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§ 2z THE ORGANISATION OF MONEY

CHAPTER 1V

THE, QUALIFICATIONS OF MONEY

q 1. Prefatory Note

HAVING consider. d the position of money in economic life, the
concept of money and its functions, we now turn to a study
of its concrete forms and its organisation’ into co-ordinated
monetary systems.

The degree of uniformity found in the, theoretical concept of
money is in direct contrast to the manifold forms in which this
concept is manifested in actual practice. The money of every
State consists of a number of substances of different kinds and
different forms, of materials welded into an artificial entity, each
unit of which embodies one and the same monetary idea. The
whole is a product of historical development for which—apart
from certain arbitrary incursions of political powers and their
agents—changes in econothic intercourse and its needs have
supplied the decisive motive force. The economic state of a
country at a given time and its needs have a natural tendency to
adapt to<¢hemselves the concrete forms in which money appears.
Every systematic incursion by the State and its legislation into
the sphere of the monetary system must have for its purpose,
so long as it is not made in pursuance of aims which lie outside
the monetary sphere, the shaping of the concrete forms of money
so that these may fulfil as far as possible all the requisite functions
and suffice for the ecdnomic requirements of the country.

A consideration of thesé conditions and requirements forms the
bridge between the study of the concept of money and its functions,
and the examination of the concrete forms in which the concept of
money is translated into a completely self-contained system.

9 2. General Qualifications which Money must Possess

In this chapter we can revert to some of the points already
discussed in the historical part of this book, particularly to the
exposition of those properties 6f the precious metals which
appear to make them more suitable than any other economic
objects as raw material of money. Leaving aside for the
moment types of mjoney made of substances of no intrinsic
value, we would recapitulate the advantages enjoyed by the
precipus metals as raw material for money of actual intrinsic
value. The function of money as a mediwum of transfer of
wealth from person to person presupposes a confidence in the
stapility of its purchasing power, and this stability exists to a

T VOL. IL 341 23



342 MONEY

large extent in the case of the precious metals The transfer
should be an easy one—that is, the objects of transfer should
be capable of easy transport and should be convenient to handle.
This is a qualification possessed only by such objects of economic
intercourse as have a high value combined with small velume
and weight. Moreover, it is necessary to represent values of
arbitrary amounts by means of moriey, and this implies that
the money substance should be easily divisible and plastic.
The money substance must also have a high degree of resistance
to all kinds of destructive influences. It must not suffer damage
in transport, and it rpust, as far as possible, preserve its con-
stitution unchanged and maintain its value in the hands of the
person who accepts it. The more extensive the field of economic
intercourse, the more general must be the desire for the sub-
stance, as only by its means can transfers of value be efifected
over considerable distances. These are, on the whole, the
qualifications which even to this day are possessed by the precious
metals to a greater degree than by any other economic goods, and
it is due to these qualifications that even to-day moncy finds
its ideal embodiment in such metals.

On the other hand, there are certain general qualifications
which the precious metals do not in themselves possess and
which necessitate special arrangements. Facility of transfer
does not only depend upon technical factors concerning transport,
factors which to a large degree are satisfied by uncoined metal.
Certain mental operations must also be reckoned with in these
transfers. The ascertainment of the constitution and weight
of an object to be transferred should not necessitate a troublesome
and inconvenient process. These factors should be easily dis-
cernible. Nor should complicated calculations be required in
order to represent specific magnitudes of value in the money
substance; this should be made possible by a simplc counting
of pieces, similar to one another, or standing to each other in a
simple relation of value. Coins consisting of metal discs inscribed
with specific signs, uniform in pattern, easy to handle, and endowed
with definite current value have overcome the difficultics under
discussion. The general qualifications required by the money form,
to satisfy which coins were first created, have secured for minted
metals a special place amongst the forms in which money appears.

1 3. Conditions underlying the predonftnant Employment

for Money of various Substances
[ ]

Within the limits just described the economic requirements
affecting money vary, therefore, with the particular economic
conditions of each case. ‘Individual metals which throughout



THE QUALIFICATIONS OF MONEY 343

the ages have served as money substances, and continue to serve
this purpose, have not at all times been, and are not even now,
adapted to such use in the same way in all countries. Copper,
silver, and gold, which are most usually employed, have at
different times,’ and one after the other, enjoyed predominance
as money substances. In many countries they have done so side
by side. It has long been recognised that the temporal changes
and the local differences in the employment of the individual
metals for monetary purposes are the result of deep-rooted
causes, and a cursory study of history may lead us to conclude,
with Lord Liverpool, that the general tendency is for nations
as they progress economically to pass from ‘the less costly to the
more valuable materials for their money substances. Thus, in
so far as metallic money is concerned, we ought to find that, with
economic progress, copper and the other base metals, such as
tin and iron, are driven out of circulation by silver, and silver in
its turn is driven from its position of dominance by gold.

