s the emi of ‘t“he war to mmh an
extent that the priee 1@;?@1 smst ha.sm risen more
than a mililonfold. The same was true: for B

ange,
Russia, snd pther counkries, but the inflation was

on. e much smaller scale. |
R Index numbers measure changes in the
price level ff a couniry, and thege in farn axe ogead
%o changes th the purchasing power of momey. By
means of index mmbers it is #ﬁﬁﬁ’? to compar
in general om rasim period, to =mny atmpmaﬁ
of the same length, selected as. the base of compa

- prices

They take no sccount of varistions in the prices of
individual commodities, which may flumetuate according
- %0 the demand for and supply of them; but they measurs

the changes in the yrimm of goods. in g«a‘neraii.' Prms,

mors gm@s, ta mhasingmm has l_?i_ﬂem ."6‘ pluds
then, that sny change in the index mmber of prices
inﬁicates ahangg in the pm'ime level, &nﬁ this ammmta
to a ghange in the Mﬂ#mﬁ i’m of the mmetary
unit [whatever it may be).




& mght. after. It has . }.mg baan the

-sts $o mwer some mems af keaei?iﬂg
: ‘ Las aham;ﬂy over a given paﬁ;,, the
stabiltty gt business. is thr

iy snd &n &},aﬂ are

arfwm by cheng: asing power.
o Let us Mmi&er the effeet of changes
in the price level on debtor snd creditor relations.

Eekuammmaﬁshﬂmmkhaar"e&mm'm ,
| Pnited States vhen the in&ax wasg. ak. 345&.&,, anz& khat
the dahmz- éaairsﬁ to mmy his losn in 1951 nhen the
tered ¥3. He will hav»e to :mya:g t&m me

tefes s swa"’ﬁr as that he bearrs

ereditor . and the debtor loses. If the d&b‘h




BRe

of ues m tha pmi@a level areditws mﬁ debtm
has prehab}.y Been emggemm, | nmwgh a rs;se :m the
Aprim :wwel lmmns Me&%@m tﬂ some axtent, i‘h alw

; mmns tan efmw anﬁ m;tmizea th& h&m ' Highes
peri amﬂ‘ pmpaﬁ;ty anﬁ graater fi‘k:s
m the areJﬁwr uhiie he loses purehasing power when
a &em is paiﬁ he alw benefits from
az‘kiﬂty. 1 & simiimt' manner a fa}.l in “khae: price }.ml

priaeaman-r

gr&am mine&s

mans a8 pe- lod of &eprmwim u:sually» The debior -
alﬂ:mgh he' ims, when he has w Tepay more mh&ging
W, yet hanefﬂ:s i‘rom t}m rac‘lz thai; his imm 113;1
lmy We. JB@ the mmrul ﬁffaetz in each case m ‘
mzhimmﬂ  some erxﬁmﬁ by the seme &mgez in i;he pﬁee ‘
Iewﬂ 'khat cause then. |

m'wew‘am ﬁm an& smkhumﬁem m _
pmlinriy :im‘b&& wﬁ'.h mspect: tﬁ changes in maing
| ted by

I'f; ﬁa most elearly examp

m he g}.‘weg the ~,¢:.\:.u gf B fsom w '

b1 v“ Na anﬁ a
: Kﬁﬂﬁk& aaeh af uhmh |
. @f *1'39,»%“
0 'e Wwww &ws"&m ssme volume of

,:x:; m‘:;u t iﬁ Mﬂ




Se

has & real vslue of mly balf of that In }:915*

: ﬁmm the sum of %,,@m m m

31913, 1In th‘l}a 3&56 jt is guite evident that fkha

s gain at the expense of the bondholders.

If the price level had fallen before the eamings -

were dlstrib

prices fall and

ted the opposite wonld be tme,

mbhem pamon who stands to gain wheu
locse when they rise Is the wage earner.

The movement pf wa

the movements

. lewel falls
 The &emiw

af prices. Thus, while prices fInctuate

and will purchase less goods as 1% rises.

in a bank stands to gain or loge in a

manner similar to the wapge earner.

Brils from sn unsteble currensg occur

not only within eountries, but also between them,

eapecially during and affer the Greal War. Alwost sil

owed heavily at a time when

prices of commodities were at their highest. In most

are paysble,

what they were when the debbs were contraested. T

- repay the eapi

turned into actual goods
iy few were obtalned. Now when the debts
»ices have fallen to & half or less of

takes more than twice &s many goods to

'tal of the loan. top of this the

eapital has aceummlsted and mmst be paid.
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ﬁt- is mar‘k' hard for anyone ‘Imme the

secial fmgusmm or the unfatraess arising fro
. 3 - ?rnﬁmmm Eisher\ lim i’& to & piﬁk-
, L or a ,’wvttery With every ehenge in the price
level one elass of individuals mintam;imlly pleks
the pockets |of the other; or to put it In smother way

the stakes of ‘the other as In a
ssor Soddy eptly phrases it: "The

b0 wholesale in;}uatice on one side and zm«-
gein on the other.”™ ' It is miterly lmpossible
¢ to whal extent thls wholesale plekpocket-
ing is esrried on.
In spite of the Immensity of these un-
deserved gsa. and Etans%\m prree

asing power, few
. that they have lost or gained.

people, indeed, |
Because most persons sefually think only in terms of |
dollars and cents, the fact that they have lost or |
gained in purchasing power is hidden. We hear =ome
pay thak E:mmd of living is highs they belleve
4% is high beesise prices have risen; they give no ‘
Ehought ﬁa the fackt that thg value of money. ma:r have - \
falliens yeb m-mﬂs«mmea thet is wmilyvhat S } !
' heppens. So grea%; is the ig of h '
this point that Irving Fisher has mmm an enlight~
ening bock on the subject, entitled ®he Money Ilimsion”.

Wealth, Virtusl Wealth, and Debt by Seddy p. 230
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tems of moL;y we wm}.w& g&*&; & true pim:w*e of onnr
.sas@, 7 mu ﬁtﬁ:er a}.} m@y 15 notk ing

'.gains and ¥

‘ more thm &l command Over commo i%;iﬂa, nhcmlﬁ mwt he
. forgotten. | R

Ia a hearﬂing hefom a suh—ammitﬁesa

on banking ﬂ eurrene:r c;f the House of ﬂepreaentatives
' in United s 'atea in 1962;» Prafesmr Fiaher ataﬁe& his
* beiiefa ahe t an mstainl& mmucy, _whieh may bz*ieﬂy

2. Inflation and defiation are injurious, and if

B as me as the present, minmxa.

. 38 The tm'ee min avﬁ;s remltmg f‘m inflation
:md de;flatim maty b«e ﬁiviﬁe& into three sec‘bims-

‘Phis érup in pz-iea lavel ccmlxi have been

Iargely pfrevam.eed.




- Ba

Hamr af these he]:iaf& are {1iustrated
ivies af ewenm whieh %

mﬁ: in a

Efo be@n Ii'h, two im@, one ﬁepen&ing m the other
',mwat dmﬁpMnmtRyasammnfzm _
: maezm asion @f huﬂn&w — mr-m ybedness
and ﬁeﬁaﬁif of pr ﬁ&s —— almﬁ‘h all am%s can
sined in the 1ight of i’;heﬁa., In 1929 there

inter-governmental &wm; In the Pnited smm the

‘ _ A Tdebt ﬁimma’” seems to have abtacked
the economie wxﬁm‘ ‘Etm* pmz th dness of the

contracted the “ammmﬂam“ in the Pollowing

m per sapita ﬂmde»"_ af Mt&d States
‘ s but the Wint is, thed; it 3s tooc few
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that certaln
 way mm :!..;9 by ;;-g Shat w_., thay haw
fo m:u. se téwy are fmm se sell, they drive
. Mae:sm mmn pw:mw m m iae wa w ot

rear they mm :Bx a xam ﬂf‘ fallim . -

~ m they almi bagin m s«eil, Mﬂi&g mgea atill

| rted from a fow ming to
minmi, As deblers hegin paymg off thelr
debts there a sontraction in eurrency, ﬁm 1n

ﬂhen %ha:t ﬁ&ht iﬂ mmi&
er’s demai‘k“ that

isappears fzm wirm&aﬁm. Se the m—-
: m'sm hegins iﬂ this my mﬁ wim

1 WOPE. Mlﬁ:ag prices 1
in pmwuhas ing power of money. it affeu&ﬁ asm@n, hﬂt
Mea not affest liahﬂﬁm&s, sinee they are um}.};y

{n berms of 20 many dellsrs. Sza that the value
ctp £a1l mm» that of mmzmaw remsins
mm a:sm anﬁ I‘aiam}.-
itiw Mﬂ@m muer, aw ng others mav hamkr&ytay
' mjumm,g mfa mamfmg thmgh

p ma khe pma‘;'iz-i;akar whﬁ apemteﬁa

mzier m- nil,




1z in mplmmﬁk, ﬁn tmg CHOTH ‘em,, ‘kha ‘
endent Eabmafﬁm, ﬁnammwmuma the
Imi@m M‘ Mmﬁ mwzmxmg t&m mlm ﬂat m—-'

| mimt, ham r&a&ﬁaﬁ the same @mm&m - |
*Finctuatiol in the purehssing power of gold ave

ﬁn&i&pﬂ:"&a& & msse af mp%m% m o:t‘ tham

wil1 be bank faim,, ab '
a shenge fn She i:nﬁma{;gﬁm%& -~ 1% boeomes
2 pericd of depression (i.c. the Pate In terms of
WOTEY 18 aee,{ma}.ly E@wmﬁ} but when the price level:
falls fwm then t:hﬂ pate of %n‘ﬁma*k, it Mppms
that In -

lower ta

'-amﬁmmmum,

3 mimz whieh m;mrﬁw only & series
finds & a&afi&x&i% order of events trans
‘ In ihis series of ewents .

5. Mpia‘mm,:m in doudbt




| The various
X
1.

2e ﬂﬁI

S« Dol
usy
He
11

Prao

Ret

These steps

heve been outlined briefly sbove.

1.

steps are:

Bebt liqniﬁatian.

rrency 6ontmactian.

lar growth -- 1ts swelling (considered
ia1ly In terms of a falling priae-level.)

-worth reduction {excess of asaets over

:

ﬁities. Y

it redncticn.

Lessened production, trede, and emplaym&nt.
Peaaimismland distrust.

.arded circulation.

Lowered money interest -- but ralsed real interest.

In the

early pheses, it is not diffieult to connect the "debt

disease™ {(to
to the "doll
- all depressi
Both W.C. Mil
that yhen P
time, but if
' is cut short,

. unit of curr
- fine gold.

purchasing p

level is always f&uatuating.

demonsirated

fuifil one o

ar diaeﬁﬁé” (e swelling dollar).

ons is the ®dollar diseass®™

much .debt) through currency contraction
f?hé kxey to

er‘f&liiﬁg prices.

tehell and Dr. Thorp have obserwved this fact--
ices are falling, a depression lasts s long

by ehanee an up-turn occurs, 8 depressian
5 as it weme.

A% the present time the Scllar 1s our

ency and it is defined as 23.22 grains of
It is constent in gold ﬁantent, but its

ower fluctuatea eonstantly becsuse tha price

Sach = cnrrency'has been
as unsultable for our needs. It does not

f the prime requisites of =2 g@@i~mm£t‘or

- , . : |
Booms and Depressions -- p.26




- momey -- 1% does nokt serve as a store of valua. 4.

unit of money stable im purchasing power is wh,at we

need and ha

‘been eagerly sought sfier for many years
by outstending economists. Among suggested palliatives,

sated dollap™ plan of ?r@fessorlrm L

' the ®comps
Pisher of ¥ale, first published about 1911, stande as
one of the foremost and one of the least criticised

ever suggested to establish a stable unit of money. |




0 saf money 1nm..-tha;’

- STABILIZATION IN HISTORY.

_ An; mﬁmﬁm of prices in the
cme of history rewesls that the price level has
" never remasined s%abm..; Ever zince the: iatrﬂﬁac‘hiﬂn :

economic system, the. mneu;}; -

~ wait has been continually shanging in mrehasing ,.
- power and‘it has always been regarded as an e‘o‘ﬁt
~ to cure. Many and varied have been the remﬁiea 5
preaﬁribed by the peoples in the various ages ‘ku s
 keep the genjaral level of prices even and by this
tain a definite standard of .liv?tng--nf.
 %he first instance of & so called

‘,debasmnt_.ﬁ the minm;e was when Sclon ¢h ed

_#he welght of the Athenien silver drachmas, meking

them lighter. This was done spparently to obtain

& more conwenient stendard, but it can also be

argued that %Et was aimed at raising prices which
 were very lao# st the time. The famons debasement
of the Aﬁhex_;}nam’mﬁmage by the tyrant Hippias in
512 B.C., when he stamped all coins with a mark
demting donble the former wvalue, may alsc be
attributed to a serfons fall in prices, following

on the capt hrace by the Persians and the

entting off of the supplies of silver. It is wvery
diffieult to|unravel the real significance of these
operations, ?n.‘&., that they were a crude attempt at

compensating the eoinage by reducing its welpght st




o _ezq;lan&tion.”
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time of lew pricea » dqwa at least give a eredible

| Even the Rman E’mpire did; nm; eseape :
e it. m Rean emparor, Dﬂiwletian, in 303 A~D. @s,

faced with problems uhiawh also fa@e as in ment

times, E!hen . as nmz, *!:]ne price Iavel varied anﬁ

L '_' at this time ”ﬁ; ﬁhreatened to rise 80 hi th&t 'l;he

e »wma}_ exis-:. nee ai‘ the pe:eple hordemﬁ on 3tamaﬁon.

o Eigh prices Lt tha‘!; tima were eansed hy a Waﬁ of
credit infla sion, by wh‘ich larga ere&its me given
ta farmera { ‘and~mersi with xmly small hﬁl&ings,

thus making it almost impcmsi‘ble for them 1;0 repay.
However, Emperor Maﬁl&iﬁﬂ;s&n saught w xolver thig
prob};em by imsuing a decree in which the maxim
prices of over goodu amﬂ serviees were fixa&.
Their unit o aurrentay was a aappez* win, nhich
toéay has ab%)ut the same value as a h—&lf-pe Y 5

vand in terms|of w money some of the prices deﬂreed

- were as fol Sy=-
‘reach'cf ek, Labin, @ecmetry,
| . ' per pupil, per month =~ $0.87
‘Peacher of Rhetoris, _— - _
per pupil, per month 1,09
Gﬁunéel f’m* pmsenting; & case | | | ‘1:,‘.!
‘Gmel for fini shing = case : 4.35
watﬁher of clnt.hes 111 ;mblia bath ea. - 09
. Babylonien|nide o of 1st. qualiﬁy oz
Menual isbourer . per day 211 plus food
Bricklayer = m " 3 ® ®
| _mivér for am}., ass, or mle = .11 LA




. Rye
. my
puster
| Eess
m_},

gy far m "bﬁzﬁ.&g h@&fﬁ, o
. per animal v

0.15- 0.30 *
a0t
-

238 It m&&é riots ami so mach ﬁiamnﬁmt,
be recalled.  Earlier history of the
ire alsoc conbains examples of the ever

price levels, which seemed Lo pls gue th

O ESa

¥or was %glmé in the 1&%&1* Kiddle Ageas

free. fm the sawe owil. The ’%nﬁem in fslfm lﬁth

mm a.en
u%a:elalmi ,

ies had to face s rising price level. The
:of the Endors !f.nv&lvad ‘higher taxes whiah

were &aﬁeﬂi by ‘hﬁe' Wment B0 @‘ﬁ”& inmr&as:mg costs
due to inemeasing prices. About this peried the gold
and silverJ br@ughﬁ; from #merica by Spain and Pormgal

the fwﬁ;