On closer examination, however, we find that the change in
the employment of these metals for monetary purposes cannot
be accounted for on the basis of this simple formula; for were not
the first coins struck gold coins, and do we not even in the case
of the lesg ancient nations find copper money used later than the
periods in which it can be proved that silver and gold money was
already in circulation?

It 1s true that we can establish a general relation between the
specific value of the money substance on the one hand, and, on
the gther, the volumec of transactions and their spatial extension,
effccted by money at a given stage of economic development.
Where a few silver coins are sufficient to provide the wherewithal
for a family for a fairly long time, and where the daily wage of a
labourer amounts to a few copper pence, there gold cannot in
general take any large share in the circulation. Where, on the
other hand, the turnovers and payments to be effected by money
require such large quantities of silver coins that the transport
and transfer of these becomes inconvenient, we have conditions
suitable for a preponderating use of gold coins. Again, where
the monctary transactions are limited to a narrow area, there
the use of media of payment of lesser intrinsic value will in
general be found less inconvenient than in the cases where it is
necessary to send money over long distances.

But neither the volume nor the spatial extensions of transactions
are directly dependent upon the general state of economic develop-
men{. As regards the first point, a fundamental factor—as has
been shown in the historical part of this beok in tracing the

! Lord Liverpool, Coins of the Realm, x805 (reprinted by the Bank of
England in 1880).
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developments in European money conditions—is the extent to
which in various epochs and countries production for sale and the
use of money have driven barter and production for one’s own
household into the background, within the several economic classes
of society. As a general rule the progressive perméation of money
into more and more of the lower economic strata of society may
be regarded as a sign of economic progress. The transition to a
monetary substance of greater value, however, does not necessarily
go hand in hand with such economic developments, but the ten-
dency on the contrary might even be supposed to be in the opposite
direction. We need only remind the reader that owing to the
enormous progress which monetary institutions made in European
countries from the beginning of the Middle Ages, the dominance of
gold money was followed in the latter part of the Middle Ages by
a preponderating use of silver money. While wholesale trade, in
connection with which we naturally find the first uses of money,
implies perhaps a smaller number of transactions involving large
values, and which consequently has use for the most valuable
moncy substances, yet the lower ard very extensive strata of
economic society enter into innumerable transactions each of very
small amount, and the requirements of these can be met by money
of lesser intrinsic value. But the sum total of these lajter small
amounts might be considerably greater than the aggregate of the
large-scale transactions, and the result might be that the increasing
employment of money as such might cause the less valuable money
substance to oust the more valuable substance from the first place.
The territorial expansion of the transactions into which
money enters may also depend upon conditions which do not
follow absolutely from the general stage of economic development.
In a territorially far-flung State the administrative and military
institutions demand money of relatively high intrinsic value, and
this is the more so when conditions of economic intercourse are
unfavourable. The foreign economic relations of a State also press
for the employment of a money substance of relatively high
intrinsic value and are frequently, but by no means invariably,
a reliable standard whereby the level of general economic develop-
ment may be measured. In any case, their influence on the
shaping of the monetary system is greater when foreign trade
exceeds the home trade in importance, and the level therefore
of the internal economic development ig lower than that of the
development of foreign trade. The greater facility of long-
distance communications by water as compared with those by
land has frequently contributed, especially in the early stages of
economic development, to the centre of gravity lying in foreign
trade. From this point of view, however, it is conceivable that
economic progress may favobur the use of a less valuable metal.