13 theiy ims‘t:s of gwmming wers immnmg,

while tiigir tax incomes remsined Fixed. Their migxm




i;ax&s ami more af ‘them. Almost a1l such semhema faned.' |
, | K@m reaently,, the 19th aenmry mmtains o
& seﬁ@s of trade cyeles which can in reslity be traced
to ol ?f.n ﬂbhe *mlma of gald m,- in minh @hanges m
-t. par‘!;. ﬂf the

lf gﬂlﬁ P‘l&X an Importsa

main saames of t:mﬁe ﬁepressiana in ‘khe epa:elzier lm}.f of

the eentar -y was t.ha inmmam in the value of @01&,
ﬁwme shee haé been emp failnre:a and this mmt i;hat
fﬁmign grain m& m ba impnrteﬁ. &ny immsﬂ in

inerease in natima}. ﬁem-, and mmu empenﬂimmu Boods

atmmﬁafmw,@mmmyalﬁmtm.‘
Eomer ﬁhia aitua%im gradually eam-aaﬁeﬁ its&lf — t}w

famers ha& & aeriss 02" good W, WOTY
dimweaa& new mrk&i;x in ﬂam%ral and South Ameries.
. after xazia specy Zation :ml}.meﬁ in

dm&iﬁpﬁﬁg ‘thaﬂe new Emem’.wan wkata‘ m&it was
' free}.y until in 18% a era:sh ew. -Hnere |
gh & aerieﬁ of bank ﬁ‘ai}ms,

&afla‘bian

! imingﬂ mmw m spim 9:1;' m,
|
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and corporations failed. Uonfidence gradnelly returned,
 ‘=nd in the "50"s new machine inventions in weaving and
ﬁgiﬁﬁiﬁﬂb and iﬂfrailﬁ&ya"aﬁre ba%ng1%ﬁhréwwuéﬂ:faﬁ_the
Ficst time, Again financlal speculation set in snd a
large trade with United States develapa& %aia boom
was bm to a ¢lose in 1339 after there h&é been ®

e ;-iga iﬁ the Wi%
by the B&{k of

ﬂhi%ﬂﬂ sta:ea, aggravated the aitﬁ&tien‘ o gmain
drain of gold In 1839 ceused & finamelal pamie. During
this period 1837-1840 the Chartist movement commenced

in opposition to the times. One of the most zotive
members of the Chartist group, and also & currency erank
was Thomas Attwood, who presented a suggestion for
ea;&g reform, which approximated the pian" of the

®compensated dellar.” He advoeated briefly, that some
system be devised For altering the atanﬁard of value
with the fluctmations of prices to cure instsbility of
' conditions. By 1844 the depression had 1ifted agsin,

but another followed in 1848 as a result of revolutien

in foreign countries, and unvest at home; and also due
to the Bank Act of 1844, which had divided the Bank of
Englmﬂ in ‘two éaparwﬁmenm. Pe&i’s tarift and forelgn

mﬁixm&ﬁ 311

another crash, ‘ | remainder of the -@en%m»y and
imter the price level contimued to flmetuate as It did

In the period just described. I:t 1s no wonder men Regan




to think of some palliative to stabilize prices.

cendﬁ:im
o think =
remeﬁies.e

18,

The
caused by Fluctuating currencies forced men
nd several prepositions were launched as

Prmfeasmﬁ Pisher asserts that the earlielst

- definite proposal similar to his “compensated d@l&ar

wag thst o

in = book

National Wealth."

- Attwood s 8

*eompensated dollar.”

it thuss—-
in whatew

to rise or
acted by
- gold and

wrote on economices.

thing. Pr

T John ﬁock«e, which was pablished in 1824,
called "Inquiry Into the Prineiples of
This plan preceded that of Thomas
o 1t may be sptly called the embryo of the
In iﬂ.s Bwk., Rooke describes
"Phe regulation of the new system is, that
- proportion the géneral snd anmmal price
throughout the kingdom has a tendenecy
£all, that rise or fall shall be counter~

reverse rise or 11 in the current price of

siiver coin.”

Simon !ﬁémnmb who was an asitronomer sziso
He too, proposed aimost the same

ofessor Alfred Marshell of Cambridge, was

the anther[ ©of a plan for stable eurreney as ea:ely as

1887. He

mmber, re

-snggesfm brieﬂy that ”an official index

presenting sverage movements of the prices

- of important commodities might well afford the base for

a Unit of

long periﬂd ehligatim might be exprasse&.

¥r. Aneurl
for a stsb

chey
* K g mpys

general ‘purchesing power, in terms of which
In 1892

n williams, an Englisbmen, worked mk & plan -

le currency in some detail, "If we could by
Gredit and Commerce--—-Marshall P36 )
xed Value of Bu&limn“ Standard ---Economie
- Journsl, 1892




. Pmi‘ 91'
.‘gafﬂﬂﬂﬁrﬂisu
The bullion sovereign would @i@u&i&%ﬁ,ﬁnvﬁhg}

megle incr
~single gre

o increased,

index.

~ form of pa

| pjyer .
 sovereign would be held in reserve.

been sim.ﬂjar to Mfesm Pisher®s

mtms n
stability

also been

19.

eass the mﬁ:tght of gold in a poverelgn
hasing power of a

oportion as the par
in of gold decreased, and deerease the

sk a8 the ;mmhaﬁing powdr of the gra

shmld kesp the tobal mr&;_ 1‘ ".'_ -
W’Fmisn constant.®  He p _,,4,“;_,,, e
aniity of gold in tha

with *khe Varzlm;im of an ﬂffi&m m@.m

er notes, but of e » the setusl
. A1} of the plans so far des, ribed
%ﬁmly his plan of currency reform Is

- Emmver, not all plans for stabilization
game line of argument. Many others differed

authors sesk the cause of in-

fried to prevent a fall in the price level,

when the supply g&l& imme scaree. Under i‘k,r gold

Professor Marshall oritielises
s thet when It was tried, 1%




s mm éix&

w Gassei

, appeam aiway‘z m ha'm bm npen ‘fm the ﬂangm* ﬂf m-
vzammg, ami Menﬁ aid mme,

&epenﬁing
mm'm%‘.

alternativer mtallism,

an which me.t;a‘t ms i;he more waluable in the

e gﬂ}.d were the more valusble, them aczearﬂing

em's law aﬁmw wonld drive the gola m& of

1 eim.‘ka‘kimm, :enﬁ sil’mmz- wmzm x‘mm as the meney..

Gntheath

| the gara wo

xfiiv*ez?,i b
appliea ‘&0

"'"gﬁa_’ms @f gﬂs}.ﬁ ‘end su many g

t so much ME‘ cach.)

hmm if :smvar were more va’luabie, then
é ﬁenﬁ Eo lmep ﬁimiai;ing, ami silm

peaz!w Symamﬁm, in a my, mmbims o

& ", but ﬁhe amrenay 15 based both golﬁ

Rach dollar mlﬁ be ﬁefr-.;“'

e 5 ‘erw ag

ains ar silver'

a&aﬂ;ﬁr mmlei zxm: mmtain an go};d ar a3.1

The same ariti&ism N
wanim as applias Bo mmmsm.

J?isherr.

mme:mus a
f’ar inai;ab

-amicms

various m&ams of Breﬁjf.t control.

almig this
eaanm‘ig%;s
Sasse.l , a P

Prior to &

-hezs* sta%bilﬁtmmim schemes place the hl:am&

lity on the iasuamme and mmtrol of credit, |
ent}.y they seek tm solve ﬂﬁ% pmhlem hy

Two of the best ylans
lm ha‘ve tmen ﬁesignad hy tam mn&ern

— J.Mu Kegrxma, oi" mgland and ﬂwstav
ﬂre&ost Smtﬁiah pmfeasur of ecnnus.

review 01’ mmir suggestions, ;ﬁ: may be well ,

' to realize,, thai: to ae*ak the eause for. nmﬁaﬂiw ef

m-iues in
in the val
money will

Iredit is the same as to seek it in ehanges

e of go];d aine& ir ez*adi‘h is expandeﬁ, nore
begin to el rculate, and pr:tces wﬂl viae, |

with the mmnlt that gold itaelf will ﬂ&preaiam in

v&lue,. In

tm.s z'e&peﬂrt then, Fisher, Kemes ami Gassael
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0id in the wonetary units Xeynes and

uld #eek the wsmedy by ﬁonh*elﬁng t&w
eredit %;hrwgh various. mms. '

_ | Aecording Lo Eeynes, the m}y mthaﬂ L
of conirolling pr@aas ppen to modern banks .i:a.hajf

a:djus‘aing the smount of eredit theough the atmi .

of the rate of investment, which should be so
aensitively controlled that 1t ;wili operate effect-
ively and guickly. He bslleves mometaryPeform
*®gonsists in sdjusting the ereation of credit

80 as to mest all genmine demands for working.
espital.” A EPne  true eriterion of s ereation of

eredit which shall be non-inflstionsry Iies in the
~ preservation of a balence between the rate of szving
‘=nd the value of new Iinvestment.® It is his theory

that the banking system of any couniry should nok

only be allowed to conftrel the volume of money in

wh:!.eh may h : used bty a h

g syxtam when it a%temp‘t;s
to emmi priee changes. *ﬂf course, this pmmcsal

* 5 & treatiseon ﬂmley — Vzﬁ. 11 p. 218 annan
A Treatise on ﬂcmey - VGI. EE A De 220 Kames

£ OO
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raqnirex & system of highly ﬁ&ntralized bank{ng,
preferahly one af eentrai banking
Ik is 1n a wariﬁ wide systam mf c&ntr&l
_ banks that Professar ﬂuﬁtaV'ﬂaasei seeks a aﬁlutinn |
. Por nnst&hle priﬂes, anﬁ his plan is applieable 0 |
a1y uonnﬁries, nnt to any one in psrtiﬁnlarm Briefly,
1t suggest that all mmz banks ‘co-operate g
e!ﬁauﬁ ﬁemiues suﬁh a& %he g@l& exnhange stan&arﬁ for
emmang ga}.ﬂ. kppmnti‘y he blames a gxmwing
scareity of gul& fbr th? rise in prices. 3&1 cﬂuntries
uwnlﬁ be able ta intrn&mce price stﬁﬁlizatiﬁn, for now
ﬁhey might en}sy the hemefits ﬂf snrplus res&rvaa.
| ?hese tuw suggestiﬁns by Keynes and
ﬂassel al&mg with that‘hy Irving Fi&her~are wunsidareﬂ
to be among the most yr@minent in reeenﬁ yeawa, for
atabilizat%a& er purchasiﬁg pnuar. Kbynas amd Gaasel
agree In that hath hl&mﬂ the issuance of ar&ﬂit fﬂr any
diseq&ilibmium among priﬁes, and hmth saak 1#3 remﬁdy
in aontrol of mreéib bg means ﬂf'a eantrai bank. Al-
though 1it1;1e rmm can be rm with either of these
plans, hnth are apan %o thﬁ same criticism as central
hamkx, and one of the qhief arwur«rts against them is
that they are ilable @u pﬂiitieal interferenee of the
un@st ‘kind.
Pisher!® 3 caupenaated Ballar.
| Ermfeaaﬂf Eixher s ramedy for the’un-

stable yﬂrahaaing power‘wf money iies iIn the eﬂmpenxatad
- dollar,” Pirst advocated sbout lﬁil,-anﬁ'simag thﬂauﬁhe

omie Heviow - 3&3& 1932 1@&253
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object of much inves*—ﬁigatﬁon and publicity. The basis
of its solubtlion 1is fmmd in the fact that it reaplaces

a unit of currency, stabler in weight {of gold) and
warying in pumhasing pﬂmr with one stable in purchasing
~ power and varying in waigh‘«; {of gold}. %To him the cause
vivcf fiuctuations in pnrcha&ing power is loested in the

ﬂal&e of gold, not in tha value of commodities. With
this fact in mind he formulated the ”60mpensaté@ dollar®;
1t contains at least five distinet points,--

1. "o ﬂbolishbgolﬁ coins and to converi our present
gold certificates inte "gold dollar eerﬁficates,”
entitling the holider %o dollars of gold bullion
of such weight a& may be officially declared
from time to timb. | |

8. TPo retain the vi?tnal "free coinage”-- that is,
deposit--of gold and the Pree redemption of gold
dollar certificates.

3. %o ﬁesignat&'an iﬁe&l composite gauds;ﬁollar
consisting of a %epresentative assortment of
eamﬁadities, uur%h & dollar at the outset, and
%o establish an index number for recording, ab

- stated intervals, the market price of the eomposite
dol}ar in tenmsvaf the gold dollar.

4, TPo adjuyst the_ue%ght.of the gold bullion dollsr
at.statedfintaﬁiéls, each adjustment to be

stiportioned to the recorded deviation of the

‘index mumber from par.

5&stah111zaﬁion of Buminess {Stabilization of the Dollapre-
. Fisher} ---Edle p.100-101
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5. To impose a smal‘l ®ypassage® Pee not to exeeed
any one change in the @old dollar's weight.”
The p‘lan should be =fest§hliished m start at or near the
eéxisting price level, bm; if it 1= too high ar too low,
steps should be taken to B.mwer or raise it to the price
 level at which it is desired to stabilize.

. Phe “mpmmm ‘dollar® mist not be con-
fused with the tabular standard, which in one respect
resembles it, that is, in the Pise of the index number
as its base. The tabular standard was devised solely
to alleviate the effects of rising and falling price
levels on debtors cre&iitnm;‘ so iIn it the index
number is nsed to iﬁ&ieaté, ss it »isés or i‘éﬁ:&, how
many dollars more or less a debtor must pay in order to
liquidate his debt. The idea 1ls that the debtor mmst
repay the same smount of purchasing power that he
borrowed. In both ef 'ﬁh&éa plans the aim of soecial
justice appears. |

iﬁ some respects the “eompensated dollasr”
bears a likeness %o the‘gﬁldaexchange standard. The
latter purporis to be a s}fatam of fuil or partial
redemption of the eouniry's eurrency in gold, but the
gold does not have to be held in the home country; it may
be held as a reserve 111 wvarious world centres. It is
a system whereby the cumnw of a country {(which has some
othexr basa ‘then gold) is manipulatad in such a way as to
pme?ent itz value wandering fvamppar with gold to any
great extent.~ There are pﬁints above and below par within
which the currency may flne tuate without any in‘l.arfﬂmnee,

—————
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but if. it goes bey ond them om either way, then the
' eurrency is contracted o expsnded; as is required -
to bring it baek %o par. This kind of standswd exists

between Indis and Great Britain and so far has

opersted well. %The “amﬁenwteﬁ doilar® * "invoives

combination of the tabular standsrd with the
principles of -the gold-exchange standerd.”

*mehaﬁ;—ng Power of !iey - PBET.




26.

| CHAPTER T3I.

PARTICULAR DEPATLS TN THE WORKING OF
ENSATED DOLLAR.®

- SER YooNPp

casures of Purchs hasing Pewer or Cost afzivm .