THE QUALIFICATIONS OF MONEY 345

The relation between the magnitude of the transfers to be
effected by money and the metals serving as raw materials for
money depends also upon factors operating on the side of the
metals. A rise in economic development and a consequent
increase in the division of labour and of technical processes which
result in more abundant production and greater turnovers, need
not of themselves alter the relation between the daily consumption
of the individual economic tinits and the money metal. Lower
prices may be the consequence of greater facility in production,
so that both before and after the change the greater daily demand
can be met by the same quantity of money. The necessity for
greater use of the more valuable money substance arises only if,
as production and consumption increase, the prices of commodities
are not correspondingly lowered, but are even perhaps raised, so
that the quantity of money required for the necessaries of life of
the great masses of the population becomes substantially larger.
In other words, this is so only if, whilst turnovers increase, the
value of moncy remains unaltered or is lowered in comparison
with other commodities of economic intercourse.

The tremendous increase in the production of both the
precious metals since the discovery of America, and in a more
intensified degree since the middle of the nineteenth century,
has in fact resulted in such a development. From the middle
of the nincteenth century the increase in the production of silver
naturally and necessarily tended to restrict the sphere of em-
ployment of that metal as money, whereas the increase in the
production of gold led to an enormous extension of the use
of gdld money. The more the increased output of gold lowered
the value of the yellow metal in relation to the daily demand
for it on the part of the population, the more adapted did
gold become for use as a medium of economic intercourse by a
continually widening economic circle. The contrary was the
case with silver. The more its value, as against other economic
goods, sank by reason of increased output, the more cumber-
some did it become for large and medium payments. Thus
gradually it became more and more restricted to small-scale
transactions. Moreover, whilst in the case of gold the pos-
sibility existed of its employment to a very much larger
extent in spheres previously dominated by silver—a safety
valve against too great a diminution of its value—the value
of silver was adversely affected not only by the increased pro-
duction of the metal itself, but also by the incursion of gold
into its sphere of monetary use.

Thus in the second half of the last century,the circumstances
of production of the precious metals and the conditions of general
economic development combined tos render gold much more
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suitable than silver for the requirements of trade, so far as the
greatest part of the metallic currency was concerned. It was
not a case of small differences in connection with which fashion
and fancy might have given the impetus; the differences be-
tween the two metals were actually so great that they had to
be reckoned with as prime economic factors. Even according
to the so-called “old” ratio of valug, a given weight of gold
represented in value 15} times as much as the samec weight of
silver. To this must be added the fact that the specific gravity
of gold is to that of silver as 19} is to 10}, so that a given volume
of gold was 28-4 times as valuable as the same volume of silver.
Thus, for making a payment in silver there was required 153
times the weight and 28-4 times the volume of the gold which
would have been necessary to make the same payment—and this
at the old ratio of value.

For the German coins which had been struck more or less on
this old ratio, the above figures applied pretty well up to the
beginning of the War. But in transfers of bullion, and for
subsequent coinage of silver at full standard value, the relation,
by the depreciation of silver, shifted very largely to the dis-
advantage of silver. The London price for silver of 231d. per
ounce standard, as quoted just before the War, mcans that
gold represents forty times as much value per unit ‘of weight
and 734 times as much value per unit of volume as silver. Where
for the transport of gold a few cases would suffice, the transport of
a similar value of silver would necessitatc a railway train of quite
considerable dimensions.? '

Where the use of gold money supplemented the use of Silver
money, trade was freed of a quite substantial dead-weight burden.
This fact was noticeable not only in connection with international
bullion payments, but it was felt even in the lowest strata of daily
intercourse, and the use of silver money was on the whole restricted
to payments for which no gold coins were available. This
manifested itself with especial clearness in the form which the
circulation actually took wherever trade was allowed by the
organisation of the monetary system to use gold and silver money
according to its own wishes and requirements.

In Germany the market cpuld at any time draw from the
Reichsbank such quantities of silver money as it required, and
at the same time, as the Reichsbank accepted payments in silver
to any amount, the market could dispose to the Reichsbank of any
quantities of silver which were in excess of $ts requirements,

The amount of the silver, nickel, and copper coins of the Reich,

[
. ! Half a cubic metre of gold weighing 9-6 tons corresponded, when the
price of silver was 234d., to 384 tons, 7.c. to about 38} wagon loads of 10 tons
each, of silver,
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which were in general circulation in the year 1913, may be esti-
mated at about 1000 million marks as compared with about
2600 million marks in gold coins. Thus only 28 per cent. of the
metallic circulation was represented by silver, nickel, and copper
coins, and as rpuch as 72 per cent. was represented by gold coins.