. . &anmrelyoninﬁexnmberstmimmm
variatiuna in the pr:!me }.evezh" For our pnrpmwe, the
W i8 - Yea! Mhthmgh in sueh an assertimn lé may
s*bir up the most violent mpm-sition among. statisticisns.
'Inﬁex numhers were mvent@d sometime ago, but only |
men"hly have they been perfemteﬁ to such an extent as

%o he acenra‘he in measuring the pm'ehaaing power. They
mprise the nrimea of mm]bermm em&iﬁi&s that enter
in‘ko the avery day life nr the people. OChanges in $he
priesas of inﬂividual cﬂmntiax are mgd I‘.am'lm tha
average chan@e in the pricem of all the athez- mnmaﬁiti&a.
By raisin-g the :T;ndex mm:’oer of prices 1%t is easy to
determine hm: ‘many goods one dollar wﬁl buy at any »ane
time. If the prica level be alwaya *s‘hable as the plan

of the "compensated ﬁﬁllﬂl" ‘ealls for, then the dollar

[

3111 aluays buy the same ammmt of goods. if the pfiws
of 3everal m:-tislea hava rﬂiaen in re}.a'him to blae prices
of others » One may pay more for them, bnt the i::w.reaae
in price for thnse comnmdiﬂes may ha cnm:pensatﬁd by &
decrease In the prices m‘.’ 1;11@ mst. In such cases, a
dollar may always purehaae hhae same amount of goods, amd
the index rumber in mamﬂtug the purchasing power of it
iz snalogons te the yardoéi;igk in measnrmg a bolt of

141 @18 i‘tﬂteﬂ" rise

cloth. If the prices of a majority of com

i
|
] .




or fall, this is reflected by & rise or fall In the
index mumber of prices and it iz sn indieation of =
rise m' faltl in the aﬂzﬁ m’“ Jtiwing,, ainae it wiill
require mre m* less mmey to. tmy the smze nweasitiax.
Gameqnmtly changes In the index ommber may be sald.
to mamm tha sxtent of ahangas In the eost of living.
However, it amust not be tmg&ten that the soncept

fwe one since with

"gost of iiving® is & very il
every change In the price level of the mosk mm
commodities, the principle of substitution enters.
{t.e. If the priece of any necessity or luxury rises,

-& cheaper gradé may be substitubed or the artisle may
be discarded altogethers 'ﬁ:r the price level falls a
better grade may be bought or a more plentifal diet may
be indulged in and more luxaries may be added.) For |
saeh reasons therefare, we camob definitely state that
in the cost of uwmg; sre denoted by changes In

the index mumber. It is on these grounds that Professors
Bowley, Pisber, and Yule find points of difference. In
spite of the fact that tnem are wide @iffevences regard-
ing index nusbérs as trus measures, {especislly in the

_emse of the price level) fhey are widsly used in many

. emmtz*ies‘m measure the extan’t and trend of certain

mic and soeisal phmmaa&. Surely this demonstrstes
that index mumbers st }.-aa_%iﬁ give s rough idea of any
changes which have ¢ tm price lovel; after all,
amghiﬁmufa#rﬁ&dinpriﬂeaia%tw tﬁanmn&

ot Bil. , o .




somputation, some 4iffer with regards to the price data
uged, and 8511l others aﬁ*fe:u with regards to the mumber
of sompodities contained m them. ©Some Indexes are
weighted, and wmmmighm&. Bach ﬁiffem% iype may be

regarded as another mesns of approach fo the same end.
&s long as it gives acouvabely thé genersl twend of all
prices, $hé form of i&tm&y be adopted. For ease in
gathering data, and for accuraey of date, = good cholee

er would be found inm ome construcied en the
prineiple of that of the United States Bureau of ILebour
Statisties. In faet, if United States | undertake
0 establish the “compensated dollsr™ that very index womid
work. %he warlous other ﬁmm«aa have nz‘fmia:i Index
Ysompensated dollar® codll be based.
That Index ﬂmtaim the mlwale priees of over Y84
comuodities, which are mmnen#atifm of the different
aiama of goods, and has veached sueh akigh degree of
afficionsy that the trend ﬁf priges over the previocus. week
 ean be computed inside of 48 hours. The varlous weightz,
asxigned to the sommodities in it, wers determined by
their relative Importance as measured by the amounts of
them markebed in the last gensus year — thus the more
fmportant somsoditlies or those which have the greater

use, secuve the greater weighis. W.C. Mitchell has

| | odities

proven that when such a large mumber of comm
eomprise the index, the matter of weighling can be

‘ |
i o

‘ e i - Lt o e = A o A AR R R T
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| dvopped with no wide variation oecurring.
&8 to how many price mim m:m& be ineluded in am'
index ntimber hey ’beeaz riimm:aseﬂ at mai: lengtm by
D, Eming Fisher, and swe&h eminent mﬁatiﬁiam &8
D¢, Bowley and Mr. Yule. ZThe concluslon seeus to be
that 1f a large mmber of commodities is Tnelnded,

mes superflucus; if s mmnll mmber

is neeossary. The index mmber of the Domt

!ﬂf Statistiuﬁ W 502 ‘es‘ -z ‘itieﬁ, ‘i;hat of the
ﬁnmdﬁan Bank of Gamam, 803 y&‘h it is impmsihl& to
say whigh one 1s the superior. ' '

The Problem of & maer Base }?srﬁuﬁ ‘
o . Every inﬁem number raqmas a s‘sasrting ‘
plage -- a base period. Iaa %be
plan, the aim iz %o kesp %he price level always at or

near that of the base mmﬁ. That implies many thing:
It invoives the guestion of an average year and the wide
variazmm ef opinion soncerning it. What constlitutes an

;verage year? Some say there ian’t eny such. thing. ﬂthers
say that we ghould take ﬁw a?erqga of a perioé of years
for s basze. 2;87513;,1, others say 1% doe sn®t matter what the
base is, any year =t all wﬂll am The eheim—:: of a b@m
pericd, at which priﬁg:&jzuﬁhl be stabllized, mumst not

ignore the ﬁmmm relationships existing between the
vmﬁw chssen ‘arf yeuplm Kt ‘would be mine tﬁi ehpose

e sbnomally high, or one in

a base in which prices were abm
which they were sbnormally low. Stabilizing when prices
were high would be unjust ii:s debtors, and stablillizing
at & low prise level would be unjust o creditors.




& base would be one mmam between a period of
m-wiﬁw and one vf:higlh; pa:izgé, or one which seemed
e 3ypify a series of faﬁrl;y stablie years. Another
eonsiderstion mast ensure that priess in the base period

mst be such as to gnar»amtee 511 Industries, i.nalnding
agrioculbare, a fair m&gﬂn of profit with which to sarry
on« A genersl concensus m’ opinion seems to favour 1926 as
& suiieble mﬁuﬁ, which mjf be uged as 2 b&m at which

0 stabilize prices now.

The Frequency m‘, _in the G:alc’l ﬁantent of the: Emnetary Unit.
Som &iffemue m’ opinion exists
- pegarding the fr&qumy @? making the waiations In the
weight of the gold dollar. Some advocate that they be

made dally, some zmay ueekly, others say monthly; bi-
wmonthly mdmter—x&amly changes have been amggesteﬁ.
¥y own cholee would be blemonthly shenges. An examinstion
of index mhera of primas in United States .zinee 1914 |
will aubatnatiam the @hmiw* i&w& 1926~-300)
3;91:5 69.;8 1939 138.6
1934 65.1 - - 1920 - 154.4
3935 69.5 io2y 7.6
: }.9% ‘85.5 . : 1922 gﬁ‘u’? v
3917 31%5 X983 100.6
92¢ 98.1 1989 95.3
1925 103.5 - 1930 86.4
1926 200.0 933 : Y30
1927 95.4 1932 64.8
1928 96.7 1933 {5 mo.) 63.4
W‘B}mﬁem&eea&&a it wazx dmring
%hamranﬁ W&?ym 3315,‘2@ ap&rind afm
yeasra, when the mst m‘mﬁ inflatim and defiation occmrred,
anﬂ 19%-&, & sezam periaﬁ af post-war deflation,
that prices Finctuated by ‘nm then 5.4%. During the most

|
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stabls periods 1912-15, and 1923-29, pericds whieh
momists clalm o be ﬁ:ha most desirsbis to mainialin
singe the whole m system seemed to be fanctioning
well, the grestest fluetation wes 5.4%. From the fact
thet & change of only 1% In the gold content of the
doilar can be made at my one time, 1%t follows that
in six periods of itwo mﬁ;tw eagh, the differense in’
the price lewel of 5.4% dwring these norms
be corrected. It is highly probeble that mueh gresbter
annvaal mamatima eould be correeted also, sinee the

1 'y_a'am Sould

. ehange svery two months in the gold content would brisg
the priee lewsl back nearer *hhe base. Haeh change
'mlﬂ tend to mﬁum the index number to 100.
The mhlw of Preventing &mml&ﬁmm |
| RaWallyiuaalanuhemMmmtﬁf |
gald in a dollar always vm-i%, speoulation 1is ﬂtnﬂmg

?iw pmrﬁz mtiwa migh‘a anmmga some Lo bay gold from ‘
the mint Just before a bﬁmﬁh&y sleration In the hope
that the p@i*ﬂé level wili have fallen, and if 1%t has,
they will recelve more certifisates from the mint when
they return the gold. 3¥n the "ecompenseted dollsr” this
wernight sp&mh’ﬁim hag bm allowed for by -'i:lfsté process
of 1imiting essh chenge in gold content to 1% and at the
seme time a "brassage” Fee of 1% is charged when gold.

is bought from the win%s The mimt would chavge 1 move
for gold than 1t would psy for it. The “brassage” charge
mmmas any motive for ?aw%emﬂigh’a” speculation. The

o the government for 1%
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" Brassage resembies the sn#ient gustom
of aelgnorage which was uf ¥orman-Brench origing
doubilesns the ides of hz*&ssage hag dewiﬁm dirvently
| from the selignorage. Euafm&s,‘i sovciety, the right of
soinage was only = privilege of the sbigneur, or king.
Thenever metsl belonging to his sublechs was minked by
him, he expcted a féee. ﬁny ineome derived gm these

feer was aalled serigzmng‘e and the selgnsur relained

it for his own use. Uaruly selgneurs often abused their
pﬁiﬁlmgs by making ail ax&aﬁing eoins 1llegal, and
thus foreed alil of them to be reminted. In England
two charges were msde for minting metal — bhere was
the aaigmmg& which went to the ¥ing and thers was the
‘ it of ficials. The word
*brassage” has never bsen commonly uszed: it has come to
be kmown ss “mint-charge®. In the “eompensated dellar”
then, the old cusiom of seigoorage would be revived In
the form of hmswags whieh would be used o ﬁmm the

brassage whish went to the mb

ning apemtiamo

remove longer yemiaﬁ Wﬂ&w. 4 speculator might
 buy gold expeeting to re-sell 1t to the mint st the

end of seversl wmonths In the Mm that it may have
appreciated in vslme. A glense =t sunnal index numbers
veweals that it is only in abnovmal perioeds that gold
h&a apprecisted morse than*ﬁ% ina y&&r, #5 that the
ghange of gain would 'tee a}.ﬂém, endrwould not 6:?3?*“!‘ itself
freguentiy, mtnag/the maximum gain Wﬁ only be i% every
swo months and the maximm gain would not likely ecomtinne
ds the risk ef galn would be »o




great as to dissourage any speculation.

gperation of ¥arying the Sold @Bﬁ‘i’:&nﬁ of ﬁh& 1}&?
Phe most intricaﬁe part of the plan

miat yet be inmstigat&i* namely how the shanges in the

g51d content of the doliar would operate Lo eorrect the

price lewsl wariations ami bring the Index number back

to 100. This Involves m& exsminstion of the goid reserve

upon which the quantity of gold certifisates depends.

Some sort of permanent and adequste ‘gci& reserve has

got to be guaranteed; for the compensated @tﬂhw does

not éi:vm& itselfl mﬁmﬁy from golid. Mam CUTTEREY

systems in most counitries demand that the reserve of

gold basking the notes should not fall below a eertain

percentage. Wh«en ﬁnit&ﬁ S’ka*bes and Sanads were on the

014 standard it wes possible to redeem notes for gold
- &t any timeg m gold beﬁ.mg of ecertain welght and fineness,
at 23.82 grains of pure gold for each

£$1.00 note} one dollar nobe. Under the "compensated
dollar® when the smount of gold in a dollar Is conmbim-
nously fiuciuating, the migh‘i:; of gold tra

nsferrable

fop & dollar would fiunctunte-— o that & fixed gold reserve

would support fewer or more dollars, ascording to whether

the weight of gold In the dollar iner
The "dolliar Tor dollax®™ gﬁl& beciking in the pm?e:a@nt '

gystem sould na%'be-min reed under Eha ®eompenseted
dollar™. If the dollar's welght were inereased by 1%

saged or decreased.

the fixed gold reserve ‘miz‘éid sontain sbout 1% fewer
af them or tbe reserve mzmm be 09%. sgainat oubebanding
notes. Thas the reserve gonstantly chenges depending

¥o abtempt is mads 3o
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regulate 1t. Professor E;’i;-shar calls it the "indefinite
reserve” system. |

It is Mlﬁiewad by some thet & sound

surrency system reguires a 100% reserve of gold. 3Intthe
Teompensated doller™ plan a 100% reserve could be |
maintained, if it were consldered desirable. Suppose,

as above that the dollar's weight were incrsased, and

the mam ram to 99%. Two posslible methods of
restoring the 100% reserve lie open —- either %o increase
the gold holdings, or reduce the number of outstanding
sertificates. The latter could be done simply by the mint
withdrawing notes from ciroulation and in such an event
the govermment would sﬁh&nﬁ the ioss. However if, on the
other hend, the reserve were greater than 100% it eould
be restored by the 1ssuance of more nobes and these eould
be cireculated by govermment aexpenditure. Hers the
govermment profits. This may be furthar clarified by

an 1llustration of its entire Punctioning—

Let us suppose thet at the end of a bi-monthly period, the
price level has risen as indieated by a rise in the

index mm’beru This would be a signal for the mint to
inerease the weight of the dollar {l.e. %o reduce the

price of goid). As a result, the tendency to deposit
gold would leasen, and the tendency to redeem outstanding
gold certificates would i@zﬁ&m@&, both tendencles causing
a lessened volume of airmjtai;ing aerﬁfﬁmt&eg As the
goid reserve fell below mnﬁ, some certifieates would

be destroyed, or sterilized for the time belng by the
government, so that they would not be put back in
amlai‘im,. j fndex mmbem wonld gredually be restored
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to par by such operations. whele process as deseribed
sbove would have been re\v?rsm i? the Index pumber had
fallen instead of risen. The one great advantage of having
& constant reserve 1s that amy variations which have %o

be made in the dollar®s weight can be considersbly reduced.
The sysiem outlined abova 1s kniown as the “definite
reserve® system ' ’

‘Both the "definite reserve® and the
®$ndefinite reserve” systems possess advantages.
With the latter, which is quite the simpler in operation,
the changing welght of the dollar only, regalates the
price level. But with the former, two factors enter
into the regnﬁ!:atian of fshé price level -~ the change in
the dollar's welight, and ﬂm adjus tment in the number
of certificates required to malntsin a aanst;mt re3ErYE.
The *definite reserve" system, slthough it has sn added
complexity, is probably the more efficient for the reason
that the two faetors acting on regulating the price level
bring about the adjnaﬁmenﬁ to normal mmeh more prompily.
It also has the advantage to society of assaring s
sufficient veserve, whareaa in the ™indefinite reserve,”
a eontinuous perind of risimg prices may vesult iIn &
faiiing ga;l& reserve. ﬁeﬁhmim of assuring an aﬁteqnata ’
reserve have been suggesbed £o malntain the "indefinite
reserve® system. One of thm suggests that ‘& 'definite
patic of eertiffeates to gnlé be maintained, say 50%.
fny reserve over that the govermment might appropriate
for investment purposes. - Any defieieney in the reserve
$he gomment wonrld have te make up fmm its own Tunds.