€ 4. Demand for Pieces of Money of different Values

Although, therefore, in European civilised countries during
the given stage of development of production, consumption, and
trade, and in the given condition of prices, gold is better suited
than silver for the greater part of the circulating currency, the
monetary system cannot do with gold Coins alone. The most
varied values, as well as quite small differences in value, must
be exactly represented by coin, and as this must be done with
the fewest possible pieces of money, it means that various types
of coin are required which form a graduated series. In large-
scale transactions the amounts are very great; in transactions
amongst the masses the values and differences in values are
very small. In the old erman monetary system it was a far
cry from the note of 1000 marks to the coin of 1 pfennig, and
the distance separating these two could only partially be filled
by goldemoney. The convenience with which gold can be used
and its capacity for employment have both a higher and a lower
limit. In amounts below some given limit, gold coins become
too small and are too easily lost. This limit of convenience is,
of course, not definite and fixed, but varies with time, country,
and social class. A piece of gold, which on account of its
smallness is incontcenient for the horny-handed labourer, can
be in its proper place in a lady’s purse; and, on the other
hand, such coins as, for example, the silver 5-mark piece, were
largely demanded by the workmen in industrial districts, whilst
they were avoided by other classes as being inconveniently
clumsy. As far as gold is concerned, practical experience in
Germany has shown that even the gold 5-mark piece is already
below the lower limit mentioned above, owing to the customs
and requirements of trade. The interval from the 10-mark
piece downwards was, therefore, filled by silver up to the point
where silver, too, became incorfveniently small to handle. The
silver 2o-pfennig piece could not in practice be retained in circu-
lation—although in Seuth Germany, where people were from the
earliest days accustomed to small coins, this coin was looked upon
with more favour than in the North. Below the silver limit
there was still space left for the use of base metal.

In the other direction there is the limit beyond which gold is
no longer convenient as money. Large gold coins, such as the
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50- and 100-franc pieces, formerly struck in France, were at no
time of any real practical importance. The type of the German
20-mark piece and of the English sovereign represents about
the maximum practical size for gold coins. Large amounts
can, of course, be assembled by the use of these coins, but for
very large sums paper money is universally preferred. There
can be no doubt that it is decidedly more convenient to carry
on one’s person two notes of 100 marks each than ten gold 2o-
mark coins, and this is still more so with larger amounts, such
as 10,000 marks in ten notes of a 1000 marks each rather than
five hundred gold coins of 20 marks each.

But even for smaller amounts paper currency appears more
convenient than metal for certain purposes. For example, under
the old German system, although metallic money was plentiful, yet
Treasury notes were constantly used for payments made by post.

It is, however, just in the matter of paper money that the habits
of the different nations so greatly vary. In countries which have
used paper currency for any considerable time, the public grows
but slowly accustomed to metallic money; on the other hand,
the Germans, accustomed to a metallic furrency, detested the small
denomination paper notes of a gulden or a lira, which they found
in Austria-Hungary and Italy respectively. These notes, naturally,
were not always very clean or in the best state of preservation.

As it is impossible to satisfy the requirements of cconomic in-
tercourse by the use of only one money substance, or by one type
of money, the State, which is the controlling authority in monetary
matters, is obliged to create from different substances types of
money which supplement each other. If money is adequately
to fulfil its function as a medium of transfer of values, then
the choice of the individual types, the so-called ‘“divisionary
money,”” must comply with two conditions. The choice must be
such as to enable the representation of amounts of the greatest
variety by means of a small number of pieces of money, and at the
same time to eliminate as far as possible the danger of mistaking
for each other pieces which differ in their value. These two require-
ments are to some extent contradictory, in that one implies a
manifold, the other a simple division. A large variety of types
will lessen the number of individual pieces required for assembling
desired amounts; but with manifold types of coinage the visible
differences between the types become less distinct because the form
of the coins is fixed by custom, because the <oins must be small in
size, and because there are few suitable money substances. The
happy mean can only be discovered by experience. In Germany,
for instance, experience showed that the 20- and 25-pfennig
pieces, which had previously been regarded as necessary, could
easily be dispensed with. The 2o-pfennig pieces, originally of



THE QUALIFICATIONS OF MONEY 349

silver and later of nickel, fell into disuse without creating any
noticeable void, and the nickel 25-pfennig piece introduced at a
later date was not received with any enthusiasm.