______



_ s that a peserve of 50% be kept
constant and along with this a varisble suplus maintained.
A1) outstending sertificstes then would have a gold
basking of 50% as well as the varisble mp&m@- varying
asecording to ehanges in the welght of the dollar. I

‘would not be negessary to hold this surplus s a mere.
reserve In addifion to that of the 50%. The surplus may
 be invested and st1ll grester reserves mey be sceumulsbed.
Poder the mmn% system veriations In the
value of gold, as reflected in the ehanges of the index .
ramber are unjust to all members ar soclety through ehanges
in $he parchasing powsr ﬁf" money. »Any losses or gsins
due to the finstustions uve ebacrbed by the individusis.
spreete this fault of the pmsant

‘¥he “eompensated dollar™ o
gystem. People would deal with momey which would alwsys

buy a mﬁain amount of gmrém iny lomses or gains from
w&ﬂlatiunﬂ in mrehasing power have been transferrved

from the individmals to t;:aa govermment {soeliety as & whole.) .
If e 211 in the prige 1&@&1 cecurs, Mmmrma@m zay be
withdrawn from cireulation and destroysd or sterilized

by the govermnmenii the government loses by the mumber of
cortificates withdrawn. Ezt over s pericd of years the

ent has lost conaidersbly, it may eompensaie the

loss by inereasing the taxes of the people —- thms &ll
people shave ﬁq&&lly the burden csused by a depredisted
dollar. On the other hand, if the govermment has gained
by a »ise in the price 1&#&1 which neeensitates more
sertificates, new ones may be issued and efromlated by
meana of govermment ampenﬂimam A gain wéz & period .




.

galn is spresd equsily taali taxpayers. Ko one class

of individuais ;»1%5@11 the losses or benefiis by

21l the gains; everyone shms them oqually.
Discontinuence of Coins snd "G¢1d Glauses.”

would mean the discontimianee of our present gold colins

of certaln wight and Pineness, and also the ﬁiﬁwntimnee
of ®gold clanses™ in aenﬁmm:m The whole problem 6F what
to do with existing ceoins and ®gold ehnsas’“ arisess

it ean miyhe folved by app«saling to the lsw. It would

be possible to impose a penalty om a1l those who hoard

goid coins from elmeulation sfber a certain dabe. President
Roosevelt of Tnited :Sta*i:aea has employed thia merthad - 3

encturage or enforve the return of all gold to the banks;
snyone guilty of hoarding is heavily fined. As the
existing eoins were retired, smaller taken eolins of less
welght or of some other metal could be minted and put

tnto eimenlstion. It 1s not deemed necessary sny more 5o
use gold ﬁeﬂm of fall meighl: ~e gold sertificates wonld
sirculate jmrt as freely.

. Hany W*s and Puture contracts containing
phrases, wibh claim payment in gold of a certain weight
and rmezma,, would have tau be anmulled. ™Gold elauses”
originated with the idea of protecting the investors

depresiated soln. Investors wers no &oubi; attracted by
the ®gold slause®, beii&ﬁng t}zﬁw had a safe inve stment 3
they 4id not realize thst gold, as well as the paper -

representing 1t, waried In puwmhasing power. With the
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new currency sonsisting mlely of gold eertificates or
- taken eoins, no assmmm that an inwwtnr nim recelive
- gxactly wh&t }:w paid mlﬂ be me@a&ry, ginee the
guantity of .gmﬁu that a eertaln smount of money will buy
1s always the seme. A tax on all bonds or stntraets in
nhich the ’”mﬁ' elange™ é@tpam: would easily remove it.

Fﬂaﬂibility of the Plan in One; B.lme.w |

me feas:ibili‘t-y af the plan in s single
mmnm has besn questioned by mny who hold thet it '
camot fumtﬂ‘.aa mﬂ.eas a&l M&nmaas unﬁert&ke to adopt

'ﬁ;, It is smmﬁ to uam;e that diffaremea between the

prices which would be paiﬁ by the mints in the warious
countries for gold, mighﬁ cause gold to be moved from |

| ‘counh’iea with a lmr priiee o thase wﬁ.h a higher price,
a ﬁz*aining some and f}.cmiing others. Eisher opposes
this appmnﬂy sound aammption, claiming that there
exists & “"fallaey of the mint price.” For instance the
rint priae hdra cf mﬁ’? per 0%. 01‘ fine gold {assuming

| the gold atandard in nperaﬁi@n) ami the mint price in

| England nf MA&.H&J yar oz mﬂ‘ ga}d 11/12 fine, are the

3ame' Eme paﬁ* of’ exehange betmeen Ganada or United States
and Eﬂg}.and is $4»366 far &1 of English money and it is

| upon this per that price:s s:;f comoﬁi‘h‘les in the two o
cmntries are beased. Su}pptme m pri!;ée af gold here has

. fazm 1%, the mint priee of gold will beeome &w‘% and the .
par of exchange will beeome: $44,82 fsr £1. It would be more
P mfitable for minezfs to send }netly-m_.‘imd gold from here

or United States to England when the 1 price of gold remsined

Stabilizing the Dollar -- (App. I, Sec. 8,A) p. 123




unchanged, theweby chiaining biils of exehsnge on

Tondon, which they could seu at & prefit., As the

yolume of gold ‘going o &131 | Inereased, less profit
miﬁ be mlim and the mimrs would seon £ind it

3u3t as . prafitable to 3&13; gold to the mint st home at the
price of $20.:46 which mmlﬂ. besome the new ﬁn% price,

and izhe new par of exch ¢ -would be #4.82 for £l. "ﬁw

new mint price @mtafms fewer ﬁallara but hesvier ones.
Unastable mm?eneiea mn%al all of these faet from us.
. The Lerms ”&allsr, and * xmm:{@ only serve to Indicate
units- of welght {of gold}. |

Ynder the 'g;a};c’i gtandard, the pﬁi@& level
within & country rises or falls aceording ‘L‘_ﬁ whether gold
fiows Into or omt of its E*D}.f.ﬁ reserve: to some extent |
_ then Its price lewel is controlled by the policies of s
debtor and eeditor natfons. The best illustration of this
oecurred dm*ing the %eat ®ar, when the fighting na'hims
pmgtieally dmpeﬂ their gold on neutral countries as
Sweden, United States, amg. The prieces within these
countries were Inflsted end most of them had to adopt
premtim mehmrea o aﬁ@aﬂiz& this useless gold. Tnited
States received most of ‘the unwanted gold. Bow that the
wES 1s pver, the ‘parﬂuipm:dm:‘ We they béwe defiasted
their mrrem\ies sni‘ficiemtly > may ‘withdraw galﬁ from
tha nmtral wmntriea, a eaaqueni; pe:ﬂ.ad of
'ﬁeﬂation will set In. Stnee the war there has also
grom up & Imge supply or g@m a?aﬂable for short term
loans, which aeems ta i"lm %o mﬁres pramming the
mﬁes# retm ﬁﬁa mpply of gold has hecm@ m&mmk&d,




stnce its movements sre maez-i:aiﬁ and sffect the price
}.evela in the warious amtri&s %n an uncertaln MENNEr.
With & stabllized curreney, the gold inflation and
consequent deflation in the neutral sountries eould have

been preveuﬁe&, In meh? a case, when gold hegm to
mm Into a country p@»:taau wonld rises the weight of gevl&
in the lia‘r mlﬁ hwm been mmasaﬁ awmspondimg
to the inﬁmaae in the im&ex munber. The quan%:ity of
dollars would remain constant end s6 priees would be
xept astable. Newly added gold then would not be reflected
in & high iﬂflatiw of primg but in dolisrs which
‘ecntained more g@l&-ﬁ

Providing that the prineiple of the
*compensated dollar™ worked, Internationsl trade In goods
may be &immba& by a single country sdopiing 1t. In
the long amn, 1% is sa¥ that the rate of exehange
bebween two countries wartes in proportien to their
priee levels. In the one couniry we may assume the
price level to be almost stsble, and In sany of the other
eountries it variesg. % rete of exchange between a
gountry wi‘t;h a falrly nst#?ma price level and one with
a wariabla priw level wi.il be infiuenced or alibered
only by ﬁh&@gﬁa in the mibtw. If changes in the price
Ra#gﬁl correspond to ahanges in the rste of exchenge,
the galn or f;‘ia_gs from them is comparatively small and is
due %o a certain lag between prices and exahange
finctuations. To iiluékvaw this, let us 'su#paaﬁe ‘the
price level %ta hawve risen in one country, England, and
remained %a&ﬂe in amﬁi‘;h?r, Bniteﬁ S'ta‘kiea, and siso the
rate of exchange on the former will have fallem




: "4‘1&@
eorrespondingly. orbers in Pnited States can sell
their wares f’or higher p&ﬂm in Englandy 'Ehey will
receive biils of mhangé for more English pounds, mt
when they sell their bills of exchange for Ameriean

currency, they wiii rewiwm Just as much as tﬁﬂmgh there
had been no ﬁm in the Eﬂg}.ish price lewel. So Importers
_and exporters In a country with a stablilfzed curremcy
would stend %o losze or g‘aﬁin In a very slighi degree.

Phis risk of losing or gaining would, however, be mini-
mized, since the old risks of business arising fom
ehanges in the m&h&s‘l&g power of domestic money womld

be eliminated were the system of s “compensated dollar®
. ¥No grester difficulty would be met in forelgn
exchange tz»&#saﬁtienx if 8 single souni
were Lo adopt the "dompenssted dollar®, than now exists
when the gold standard has been generally suspended. In
tim of aham the gold Y
i cies flwamata wildly in the forelgn
exechangos. Szmaly one country with a stabillzed monetary
unit would subkract at least one element eontributin |
to the eonfusion in the exchanges. Fisher suggests that
one sueh curreney having stable pmeehssing power eould
be resorted to as a ™®gomeon denominator in foreign

andard iz uwsuaslly sbandoned,

trade” Just as well as a currency stabilized im gold econtent.
The sonelusion bo be arrived at is that any country which
adopts the *ﬁ@mpmsated @#ll&r“ singly wiil not be in-
eonveniented in any way lax @ning 80. Also if any comntry
suceseded in stabilizing its currency, other countries may
foliow. | 1

* Skabiiizing the Dollar —- p. Y77




& more ganﬁral aﬁ@@timm ﬂf & sﬁmbilizaé
currenty wunid altar fu?mign axuhangg mﬁ@haniam:ta some
% extent« wﬁth a gﬂlﬁ standard the par of exnhamge between
any taa eauntrias 13 ﬁetawminﬁd fﬁwm tha meigh%@ of gulﬁ
in ﬁheir uni%s mf ﬂurrﬁnmy which are fixed by fiat.
E@s&v&r, the. rat& Qf exmh&nga may'ﬁiffar fram par aeasrding
te thﬁ_iaﬁerwu“y £ﬁan ﬁf]ﬁwmﬁnd f@r and sapply of gr@ﬁm@ta
between the tmb a@mmtyi“‘ One eauntry uaually baya xutix
Irﬂm anﬂth&r beeause it &an hay them mere ahsayiy tharn,

{friuas are lower or theapmi@e-lamai is lgmnrw} A3 more
goods and serviee ave purchased, the devistion from par
of the exchange inareaa&# antil It exeeeds the export
gold pain%; and then g@lﬁ fiows from the buying country %o
the selling one. %hnis gam flow tends to raise prieces snd
wages In the one country and %o lower them In the other, |
within the @m mim%# snc‘i negrer par. ¥his is the ‘manner
that gymtiem of the rate of exchange sbove or below
the gold gniﬂﬁa control the fiow of gold to or frﬂm a
ﬁ@mntvy ﬁhﬂ f%aw of galﬂ tends to ralse or 1awsy the
griee level, ‘ﬁaﬁﬁnﬁing ﬂn mhﬁthnr gold somes ta or goes
fram & a@&ntwyﬁ Bat uiﬁnlmarﬁ than one ﬁauntwy haﬁiag 8
surrency at&ﬁiliﬁﬁd as in4the ”aampensateﬁ dollar” {provided
it fanﬁkiﬂng&}, the above described meﬂhaniam would not
eparaﬁ& in ﬁhﬂ aame way. En thiﬁ cage, the wink asiiing
- prlce and mﬁn& buying pric@ wnu}é take the pia@e of the
g@l& @ainta s The priﬁﬁ iewal 1& ix prem ed , wiil be
at&hien Eh& priae of gmlﬁ wﬂﬁlﬁ fiu&tuaae between tha

priees# ar the weight of g@lﬁ in the unit of eurranﬁy

erabions ﬁn—maigkﬁ would affect
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the vate of exchange between suy two sowntries. But

any slterations In the fézmgn exchange Tate would not
be large* e :'j,zmbzy they mum not exceed those varlations
'ﬁmm par, wiich oscur under the gold atandard. ﬂm’z&y

of i‘&-s%lf,- ﬁa as naemi Ms ws as s car without an engine.
ﬁhen let us &ay, d@llar@ are boughi in the inhmatiml
mmand over goods mt is

‘ =3 were in a;&m‘&im, the
soads pummaamm by & dollar would vary im
’ aﬂaar&anw wf‘i:h #:.he priea l&m}. in Ganada or United Staies.
|  Boy, whm the priee level hem ia low, the dollar will be
m grzai; demand In the ﬁxxmanga msrkets bekanse it win

huy wors gma, i;ha mvma nill a}m be brue = whem the
\-1 be m demamd ﬁtﬁlﬁw

priﬁe level :ﬁa iﬁgh, the d@llar wi
This praetiaﬁ ef agemza%iug in goods would be ﬁmiﬂmkly
ﬁmeaseﬂ with the gemm'al ampﬁaﬁm& af’ the new plan,

sine e the dullar would a;}.waya comazand the same smount of
g@@éa . é e r of ihs priae 1@%‘1 would not be the

' ﬁxtema}, flaw of ga}.ﬁ o or from the country, but the
internal ﬂan of galﬁ Lo mm from the mim:‘ &ny change f’m

the existing par would, aof itself, tend im re«amre prices
/ to the original prises before the change, and the old
par would be ‘sm ei. These elements all acting on the
price levels in the various comntries would tend o have
8 staa&ier effect on iﬁ tional exchanges thun the
internationsl movements of gold required under the gold
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| A MSWEMQE G? ﬂﬁiﬂﬂfﬂ WIGE m
smmm MLIA&E K&S ﬁRWSEﬁ.

Grisiclimm of Wﬁém E_ankﬁm‘ M&m&i&hﬁ.m.

ﬂa‘fmraliy mmﬂh a8 mvai s‘ehem& will m‘;
meet with the approval’ cnf all- alass&s of peoplse. m

mozt violent oppo

sition t.‘sa 1t eomes Trom the bankers.
In any @bunm they eomprise the most conservative

group, re :
eall a "sound money” polley ss sacrilege. In 1919

Professor Pisher presenied his ‘plan for stabilizing

the dollasr at on snmusl #bnmntion of the Americam

" m Wﬁf{m to werr from what they

Bankers® Asscclatlion. There, the conventiom deecided
to Investigate his ®sitable money® idea. The following
yesr the Investigating ecmmittee reported that
Feprofessor Fisher’s plan, though interesting and ably
worked oul, is wholly impraetieal and would involve
grave dangm ko the sitability of ocur finmﬁiaﬁi and
monetary system.® Thelr mﬁmﬁm wes ascompanied
with a few of the chief cbjections:-

1. "It would Iead to foreign drains on the gold of

Hniﬁéd States in a period of erisis™, since then
the dollar would be 1ightened.
2.  In periods of rapfdly rising priees it would be
almwt impossible to maimtain gold redemptionm.
3. 1If a@i‘:&d at that time {1919), "1t would

%gmrml of American Bankers' Asscclatlon -
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: yefpémaﬁa a1l %:Qe suffering which <maiyieni~;$
orﬁxeﬁ ineomes 311&*% ‘experienced as & result
af tm repidiy mﬁaing priges of the war.
%, The plan would nd% have operated smaes-csf‘nliy
. during the war.
Por these reasons the investigators deemed 1t Inadvisable
to ask Cong ‘

regs to eonsider the meheme.

In this ssme connection, B. M. Anderaon, .
sconomist of Chase National Bank, has edited a psmphlet
in which he amplifies and sugments the grievances
mentioned in 'the report. At the begimning, his insistance
shands omnt, i}hat the problem af. sourd money can anly be.
so0lved by “*the vestoration of the pld-fashioned gold
standard.® ' Rz beliefls ares—- |

1. Professor meshw*a plan has no obwvious or
nesessary eonnectlon with the "gquantity theory®
of magzey, yet he .E;s one of its leading exponenis.
His plan secks o control the price level by the
wigﬁt of the dollars, not thelr number.

2. In $ime of war 1t would do positive harm. Scavelly
of labour and goods In periods of war esuse
priees and wages *il;i& rise in certain Indusiries. |
Governments would have to keep adding gold to
thelw monies to keep the a‘v&mgé of prices stable.

| #nis would mean that prices of goods produced
by a@hez- m&umtri#’:s would hawve 3o fall 4mna:idaﬂrably,
snd it might mnfg ruin to them. |

3. Ir pﬁjiﬁea were conbinmuelly rising, the governments

would £ind diffieﬁ#ty In mainteining redempiion.

* ¥he }?a}lm of "The &t@aﬂiﬂnﬁ Dollap¥—- B.¥. Anderson
: . | ‘ C
. _ |
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Itsj adoption wmfﬂ&d introduce a new eitment

of Instsbility into the finances of the
government, and the gold basis of currency
itswjelr', 'ainée. in periods of erisis galtﬁ |

would be withdrawn from the country.

It jexpasves the jgovernmeﬁt to raids by
spe%sulatars.; i{f there is an upward tendency
of ﬁﬂees, the govermment will have to inerease
thaf‘ welght m’f the unit. "Bear™ speculators

‘::s‘ﬁ; g@]&d with the government in

£3
3

ctild
exehange for gold eertificates, and these
could be returned later for a larger amount
of gold.

B.M. Anderson cannot agree with Professor
Fisher's premt se that changes in pr‘imm are ﬁiw
to changes in the value of gold, nob bo changes

in goo&s,

The attempt of 2 single comntry to adopt the
“ﬁt@bilimd ﬁol?;ar“ 1= sbsolutely ont of the
que:ation since ﬁiﬁ would increase complications

in f?ﬂhe intemtimal exchanges, especially
between this @mmm and any other ecountry on the

‘gold standerd. However, he does admi%t that this

criticlsm counts for little with the sberrations

in the exchanges as existing in 1919. Again, #f.
the plan were. :&i:plifed to the world, he Poresees
difficnities in choosing a suitable world index
mumber of prima@, or in case esch country had iis
o!nsinﬁem, a maltiflication of diffieulties.

\

| .

I . i
|

\




' In spite of this most voeifercas
‘attack on his planm, Professor Fisher ably defended it,
but before doing so, ‘he scourged the bankers for their
conservativeness. Some of their p@inﬁs:, he demonsirates
are not real demtmﬁims, but only faulis, whieh ean also
be found in the gold standard, m:' which, by some slight
.a.-ite-mﬁm; may be m@% Two special faults —-
{i) In a p&?riaﬁ' of rising prices it would be difficult
$o maintaid gold redemption, and {2} Im a period of
falling priees, foreign drains would ihreaten the
maintenance of the gold reserve -- imply that the gold
'resle‘rve is deereased botl® by a depreciation and an

appreﬁiatidm of gold, ﬂe elaims-both of these cammod

be trus. Under hm proposed system ""the government

. would take the risk of g@lé’; depreciation instead of the
individual @clder of gaiﬁ for its snhs‘kitﬂ#e}‘ s7 as under ?
the present system, ﬂb#:iwsly it would cost the

govermeent isemthing to maintain its reserve when gold

is &apre@ia;i’:mg, jor pr‘itae«sr are risimg.)} Very rarely,

if ever, have prieces risen continuously over Zi‘.amg periods

by large amounts, The imnges.t and largest steady rise ok
in priees probably cecurred during and after the Gre&t

War, A% this rate me- ﬁanger from any great and soniin-

wing depreeciation of gold will only appear im %imes of

great erisis, and if in these times it threatens the

gold mser’v‘es in a mation, it would be no more harmful

$0 abandon ‘the =gompensation* than to abandon ﬁhe'- gold
standard. In normal %imes, Professor Fisher declares

that "as long as a government can make both ends meei,

*szmlf of Wrimi Bank

-l
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1% ean s‘habilim tm ﬁ@nar" mm in reeent monihs
$his has heéem more awﬂmt in varicus countries,
Franee and mztaﬁ smm! in partieuiar.

- In e m@tzm with the appmi&%iw ol
goun .ry, ﬁm ﬁangar of mm mﬁm

gold within a
is no more é&rz.ws W&e&‘ the “mmmm dollar® then

under the g@iﬁ stamﬁard* ARy cmmtry on & g@zﬁ standard
' is constant :ty at the merey of conditioms in foreigm

mations, mmh as axplaimﬁ before, was best exemplifi
in ‘km w@ Sﬁam @:mg the war. At thet time
~comntries af: war tmmfam& a large mﬁity of their
. | gold $o mmﬁ States for sm%ping;z however, the
addition %‘the g@lﬁ reserve refieeited in a rise of

its loss sn embargo had to be

priees, and to prevemt
placed on m" export. The govermment kmew that a drain

of gold wml& result im falling prices and there would
ensye = seriﬂms &@msai@m in m@a Even afier the
war, ‘t’miteﬁ States was s‘hﬁ.ﬁ. threatened by the drain

%o I uropean ecumtries resmmed gold
and drains of gold need mot
eney. sinee by ils

payments. Sac
be feared with a stabilized eur:
operation, they would be remdered k |
of gold would ot raise prices, it would make the dolier
heavier, a &ram of ge:m wmé make it lighter. As it

s, (or was ‘before ‘:Emrlfaﬁ . States went off gold) Eurepesm

lass == a flood

king amé. ﬂwreney wmam:s, their trade and tariffs,

and especially their war debis end war indesmities, sil
outside the control of United States, bave a greal

fluence m? the fuactioning of the gold standard fiere.




The mmr’!n m $he American Mﬁw*
'mwiaﬁm\ elaims m&s, were the »gompensated @ﬁﬁa?’"
adopted thaﬁ {31918}, it mﬁm have :
suiiferings mwh reﬂelmrs @r fm&

experieme&}, This aﬁam is -qmm- true, but it is poi
impossible ‘m find 2 mifz;tim for it. The plan for
stabﬂizmg w%gsimm that it should be esiablished

to start aﬁ or near the wmting price level. Bui
the ﬁesim \te st&hﬂim ‘mey come at a time of

high prwea, as iz 1919, or at a tzm of
low prices »as a*h pmsent, and soc the dollar eamnot be
 stabilized ‘%11 the prlau& level has bee me adjusted

o sase &eaim Ievel which will allaw all ¢lasses of
Musm w operate at some moderate rate of profits.
Eeonomists gemerally wish to stabilize the curreney at
& priee 1@#@1 at which ﬁwst existing debis were eon~
mﬁtaﬁ. Bz tmseﬁs ithe price lml which besefits
industry will also bemefii the sredilér—deblor
relations. Xany rouiles may be taken to the desired emd,

namely that of brivging the priees of commodities to

the desired level. Inflation would raise priees if they
were mmusually low, azm deflation mnm me*' them if they

were 2lly highe R&m@mtmﬁm of sn.lm would
aet in raising prices the same way as inflation. A% the
present tme President Roosevel: is trying by nml
means to raise prices to the lewel of 1926. He is
bidding wp e world priee of gold, thereby making the
gold msems in ¥t wmtry wore mlﬁamm and mus
aking mm eredit amilamu Evemmny prices, he

. hopes, wﬁl be pushed t@ the desired level.

I
meb e o




| Hr. Anderson’s argmt that ithe
stabilized ¢urremcy would mot operate in a time of war
| is not only 1&@1&@&&&& fo it, but aisn $o me gold

| ard. In the last great mar, almost all mations

} abandoned g@lﬁ and since then, m@mﬁ of them have

 experienced mrrmmm in maintaining it. His 1ine
@f&rgmen‘hmgms this 1m~mtmwmm
and lahmur in ecertain indusiries beeome mam and their
priﬁes rise; with the result that the whole .prm«e level
will rise. ‘Therefore, gold would have %o be added %o the
it awﬁmuy $o keep the price level stablé« This
would mecessitate that prices of good produged in other
Mustries f‘all eonsideradly, and i% ﬁight
to them. Eﬁ% kis argment does m hold "bm mmet.
Pisher in h:ls study of prices concludes thai Fmg
study of mﬁhx numbers in the belligerent W’ﬁrms
durmg the Kag@lmie ﬁm, the Bar of 183;2, me Boer

War, and the Great War indicates that war seldam raises ’
priees mapt when, and %o the m&nt 'mat m costliness
of war fam.s %@ inﬂaﬁan a8s &8 ﬁml expedient
of mermqﬂts or their people.” s time of war the
searcest commodities are foodstuffs and Tew materials
requim i’m* the manufacture of war Wsﬁiﬁm — T

in e‘hh‘ew mﬁs the most desirable goods are “&asﬁ.ﬂe

f.l'iﬁesﬂ Any inerease in their prices ﬁanam; help

but pull the prices of all other commodities yp with
tﬁammcmgﬁ an inerease in the eost of ”.’f;iving and

* Stabilizing the
' |

g

|

!.; .

— Pisher p.35.




sonsequently im the eost of production. There is
not the QMMimml between prices in mar time
whieh ¥r. Anderson would bave us believe. 4nd if
the “compensated dollar" caused such & disequilibrium
between prices as %o fhreaten ike existenee of eertain
industries, then it could easily 'he abandoned wntil
the war danger was over. ,

. imother point of differente beiween

Fisher and |
n&emtims in priees. The latier eammot agres that
they are due fo changes in the w¥alue goid, but
believes wfay are 'me result of ¢hanges in the supply
for goocds. Fisher stands by his con-

inderson soncerns the eauses of the

of and w,;,
fention thati changes in the priee level are due largely
o changes in the gold asagply‘am demand., Over a |
period of t‘%ha past few decades i% has beem proven that
changes in 'tha price lewvels of various contries
correspond ra:mey slosely %o changes in the gold supply
demand, HWistory, indesd, demonstrates that as the
guantity of $he world®s gold inereased, the price levels

rose sccordingly. Of course, many consider that gold

never varia«a in walue.

The Production of Gold and Prices.

Hr. 4.E. Feaw T jtctures the

course of ﬁw value of gold sinee 1257 %o the present,
which inéi@iate‘s that it bas fluetuated in walue like
any other commodity. Im the graph it cam be plainly
seen that gbm has appreciated over 750% of iﬁt#
erigim: m{L‘im in 700 years -— in 1257 its price was

|
i
(
i
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17.8 siiﬂ.lﬂngs per fine omnes, and :‘in 3933 its iﬁe
was 154.7 éaﬁlmgs per fine oumnce. From 1257 %o
1697 the pmeae of gold represents ihe mint .pri% of
gold in Loddon. From 1697 it represents “the amual
bigh in tzm& London mﬂiﬁm market,
*pPrice of d@m in Lomden {1250 - 19551 o

: A - {in shiliings per fine ounce.)

v
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4 1ittle ehromologiesl explamations will elarify the
:‘E’Iwmtimi.m From 1066 $o 1250 the priee of gold mas
ballion mﬁ searee, w g@i& aprrecisied in wvalue

steadily m#er these years. On secoumnt of a growi
a@pmiatw%& of goid, the minds found i% 4ifficull

%o balance the buiget and to maimtain the priee lsvel—-
they were ﬂ‘m&ﬁ to devaluate their currencies by
debasing the eoins, Under Hemry Viii. of England

the greatest debasement occurred. As the mint yﬂm
of gold maﬁ raised, eommodify prices mse tag;, bat
much msmmr, rmts among the lower slasses broke oul.
Fimally in 1694 the Bank of Ebgland and the gold

‘ . .
KBarronts Weekly (from "The Pound Sterling -- AL.E.
_ ! Feavezryear.)

| ) o
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stamiar& wéra asiablished. @Mx} ¥aS gi’mu ﬁz& value
of 8&*95 s}klllings per fine M&, &t mhich it mamﬁd
s%b}e for over a century until the Nepcleonie Wars.
It bad to be abandoned them {1799-1820), but at the

end of the war it was vestored again io ithe old valuwe at ¢

which it remained for amother century. During the

Great Wer it was abandomed again un$il 1925, The gold
erd fimally broke down and hed tc be abandonmed

im 195%. During the years 1951 to 1954 the value of

gold rose steadily to set mew all iime highs, The

last value given $o gold in the chart w 134.7 shillings

per fine oumee in 1935, All of ihis wz&an% vyerifies

the faect ﬁ:ajeat 20ld does edamge in value and ket these
changes mﬁimst themselives in the Pice level and
cost of living. Meny historical happemings fma
nation can w‘be tragced io thanges in the value of gold
as their eause. ¥We conelus then, that the informaiion
given by xz». Peavearyear, on the whole, substantiates
Professor }i‘ismr"s contention ‘ihat priee ﬂmtmtim

are due %o ia large exi;eut $o cha
The arxtimﬁms of the plan mermﬁ by ithe
Ameriean mrsv Asseciation do not seem to be very
mﬁammﬁ:h They are the very type of amn? ‘that one
weuld exyﬁﬁ‘-t Tfrom the coenservative iype. It is not
ﬁhﬁ‘&: many of the powerfml banking institntions
should abjéwt 3o a plan such as 'khat @r@;&amé bere

for sﬁahiljﬁﬁg the purehssing power of mone¥. This
plan rau}.d‘put the control ef issuing money in the hands
of govermment agemcies; it would also put a check om the

Wamﬁm&éﬁ%ywﬁm»mﬂmmw
|

l
|
i

nges in the value of gold.
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eredit which a bank might issue would not only be
limited by the amomnt of gold held Ho its credit inm
the pati onts vaults, or by the amount it holds im
gold sertifieates, but also by the varying weight of
gold im the umit. Private banks then would lose mueh
of their Creedom if the currency were stebilized.

Grl’k:wims‘l of Dr, Fisher*s Plan.

| 4 seeond kind of eritieism comes from
people who have misundersicod, or misinterpreted ithe
plan, or who have been given false ideas eoneerning it.
It imeludes many varied peity faulis. Professor Fisher
has elassified them under fouricen heads, a few of which
it may be well to examine. One of the strikimg festures,
one which reweals The wide varieily of interpretation
of the plan is that some of the numerous eriticisms
contradie: eech other. |

| Some objeci that the correciion of the
priee level would be ‘oo suddem; *hh&y imagine that
a sudden a’.’#ﬁ;%eratim in the priece level will oecur
immediately ihe bi-monthly adjusiments are made. This
objeetion is not true: it takes time for money and
eradit to flaw into and out of eirenlation, and alihoungh
the change | in the pricve level may begin alimost atl onee,
it will not be completed for some time. On the other
hand, it is suggesied that the Mz-meﬁm of the price
level would be too slow: that a long time would elapse
before anyaffm of the change in the weight of the unif
would be noticeable on the price level, However slow
or rapid tﬂe change is made, no aceurate means exisis

t@m&mii‘ﬁ: there are many insiances thong

|
i
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ehanges in bank discount rates were responsible

for an appi'eeiabie slackening or incresase in the
gquantity oi* eredit in demand in a short time. The
priee le?als of @ifferent couniries tend io the same
“level ‘by *:;m flow of gold %o and from, betwsen them;

1t tekes a eomparatively short time for a flow of gold
into or out of a couniry to refieet in the price level.
Therefore, we have %o assume %hat ths corrsciion in the
price }_e‘mi will come about ir a smitable manver.

Some claim the multiple standard for
*’WMW&MM’} issespeeially fanuliy when the
eause of pﬁiﬁe movements is due only $c the abundance
er mmz.t;‘r of goods im gemeral, BPBut it is m&ﬁﬂﬂ;&
%o compute just how much of & change in the price
level is entirely due $o0 a gemeral seareily or |
abundance of goods, or how moch is &%e to a scarcity
or abundance of gold. Admittedly, it would be wise %o

diseriminate between the two ‘separate camses of-price
rovements, ‘ Qegax&},ess: of the cause of any alieration
in the priee lewel, the faet Temains that they occur,
and that it seems theeretically possible fo overcoms
the evils from them by this plan., OFf course it may
require a greater or lesser amount of gold %o corrsel
veriations in the price level due %o bolth lhe scaveily
or abundance of goods and gold, than it would %o
eorreel cnlfy $those due to shoriage or abundance of
nORE Y« meemmr Fisher says: Kepne pian for compen-
sating the dalm does m$ in ‘essenee mm-aist in

Mnm Eecnomic Eewm %Mg. 1@1&} o
ﬁbjeqwma to a Compensated Dollar Answered
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selecting the maltiple or any other standard. It
comsists :m & method of meking the mometary =it
conform to any standard chosen.” The wultiple
standard is far more stable an& accurate than the
s:.ngle gol&w standard on which o base values hemuse

“ﬂule Mivzﬁmi goods may vary great}.y in abscluie
value, the Wr&l mass of grmﬁa will wary ecm

t the variations in the walues of some

to as
amoﬁitiés‘ in one direciion will be dfset by variations
in the valms of a‘kher eda anw 3 in the 'pp&site

direetzw " *ﬁma memﬁm the variations.

| The eorrection in the weight of the
mm alwaysﬂ eomes E»‘-_ézi Gy some say. It a‘ims comes &
after the deviations of the index from par have
red. It is far betier though, to have ihe eorredtions
come afier the ﬁevm’kmnﬂ, then mot at all. There is
carately forecast the tremd
of yrwea m the mtm’er,[ zmleﬁs it Yo 8 very general

ong, AS Pmress@r Fisher pmim:s out, it may often
happen ﬁza"k[a;f‘b&r the correction has been made, pz*:ams
will take ihe @-p@gﬁ;%ﬁa turn. Bul whether they »&m or
not doesn't matter wuch, as long as the mectim
are snfmﬁi't_, and come often encugh fo keep the ‘
price~level ‘pear par. |

| It is also a comson belief that the plan
aims to £ix 'all prices, bul {this also is a mistaken Idea.
It doese't aim to £ix the priee of a single commodity,
except the priece of gold which will change probably

HIbia
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every tmz mn;&tha, The aim of the "eompensated dollar®
4 1s to fix th{a general average of all commodliy prices
.a% a certain level. By Fixing the general leve® however
no attempt iz made to fix the priees of individual
commodities; they are still free to rise and fall
according to the law of supply end ﬁeman& -
| fnother sommon error is made when some
elsim that the ®eompensated dollar®™ would inteffere with
supply and demand. Under the gold standard the price of
2 commodity consists of two separate elements--the effects
of the supply and demand for gold and the effects of the
supply and dman& for the commedity. When the currency
has been stabilized aceording to this plan, the effects
of one »af the elements in the price disappears. The
effect of the supply of and demand for money on the price
of the comaﬂity 1s compensated by the fluetuetiions in
the price of gold and so it does not appear in priece of
the conmddity. The gold standard fixes the price of gold
at $20.67 per Pine ounce irregardless of 1ts acareity or
- plenitude so that changes in iis value are rdlscted else-
where, bui lémgely in the prices of 2ll other eommodisies. |
- There is no truth in the statement that i
s a plsn to control the walue of gold. The only operstion,
which controls gold In the plen, is that at the mink, where
the welght of gold in the virtusl dollar is lightened or
. made heavier,j, depending on which Is necessary to ‘bring
the priee level toward par. It does not attempt to
affeet the price of gold per ocunce.

S
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Kar ita ib tme that the plan aperaﬁes |
only thr?augﬁ the fiow enf gald, Some wrongly hald that
‘khe basis ef the plan r'estn on the flm af gold mm
and mt of diffex-em; mhels. These pe&p}.e averleak
the fact that a ehange in the priae of gmld in the
vmigh‘b af *me vlr‘lmal g,oﬁﬂ dal}.am cha.nges the mmbez' of
dollm in = gi.ven mass ﬂf gmlcl. & 1omred gald p.v.’me
{m:' ralsed &ellar w&ight) can reduce the mass af gom
1nta fmtez* dallars, and a raiaed golﬁ price ean *mesa
’their mmhezu |

E’hﬁs& Ws‘e a few of the minor famlts
 which have been discovered in the stabilized dollar. In
many cases ﬁhey arieze from ignomw of the intriﬂate
mking of ﬁhﬁ mnetary mwhmim, or t»hey may, &8 I
hawe said balfore, arise from mierstanding or mis- |
iz&terpr&tatimn. Althan‘gh mm&raus s these defecis are
not mportawb, 'fbe most mm'tant type of m&:iﬁism
to be in‘berepstad in is thsat whieh arisaa after a eaveful
wiyais nf ?hhe p}.m hms baen nn&eri;aken. The grea‘beat
mmvaray mr any nem mcmei:ary seheme ﬁll prahably
center m»w its cemtﬂtm with the quantﬁ;y theory
of mmey“ “Ehia is th& case wﬁ.‘!zh '«bhe Gmnpansate&
dollar.”  As yet, tha "‘quantity them'g has not been

fu}.ly aceapt&d by emery«mm pese we ex ;u
' the mla‘bimﬂh:{p which uxiai;a befmaen the cmpenaatéd
'ﬁallar" and il:hé "‘aﬂtiizy theary of money.

The @zantitg ‘rhaagz of Noney.

Em'}.y mmmista heid that the value of
money depended on 1ts quantity, and that, other things
being egual, jprices varied direetly with the amount of
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money in uir@ulatim. éﬁmamm double the ‘quantity
of money in uiml&tiona, and, other i‘;hings being equal,
priaeg wﬂl m.ae_ twice as high. ‘This was the origmal
form of the "quantity ¥heory™ of money, but 1t 4id net
appeal to later economists, who fmmd that eeriain
wﬁ;sidiamtiahs had been emittaﬁ. The inaempﬂae‘&anefas' of
this ‘shem waﬁ an i’.ncmﬂr;iive for Mfasaar Fisher to
fhrther mthigatim :aiﬁng this line, because he saw
. in the originai theory some &lemen@ of truth. To h:m
is dae the mdit for revising and making mors mmlem
the mcep:tipn of the ‘*4ti1;y theory®. He iz the
modern qu&ntity theorist. According %o his view the pur-
. chasing power of money depends on five sets of factors,
and five onfy -- pmoney, deposits, theé veloelty of
eireulation mr mmey, the velwity of uim‘mti of
deposits, an& the wolume of trade.: Eis whole theory
nay ha meﬁ up briefly iLn an aquatim of a:mhanga,'
exprsaseﬁ as a Pformmla MV + K'¥'- Z pQ, when ¥ and ¥'
zepreseut may and credit respectively and ¥ and ¥'
represent the weloeities of ¥ and ' mspeﬁvely and ’
> pﬂ, repmsedta the sum of the various goods ml%iﬁlaé
by th&ir pr.meﬁ. ' Phe sction of the various Faetors gan h
The five

_ be seen on priees by mesns of this sxehang |
eauses are 8§11l the effects of antecedent camses, such
. as ﬁifferen‘ﬂiatim crf wam!:a o ﬁiversifieatian of
indnatry, .add spaaﬁing up af ‘transportetion, which all
go to tﬂe volume of trade and therefore to
deerease ’ehe prive level. Pariftless me

hode, the use

of book credit, and fast transportation tend to inerease

j
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'velacitﬁ.ea M eircn 1at~ﬂmn, mxﬁ thmrm increase the
“pa-iee .wmx,_ me impm'.-t ami mining of metal, the
adapm:m of &metanism, and %;he imanae of hank notes
mas an inere ase in the quantity of money and the prics
" lml. ‘mem ax«e threer onelnsions whiah he arrives ab.
*“n ts sﬁn true mat. 4@1} prises very directly

as the

‘. qnantity aaf moxmy, ;wcv iéeﬁ the vn:lme of trade, and
'miﬂﬂitiea af c,imﬂatim ramain the ame; {2} that

| ‘prima vm «ﬁir&aﬂy aa the Wiwities of 611*%131:‘1.03

‘ pmvidaﬂ hhe quanti‘t.y c«f muney and 'mlm of tim&a

mm&in iﬂm we, anﬂ {53 that priees very inm&ly
ag the mluma uf t:mﬁe px-mme«‘i the qumtity nf mmay

: and si% am tlwir mkmi‘hiaa remain

; tity thewy‘* is aemally trus then, in the sense

tha’:l; ;ﬁ‘"me d: the mml effeets of an Increase iIn the
gquantity of mnay is an mﬂ‘ﬁy prapnrtionaﬁ imx-aase
in the g‘eneral lawl of prices.® At bottom the quanktity
of my 18 dewery%hing in hia ‘blmais. The strictly
proportionsl effect In prices only accurs after several
transitional periods in which sny increase In the
qmtityaf Eaaey produces Iikewlse effée*bs on all other
f‘aatﬁra‘ inthﬂ equation of exchange. Zn increese in ¥
‘hherafm pméuées an ixwmaae in l(’ » and qniekena 4 an&
V'. Pisher assumss that s mml ratin exists ‘bemen
¥ m&‘ﬁ"‘ ET S inereases =0 a};w does E' in thia;nml
yond that ratia,

mtio and aosr%en m@m-ily be
the t;z*anaimml periods, when there are seasemal ehangea
in the volves ef' trade, {a&ah ag trop-moving times) |
Fumhasing Power of i&@ney ~- Pigher p.l151
*¥ Ibtd  p.157

J
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the ”quantity -mmy ,,m not hold strietly me,- since
at that mme more money is need; the veloelitles of ¥
and M* mMaaa and the normal ration hetwam money and
erodit s temporarily excceded. The point to be stressed
in Fisher's Interpretation of the "quantity theory® 1s the
mma} ratio bektween the f‘quantiw,or WOREY 5, snd the smount
of are&ii: wﬁ&ch ean be issued mtb& monetary basim Bpon
thiaampmmthe ”Mmpensataﬁ doliar™ is founded. |
| . Por Instance, let us suppose the Index
mmhar shwa a decrease, the plan calls for a deecrease
in the ueigm; of gold in the ﬁmllan, so that now a given
guantlity of 1@1@ mu support more credii or more

nseq ently evedis. ia made mier ta obtain

or mre &sllara are prmta&., Az the qnmtitias of money
and credit :anraase, their velocities qaiaken,, and the
mnuenmmd auxian of tm;se four fae&ora tend to Increase
prices of 'th%e fixed quantities of goods. Conversely,
let us mgmﬁe prices have shown & rise abom't}m general
average, which indlcates that the doller mmst be Ineressed
in weight. A given mass of gold will sapport less cred &
or less Gollars, therefore eredit is made 4iffiemit to
obtaln, or dmll&mx are ealled in from cireulstion. 4s
the . qumﬂ‘by m‘ mm&y and. ﬂre&ii; m mmiatm ﬁeama;w.,
their m&l«mi‘bm tend o ﬁwrease, and prices of the
Fixed Qumtiﬁkiea of gmis ‘o fall. E&eh of the f&g‘wrn
M and ¥', ¥V and V' has an ultimete effect on prices. |

. At thie point those whe oppose the "guantity
*hhad;w“ obj w;;,, saying that priees are not the effects of
these other ﬁfacboraa buk that they are the causes of |




' epedi, or thelr veloeities must increase
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them, %am this seem zmmmhla? Jus‘k Mgime thai
prises in gmerai have doubled m am wEY (M.her

than the «afﬁ'wt of the sbove Four rauma}w What would
hﬁﬁh& effmt of ﬁm@b&;ﬁﬂ 19??1%3- on the other four elements?
The oquality between the money side on one hand and the
goods side on the other m b maintsined. ‘ Emh 5 o

- would make the goods side twlce as great as ‘the money side.
To M&ﬁ‘t m mm%:iw either the Qumﬂty af* mney and

: 3& OF the_ volume

of business decline. The quantity of money cannct be
increased since money ¥1ll not be enticed imto s eouwnt

N with high pniaea, nor will gold be Hak e-- to the mint xime
its Mﬁhaafng powsr would have m et in two, nor vill
gold sining fhe encouraged by high prices. Pne quantity

of @eposits will not increase sineé they depend on the
quantity of = etion and this will not ineresse.
It Is rather foolish o think that the velocities of. these
monies would guicken, althongh it would be possible, sinee
they have siready been adfusted to sult individusl com- -
venience.. Again, 1t is inconceivable that higher prices

would decresise the wolume of trade. Nob only would priees
of goods be twise as high, but so also would priees of

labhour and services. Everyons wouid be abie te
he higher prices and the volume of trade would remsin

atabls. .

References #e history verify the coneinsion
that prises sre the result of the four fsetors which have
Prices did not rise in England until

the gold and-ﬁ&ﬂfﬁr; which Spaln and Portugal had brought




from the mimbagmxm p&ml&t& through m

English finapeial system. %o umﬁerstaaﬁthe ®eompensated

doilar® ra«mir&s a knowledge of the "quantity theory"

of money a8 . Professor Fisher apprebends it. |
«n@;gganti§y of Gold.

. | Phe "guantity theory™ has also been
attacked of laxa from the sngle that gold does not main-
1y depend for its mm; on its guentity. Oredit has been
extended to such a dsgree meant years iis guentity
really affegis the yalue of go}.ﬂ,s;m,e than the guantity
of gold itself. This criticism fmplies ‘et no commestion
or normal rétia exists between the guenitiiy of gold and the
- quentity of eredit which is based on 1t. Credit is ,
expanded or cmmgmﬁ secording to the needs of business,
r&gavd‘iséa uf the smount of gold bahim&]'i&. Boubtless
a grest deal of truth is concesled in ihis treaiment.
Becanse of & gmning, scareity of gold o ¢srry on the
ever~expanding business and commerce of the world, 1t

hes become necessary to conserve it and economize in its
usge #0 as to make it go mueh farther then before; and this
has been &emia by rescorting to an iasusmee of credii beyond
the 1tmit uhiah gold ean support. No matter what mometary
v, 1% is being threatened by = ,
shortage of gold. Even the "eompensated dollar™, 1f it

aystem previals t

- were aéopzea gpuld not avoid it. A%t the end of the war
most of the seauntriaa faged the probiem of an aximmly
small gold. r&s&rm to support an® wmsusily high mum :
Ievel. ,&me ‘were cowpelled Lo devaluate thairf garvenglies --
¥ and ?rms reduced the gold conbent of thelr

England and United States have only
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posiponed the pmwss of devalmation; todsy the former
has practiecally brought aﬁjou%; & devaluation of the peund
by golng off the gold shandard, while the latter has just
completed the process. As I have stated, the problem

- of & gold ahn@tage;aiam would face the "compensated dollar?
 Probably the best way to solve the difficulty would be,.
‘21£&%,‘tazﬁika‘ataﬁk'gf,the nation's gold reserves, then
with due regard tof%he ﬁatuva'anypiy'ﬁf.thawmetal,'in-i
sugurate the plan of the “eompensated dollar™ with the
unit of currency eontaining as li‘ktle as possible geld
backing. {f.e. to devaliuste the curreney st the start,
to such an exbtent that the gold supply, no mabter how

swall, will be sble to support sufficient currency to
earry on the nation's business at that time and as far
into the fubture as possible.}) A mertam smount of leeway
will thas M allowed Tor in the event of & period of
r&pidly ming prices } $he gold reserve will mot be
threaiened fw some time abt lesst. If it so happens
that a country, while on the "compensated dellar”, finds
sbendon the plan for a short period, then decrease the

weight of goid Inm the viriual unit of curreney, {or
devaluste ﬁm gurreney} and finslly resmme the full plan
agein. Such devaluations will ootur very rarely, snd
Hay never mbﬁ +0 oeeur, but 1f they were necessary, no
Bore inm@imze wontld be esuse & couniry than s process
of dev‘aimatm wnder the gold standard.
Alterations offered by Keynes.
| . In discussing recent monstary reform,

J<¥. Eeynes gives us a lmmaem to consider in #iabliiizing
. ] ' .




65‘ :
the mreneyr It may. 'bua nalaaaeﬁ &s a esritmim, or an
altem&tiva 1:@ the ;-ﬁ.an m;' ?isher s,.. Es maent@ tz.w
quesi:im tlma *"m 11; more mpertan‘b mt the valme of

a aatimax currency zhcxam be mhle in 'hm of mahaning

pomer, or sﬁabie in temzs of tha mreney of swtain
foreign wmtriw?“_ Bvia.my it iﬁ sﬁability of priae:s
maus at&bﬁliw of @mhmmgm ¥r. Keynes axpzains that
a emm must ehoaaﬁe h&twetm %.}wese two mbﬂiti&s. : Ehe
rate m‘:‘ exchenge hetmwn one | tnaw‘j and another depends
on tha mlaﬁm %meen ‘bhe mmmal and external prime
level, and this mm esn only be kepﬁ stable if both of the

‘Eh:m, it follows fhhai;

_ ;arime wamls remaﬁn stabla.  Frt
the more zﬂff.iwlt course for a nation %o follow would be

to ai:temyﬁ stablilizing tiw rate of mhanga sizwa 1t nﬂulﬂ
have no mtrol frer tmg priw leml in a‘kher mﬁm.

Ma% &dkﬁn ﬁs%?emﬁ tha same faﬁt when &ﬁ atmptaﬁ
to st&bilﬁzs the exaham;e walue ﬂf the pound belie’ring

it zmﬂd bz'ing ahout some ﬂame cf ata%ility mmzzy .
by m:mmg the ra}.}. in zmi@aaa Eez- mthm failed -

prices and wagas d1d mot stop thelr downward trend.
Flnal}.y iﬁ h&ﬁ to be g;hmn ma mﬁ ﬁm form af interml
amanw management was MMp‘beﬁ $o shtop yx‘iaes m

faliing more and to start them om & desived upward trend.
e pmp*mam of Irving Fisher aim to xtabﬂim the inteml

priece level ﬁ&n pmremm.a to the rate of exo

*1e ﬁr course, ‘&.ha ehoiee of sﬁahﬂimtim ﬁepands
] grﬁm; deal ‘on the commercial paaitim of a mation.

if a nation has great famign trade comnections then it

wiil be advaﬁtageeus fms iz m have a stable exchange mtew
A Tract on Monetary Reform -- J.M. Keynes p.141-2.
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i‘ﬁmé this 4= so havd to a&h&eﬁew “and Si'nﬁé every Sountry

_ Mi% on & mge domestie b

: ade .ﬁ; is pemam wim&”ﬁ
o sﬁggew}; as mewsms' Fisher &maﬁ that gtahilmim
of i;ha inﬁmal pcemhas&ing mmer af m :’ga,, ‘I.n ﬁhe |
lﬂng mm, ﬁw e;asier i:aﬁ aﬁ:&p‘ﬁu h this one pnint at
i&wt@ Eegmﬂs ami Flsher agzma&
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CHAPTER V.

RECENT ATTEMPES AT STABILIZATION.

The trend of worldly eventsz in fthe last
few years has agsin brought to the fore the guestion of
ant bellef

stabillization of currencies. The predomin
#eams' to 0611@1&@1' this as the £irst necessary step

toward Iiﬂing ourselves out of the cconomie wﬁmm s in
which we have been i’lmndaring Since }.919 netinalism
has reachad seemingly new helights, and worlﬁ trade and
commerce has been reducedtio a comparative stmzﬁat’i%?.
thrngh high hartffa and curreney regulstions. In 1929
came the sitoek market erash, which reverberasied all
armm& the world, and since then Burope and United States
have famﬁ the mrat financial crises they have ever saen.
War debts anﬁ reparations have pracitically fatled. The
gold standard has been aBiandoned by most countries.
Almost all countrles have been in a state of depression
over the last three or four years. Since the abandonment
of gold the internstional exchanges have been in hopeless
confusion and have contributed to the declime of inter-
national trade. The internal problems of each n'atim

have been continually on the increase. One can, with
1ittle diffienlty, trace the trend of the depression
phase of the Imsiness eyele, as Irving Fisher sees it

and Depressions. Every @mﬁtry-‘has‘

in his book Booms
been or is belng faced with a falling price level, which
has lead to reduced production, unemployment, and unpg
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balanced budgets both in Industry snd in the government.
In spite of the appﬁrentt breaftdown of the economic
system iIn the warious nations » whieh ths ﬁepreasion
seemsd Lo many to :’..miiwzamr!;a,,s several have net yei givan
up the }mpe or mmmimg to more pmspmum tim

Indeed stwh a aituaﬁ;im has s‘hmu}.ateﬁ @ert.ain emm%ries
tu experiment by ari*:tﬁaial means %o raise tm px-iwe 1&%1,
or st least to keep 1% atabl&, imteaﬂ of maining
pass:tve with = “laisae“z fa‘lre ais"bit:mle. e ‘hm | |
Wuntriea which na'm reeen‘bly aought ta mre ‘aheir o
ills by atah\iliza‘bim af mrenciea, and tha two in |
which we az-e mainly inhemﬁted are Sweden and ﬂnited
statas‘ ﬂm- Meresrt in these two partimlar countries
lies in the f‘au‘k that their plan of stzbilizing follows ‘
very closely that suggested in this thesks -~ the “
”aompensamd dullar.“

abﬂn&gned m gold stard with

mxglaml in 1931, and& at that tm inaugm-ated some fom
nt mmageéi aurrensy ta }tmep the price level atable.
ﬂwing f;o a lack of infumation eozwaming its aperatimn,
it ia only paasﬁwle to plck up magr& ﬁetails in
eomecﬁm with the pla]m Eeverthelsss there is no
doubt about its success as the f@llming data |

inéicatea. , 1

 * Month - Official Iuéex Fo.

1931 ZAugast | 1@9
Novomber - 1w
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" ¥émth . . DEFteial Index No.

1932 January ‘ o 109
February , :r:m
April ‘ , , llt
May B S <
June | . 108
Jaly o - 108
August - . 08
September ‘ - 310
October I 110
November o ' - 109
| December o ‘108
February = , 106

Daring this period of nineteen months the index number

never veried by more than three points from psr. The
f'éﬂ&wing ¥ehart ‘piezﬁurﬁes the aﬁmbﬁiﬂy of prices |
mre &ffeﬁtive‘.’ty, and it xalm ¢ompares the stabliliity.

of the m&ish ﬁfnﬁ:&d States priﬁe lmls.

/0.5"
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SWEDISH and UN/TED -~ =~ = eostmmmmmnn (JN(TE D STHTES W//OAESﬂAE
 STATES PRICE /ND/CES eeeesess UNITED S TATES RET71L

. C L e s e SWED/SH RETAG '

' In Sweden the price level has beem

st«ahiiized &t the expense af the exchsnge rate which has
been allmﬁ to fiuctuste, Finding 1ts own lewel in the
em:hange markse‘hs. In reality her e meney has baen
allowed msmm&&iﬁemtaf&)%wma ﬁemmﬁy

“Reprint from Econometrica {Vol.l No.4)--The Debs-
Demtim Theory of Great Depressioms--Fisher.




im;ereamd in the faect that her yriee laval has been mm:-e
m;a‘ble than thet of am o*l:her c . 1"5 1:5 almoat '

'ceri:ain that the in&ex
ment in that mm, t.herefm'e any tan&eney af m

uﬁms the mremsy mamge-

. .ex mumber to move ﬁ*am par mﬁi&ataa the n&e& for some
| amrk of mmti t@ bvﬁxg if.% haﬂk ta pm', bu‘h 3&3% what
upemm has been aﬂnymed I do n@t knmf Bat Swedea h&a
a mml haak, 8o tha’ﬁ. it mmld mt he ta}.ly w mm&
o that this MStimim acntrals; the magmt by eestral
bank aperaﬁm mwh B the iasuing mm o with-
&rawing from ﬁimlutim a qnm‘bity ai' mag' >0
mﬁmt the m&ex m* mm&e p&w or by mkiﬁg eredit
harder or sasier to ohtain by means of the bank. ﬂisammh

M‘kﬁ, sea that tlm mﬁem mmban mighss be meﬁ mamr par.
ma makter wlw:t; metm is use&, Swaé;en 8 emperiment
muemhlaa in msmy phase.a i;he cmpeasam dollar® and it
mfims 'b}w m:sibﬂ.ﬁtw of 1ts snecess in Tnlted Stabes.
President ﬂe@sem}.t’s Monstary Paliqﬁ
With the aﬂvant of Ewaaveit ‘o tha |

preaidency of United States n March, 1935, the greatest

single expermant in mmnmias in tha wrm began. That
wrough of a &apmsim mt ai’ whiech 1%

ﬁmm was :’m t«he
aeameﬁ unabla im elimb. Emr 1fm peaka hed been mahed
in mﬁm and wnempliloyment mliaf.
in wmany of the nation's priara'be banks head 1 t the
eonniry - aarims.ﬂmctml,makdmy a_nd had |
resalted in some banks permanently elosing thelr '&oarﬂ. ,

It was no wonder the nation Poresaw "Roosevelt or rmin."

s gming to office aavad the mﬁm from mb@’*
Right from the beginning he relled principally for advice
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on a. mwly i’omd ”m'ai.n tmst" which was compos

a mmbar oz‘ *she moat pzminmt men in mcm}.im
.Wm fields.

. Let us g;lanee at the chain of events whimh
| lmwe trmapimd in United 81&&%&3 sime llarﬂh 1935.
mevelt’a first grera*a; move was to prlaim & naﬁian—wide
bank mum, arisizzg from the dimsery that wvml
}.arge city branka were in &8 &angem mit:km, All banka
were to mm biﬁ#ﬂd far sn inﬁefmite intmal, during
ahich th& wiwem:y ewf an bemks was ta b& examineﬂ.‘ Only |
mmse which mald mve their aaimey were allowed t@
re-open, A great mamy me not in & iﬁim to resume

m&naas ai%me *slmy had lﬂweé mney on lend and real
eatate, m aappert margimtl inéuahries > ‘and %o Iinanee
tiid npem}.atim, their laann mmld not be realized when
they were most neaﬁad. Unit banking m l}niteﬁ. States
had nut reapmdeﬁ Lo ahaimges in business like banking
systems in other ‘countries {Le* branch banking in
Canada. ) Bimi of dollers were bied up in finzen
m&ta » and mtm'allw the mréhaamg ‘er of monéy
would be mﬁ.&usmy affmam y the freening of so mah
@imlating medium. m:w pmohlem to be s@lmd in ‘bhis
mmeu‘%iou nas o thaw out the fpazer asaata, ‘“té
mhstimm Bome fam of mmey for t;hm, mx‘&il they eould
 bs th&weé mﬂs, and ag this was done the prim level womld
rise. .‘l‘hq lml &'is whiat,h mat of the debfw had been
aammamﬁ was f;hat of Jig% a0 tha‘b was the abjeative
or Rmsevelﬂ& money memy.
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Prices had to be artifichlly raised

by some méans ‘ho the 1926 Jevel to enable persons
to pay off the loans they receix_red in terms of the
ssme purchasing power. A largelibluek of the people
eried for Inflation bul the president cpposed it.
Before any experim’entmg coull be undertaken, United
States had to abandon gold, not because of failing gold
reserves as is usually the ecase, but to prevent the
outflow of gold which was certain to occur when the
monetary system was meddled with. With the sbandon-
ment of gold, United States wrested from Great Britain
her great advantage In intem#tional trade, due to the
depressed wvalue of her eurrency. Doubtless, Great
Britain, by means of the "sterling equalization fund®,
had asttempted to keep other forelgn countrles at a
premium to the pound in order %o malntain her advantage.
Now, the Amerlean dollarywas allowed to seek its own
level in the foreign emchanges.

. I would divide Rooseveit's recovery
program into two parts. The first deals with industry--

the actual manufecture end distribution of.pgoods; =

it comes under the jurisdiction of the H.R.A.-~ Hational
Recovery Act. It aims to shorien the hours, and increase
the wages of lsbour, so thai many unemployed might find
thelr way into industry sgsin. Of course each type of
industry had to draw up its own code, which had to meet
the approval of Congress. The setual effect of the
H.R.A. was to reduce unemployment, inerease the cost of
production of goods, and therefore inerease prices. It

products

started prices upward, not only in menufactured ;

N P POV ¢ b gt o =S A e 50 8 vt A e
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but slso of agrleultural products. The second part
consists of a monetsvy reform meant to supplement the
industriel plan. The two most Pamous meén of the “brain
frust® who were responsible for the president’s money
policy were Professors Warren and Peavson of 'éérne‘ﬂ;
Phe aim of the money plan was also to ralse prices.’
So, the new recovery program, or the “new desl® as it
1s sometimes called, started the ball of prices rolling
upwards . - B B ' |

Warren and Pearson's Theory.

" Both Warren and Pearson have for years
favoured a menaged currency. Many students have been
indaetrinated with their theéories. Swmﬁly enough
their "commodity dollar” has become quite definitely
related to Irwing Fisher's "compensated dollsr.® The

two plans are aimost fdentical, and for this reason we

are interested In the American experiment, which is |
belng directed by them. The basie essumption ism the
Warren and Pearson theorfes is that a definite relationship
exists of gold to prices. “"Fhe price of a commodiby

iz a raﬁi-aﬁ of two values -- the mpply of and demand for
gold %o the supply of end demand for the commodity.” This
ammarized in

law of mia‘hionship of gald to prices may be =
the following equa‘sien.-«-

World's gold stoeks — :
Production of all Dasic commodibies Wnolesale prices “fi§%§as“

*&’aumal of Ameriean Statistical Association {Mar. 1933)--
Relabionship of Gold to Prices p. 119, by Warren & Pearson.

* X Fournal of American Statistical Association (Mar. 1933) p.119




thatistieally this reiationship is made elemrer asthe

7

following chart indicates:

Yoar

World Monektary

Gold, Billicms
|1880-1914

of opunces

Index of
G8old Stocks

=100

Ihdex of ¥World
Physieal Volume
1880-1914=100

Batio of
8o0ld Stocks
to Production

|3880-1914~300

Prices
in |
England|
1880-1914)
=100 |

1880 |

1870
1890
1910
1914

54
131
i6g

57

73
147
168

22

- 74
140
146

99
115

105
13x

98
106
117

In the sa%ne article "Relationship of 901& t0 Prices™ these

men state that no evlidence has been found that eredit

managemendt conld have prevenied s decline iIn commodlity

prices and at?i}_i maintain the existing price of gold.

point out that any attempt to expand eredit enomghtto

They

restore the price level means makiug ga'};& : cheap, and the

only way a nation can cheapen gold 1s to reduce the world

demand for it.
the gold standsrd mist be suspended.

of these influences in the American experiment.

Ehey also affirm that to restore prices,

_Ona gan see traces

Since the United States went off gold the

.external wvalue of the dgl}.ar has fallen considersbly below

par, due largely to the undefined and indefinite money .

~ policy. It was a fairly general bellef that Roosevelt
tly devaluate the dollar, but just

intended to
how much no

permany

one knew. The details of his plan at first

were very meagre; the only references to it were made in

several radio speeches to the natlon.

¥ay 7, 1953

In the first on

he sald, "The administration has the definite

object of ralsing camoa&ﬁ:y prices to such an extent that

OO OO P P -

Current History {Februsry 1934) p. 524




- those who have borrowed money 1!111, on the average, be able
to repay thet money in the same kind of dollar whiuh they
borrowed. That 4s why powers sare being givén m the
adminiatmtien i:a mvme,y it aameasary, for an anlargement
of credit in order to sorrect ‘the exialing wrong. These
powers will be used, when, &s, gm} 1P ﬁ; may ;w necessary
to ‘&meﬁsh the _pmnpmwm‘ Doesn't thet amm&‘ something
akm to the Wﬂﬁi@i of s plan like the "ecompenssted
dellisr.? Bzrme m‘.’ the ptwm grmm&, whieh the presldent
might ehoose to use mmv |
2. He was sutbhorized m arrange for the mrehase in
the a;aen market of some §35,000,000,000 worth of
govennment abligaibimz tkmmgh the Pederal Reserve
systen. | |
2. I the f‘lr»st failed or could not be undertaken ‘!:,hen,
he was given the cholce of three things {a) direet
infla‘h‘mu ﬂf gmtenmam; notes to the extam; of
05 bl %V&iﬂa’bﬁﬂn nf the dollar by as

much as 50% of its famer content 1n gold, or {e)
unlim:weﬁ free ﬁuﬂtmxge zxsf silver at a flxed ratiw <
| mi‘bh gald. What was ﬂmem}.t to dﬂ?{ fe had nis

| | :In anutmwr mf his world famms radia npeeehea
fm Snly 0 };955 the prea;iétent s‘baﬁed, in alarifying his money
pﬂmn RThe ﬁni*ad s%ataeas of Amerism weks the k.’mﬁ of
dollar which a genwnﬁixm hence will have the same
pura}aasing pmfem* and debt mying mr as the ﬁollar we

hope %o atta:‘g_n'in the near future.” Again I do mot
belleve Irving Pisher eould have explainad the aim of

nls af &m&riean Amxﬁemy iﬁez’lati@n and smhﬂixati Y
: vwwing Pisher) P.127




6.
‘hi'sv "eompensated dollar® in sny superior terms.
o , next stem in the moneiary reform

was snnounced in another :ﬂw&a specch on Oetocber 22,

- 1933 which was as fallmxs,, "the definﬁ;e poliey of the
govemmment is to restom commodity price levelS.e—-———m
When we have restored the price level we shall seek to
establish and maintain a dollar which -‘will not change

Iis mhaxing am’z{ debt peying power during tha succeeding

genez*atim.“ Phe theories of %m and Peuarson were
put into praaatim. In the seme adﬁress it was announced

that the Beeonstruction Pinsnce Corporation was aath@m;ﬁeﬁ'

N
af‘kér consulitafion with the Secerebary of the Tmamry,

. Prom time to time

&nd the President. Whenever negessary to the end in

¥iew we shall also buy or sell gaid in world markeb.
“mmeme----We are tlms moving toward a msnaged curreney.”
Soon after this the Reeonstruction Fina ’ '
began ﬂ.xing the price of gold higher than the. narld

market pr_’we : ak iudefizmm intervals the price was
advanced. On %tnher&ith ‘i;ha Pirst pr:ﬁm offered fm'

mw}.y mined gold was %Lm 36pper ounce, 27 cents above
the Lendom price. ILate in December the price rezsched
W.Qﬁ per abze—.&- . making the actusl gold mntént of the

dollar only 64 cenbs. 4s the price of gold advanced,

prices followed with = asf‘m-iking degree of similerity,
pares the
trends of prices gold over the first three months,

as the following graph indicates. <t com

nt Bistory Februury, 1954 p.527

- ** 1n1a
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*TRENDS of PRICES and GOLD in UNITED STATES (1935-34) —
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The policy of gold buying was continued until well into

Ve

Jarmary, 1934, st whieh time the directors of the experiment
considered thst prices had risem to a level, at which 1%
was desirable to sfabilize.

‘ | In the meantime the plan toock on sill more
| aspeets of the "eompensated dollar.® The threstening
benking situstion had stimulated the hoarding of gold io
a dangerous en:ten% To get the upper hand the simtian,,
the hoarding of gold was declared illegal and punishable
by & heavy fineg. All gold had %o be retumeﬁ. %o the banks:;
gold colns disappeared from circulsiion, as the banks
gollected them into their wsulds. With Dnited Siates off
gold, no metal was avsilable for export to meet maturing
obligations of that somntry in foreign countries. The

#gold clause® both in foreign and domestiec fubure econirae
had o be removeld to ensure that no gold wounld agsin get
inko eirenlation, ot least while they were axpariman‘ﬁng,

- *From New York Times, ‘January 21, 1933.
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Phe disappesrance of gold coins, and the removal of
the "gold elsuse® give the monelary reform in United

States greater similarity to Fisher®s deviee, =nd lead
us to believe that the new system will be fashiomed after
is.

During the week January 14:—@1, the new
monetary program was drewn up by the advisors and signed
by the president. Our special m'kms% in it li% in
the faet that it contains many stirking similarities
most think it

to the "eompensated dollar.® One would &l
were the same plan in different terms, tut for a few
details. ¥r. Cherles Nerz has well summarized the

Important poinds ai‘tim program in & recent issue of the

fiew York Times as follows: |
il. The limits for devaluation of the Ameriean Goller

would be set st from 50 %o 60 pents in terme of

its present gold value.

2. The president would be suthorized %o msnag
dollar within these limits by malkinm
necessary o retsin domesitic price sdabiliiy or
4o protest their foreign %frade.

Z. The gold now held in Federal Reserve Bavks would

jed in the treasury and any profit

resuliing from an inervease in the doller value of
the gold would acemue o the govermnment.

4. The spproximale profif in dellars would amount to
shout $2,600,000,00, out of whieh $2,000, 000,00
wonld go 0 creste 2 stabilization fund which

could be uwsed by ithe Treasury for ithe purehase
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of gold, foreign currencies snd govermment securities.
5« It would probably provide for the uliimaie
return of United States 1o & new and modified gold
standard.

The actual devaluation reduced the gold
eontent of the dollar to 59.2 per cent of its former
weight. It 4id mot interfere with the existing relation-
ships between the various cireulating coins epd bills.

Cne dollsr s%ill equal 100 eents, 10 dimes, or 20 nickels.
I% is interesting to note that, in reality, the dollar
was not devalued =2% all. The 8ollar in the foreign
exchange markets had fallen almost steadily, Mmaém as

I have pointed out, the momey poliey of zm:zm States

ked not been eclearly stated {The value of the doller in
the exehanges at the time of devaluation was even lower
than that assigned to 1t), =nd beesuse the dollar had
been driven down %o this low level by the operations of
4+he RBeconstruciion Finance (orporation which kept offering
more Amerisan dollars for an ounce of gold unitil the final
limit of $35. 00 per ounce was set. The devalusting
process was baged on the ftheory of warrﬁnl and Pearson,

who believe ﬁmt by redusing the sonient of ithe mﬁm%mal
| gold dollar, the prieces of goods the dollar buys will
inerease since more of the cheaper ﬁ.allars will Do re-
guired to buy the . quantity of goods. The previous
chabt suggest that the theory eonbained much iruth —- ihe
ineaéx of prices of fifteen staple commodities (eotben,
tha&i‘;* COTT, wool, hogs, hides, sugar,, coffee, cocos,
silk, rubber, eopper, silver, sieel secrap and lead)




follows with considerable regulsrity the ssme trend as
the prise of gol

{in terms of paper dollars). It was

hoped these prices would sontinue $o rise and weuld
o the prices of olher @ammﬁitiﬁ%' because prices had o

rige in order %o increase farm purchasing power, o en

that goods be sold at greater profits, and %o allow payments
of debis at & price lﬁr@aﬁ; :ﬂﬁ.ﬁe iike thalt at which they were
The new progran permits the dollsr to be
fizxed ia gold content mm@ﬁ@m@ between 50 and 60 per cent
of its former weight. There are &t lesst two ressons for

experiment and because of many world unceritainities, it
would not be in the pudblic intersst that an exaet valus be
permegnently fixed. "These two sxiremes give some margin

-~

wi’i;hin» which t0 move. Second, si

in the future seeks to establish ®the kini of dollar whish ..

a generation s ma will ﬁéﬁr:@: the same mahé.zsing power®, it
. reguires that a é‘l’;&hl@ price level be mainitained, and mﬁ:
seme room be sllowed for successfol currency menagmend.
Power was given the president to alser the gold content

swmwghipnevey and as the

of the dollar from time fo times
.exgééss@é objeet (b0 sitabilize domestic prices] of this

gment may require™,. Thus if prices

section in his jud
begin to fall, the president may attempt %o cheek them by
zeﬁ.uﬁing %E‘m weight of gold in the theoretieal gold dcliawm,
theredy mkmg it less desirsble in ferms of commodities.

nd 1f prices begin to rise, the process

n the other hand
would be reversed. The difference between 2 50 cent and
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a 80 cent dollar is 20 per cent, so thet, given this
margin within which to work, varietioms inm the price
level by as.mh as 20 per cent may be corrected. Precisely
another step towards Fisher's Teompenssied ddiar.®
In Boogesvelis ﬁnﬁgsnent the gumrnmenfk-
mmst be the scle gnardisn of the metallie basis in order
that the proper ml&;hiﬁﬁsiﬂim’bﬁ maintained between gold
and priem Fherefors the whole of the nafion's gﬁlﬁ.
supply was impounded in the Treasury vaulis and its
ownership was transferrei $o the govermment. The dotal
gold ﬁm& amounts %o $4,323,000,000 and is divided as
Tollows:
In tressury 446, 000, 000
From Federal Reserve Banks 3, 566,000, 000
In eirenlation {lost, destroyed, hoarded)} 311,000,000
Gold cerdificastes issued by the tressury replaced the
gold bullion in the Federal Reserwe Banks, which must
now meinkain reserve against %ﬁeir nm%és iml the form of
gold sertificates. Since the numwber of dollsrs in the
gold reserve would skbomotieally increase with devaluation,
a gertain amomnt of profit would acerue to the holders
{United States government). The profit amounted o
something like $2,800,000,000. |
¥ow that dowestie prices had reached the
desired level, attention *ma.é turned o the exchange value
of the dollar. I% was noi desired that any of the profit
should Tird its way into cireulation sinee it would emiail
g Porither rise of prices. OFf the profit %wmw*ﬁa@
went to create 3 *stebilization Fund™ Ho be used at the
diseretion of the Secrelary of’ the Treasury for the purchase

el
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or sale ai home or abroasd of- “g@lﬁ and i‘araign eurrensies,
and meix cnmer instrumsnts i’}f eredit or securiiy as
he may deem necessery------for the purpose of stabilizing
the exchange value of the dollar.® The fond was created

for the same purpose as the English "Sterling squalization

| fond® of $1,750,000,000 whieh is being opersted io keep
the pourd within a eceriain range, well below par, for
advaniage in foreign irade. It is estimated thet billioms
of dollars will have to be borrowed in the near future

$0 cover new expenditures, comseguenily there is liasble

%o be = tendeney %o &apamam the ml:&e: of government bonfs.
The ®siadbilization fwn@:” nmmvmr would have

support the market for these bonds. The original plsn of
the fund ealls for an ammal audit afi%anﬁmmai '
report 0 be submitied o the presédent.

These latest Jevelopments ‘Eﬁﬂ‘m to point
%0 the adopiion of & nmew ani modified g;am gtandard in
Tnited States, in which gold would still serve as the
basiz of the mm%ry system, but it wounld not sircalate
ag money. 411 of the gold returned ‘o government vaalis
will eventuslly be formed into bars of Zefinite weight
and finemess; such bars may be only by the Federal
Reserve Benks for the purpose of sebiling intermatiomal
belances. One of the sub-commissions of the World
Eeonomic Conference umanimously adopied a resolubion,
favouring sueh a procedure as that in United Stades -

'i'm modern eoniitions monetary geld is reguired moi

for internal eireculation, but as a reserve sgainst
central baukjlisbilities and primerily to meet external
*Bew York Times Jamuary 21, 1934.
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demends for payments eeused by some disequilibrium in
foreign aecounk. It is ennﬁ-&qmnﬁy undesirable o
put gold ecins or gold certificates inte intermal
¢irculation.® This new gold standard {(if it mey be
galled s0) ﬁifmw in many respects from the old one.
With the excepiion of the "stabilization fand®, the
new mﬁna‘taw system in United States is only a slight
modification of the orizimal “compensated dollar, ™
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