. ¥ 5.'Technical and Asthetic Requirements

The requirement that coins must be easily distinguishable,
a factor which must be taken into account in deciding on the
divisionary types, introduces certain technical conditions. This
applies also to paper tokens. First and foremost the impression
of coins must be distinct, in order to separate with ease pieces
which are similar in size and in colour» The most important
constituent of a coin or of a paper note is the value which
it is to represent. It would thus seem particularly imperative
to have the designation of value as clear as possible. But this
rule is frequently broken. The entire surface of coins is in many
cases covered with portraits and heraldic designs, with more or
less comprehensive inscriptions, whereas the designation of value
can only be discovered with difficulty. In addition to being
distinct and clear, the impression of the coin must be durable.
To protect coins as far as possible against wear, which tends
to obliterate their impression and to diminish their metallic
contents it is usual to add some copper alloy to the precious
metals. This alloy increases their resistance to wear in a marked
degree. Again, in order to protect coins against abrasion, they
are given a raised edge, and this edge is ‘““milled "’ as a protection
against fraudulent cutting or clipping. These protective measures
are as much in the interest of the State as in that of the public.
But however perfect the technical safeguards may be, it is not
possible to avoid the ultimate abrasion of coins, and the State
must, therefore, continually withdraw worn coins from circulation
and replace them by new coins so as to maintain an effective
currency.

Connected with these technical questions there is another
relating to the exterior of coins, which we must touch upon,
although it belongs more to the sphere of @sthetics than to that
of economic requirements. It should be‘a matter of pride for
every State to mint coins of good impression and of design
which is in good taste, and to produce them from alloys which
not only protect the coins against abrasion, but enable them in
their passage in an altmost endless chain from hand to hand to
preserve a clean and attractive appearance. Paper money, too,
ought to be of artistic and pleasing design, made of durable
material, and kept in decent condition by frequent renewals. No
picture comes so constantly before the eyes and into the hands
of the people as the impression on the country’s coinage and the
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imprint on its paper money. Every coin and every paper note
should, therefore, be a small and pleasing object of art. The use
of alloys which render the coins ugly after a comparatively short
period of circulation should be avoided, even for coins of small
value. An example of this was provided by the metal composi-
tion from which the so-called “‘nickel coins” were struck in Ger-
many and some other countries. This composition consisted of
#5 parts of copper and only 25 parts of nickel, and the coins so
produced showed up very badly as compared with pure nickel coins
such as the Swiss 20-centime pieces, the Austrian 20- and 10-heller
pieces, and the German 25-pfennig pieces of a later date. The
disfavour with which the 20-pfennig piece was looked upon every-
where in Germany is a proof that the public are not indifferent
to this question of @sthetics. The reason why this coin failed to
establish itself even less than the silver 2o0-pfennig picce had
done was, first and foremost, that it combined to a peculiar degree
ugliness in appearance with baseness of substance. It is, therefore,
clear that on this point public opinion is not indifferent.

€ 6. The Necessity of a Uniform Monetary System

The requirements of a monetary circulation are, however, not
fully met by the State when mercly manufacturing, or alowing
to be manufactured and placed at the disposal of the public, a
series of coins representing different values and produced from
certain substances by appropriate technical processes. There yet
remains a further requirement of special importance. The various
types of money must be co-ordinated into a uniform system. They
must bear a simple and definite relation of value to each other.

Money can perform its task completely and efficiently only
when it constitutes a self-contained entity, however manifold
may be the concrete forms in which it appears. In transfers of all
kinds it is extremely important that everyone should be able to
pass on any type of money which he receives, and that he should be
able to do so, for all purposes which are fulfilled by money, at
the same value at which he received it. If the individual types
of money must, before they can be used for purchases, for pay-
ments, or for capital transfers,, first be evaluated in terms of
other types of money, or converted at varying rates into other
types, the advantages which money offers as a medium of economic
intercourse are restricted in degree. Only when the various
types of money represent simple and fixed fractions and multiples
of one and the same unit, and only when, within the limits fixed
once and for all by the legislature (by statutory limitation of the
legal tender powers of token coins, etc.), they can be legally, and in
actual practice, substituted in payment one for another at their



THE QUALIFICATIONS OF MONEY 351

nominal value in the same way as pieces of the same type
of money, then only do we find money, in contrast with the
multiplicity of economic goods, perfectly fulfilling its functions
as money, as the entity embodying both supply and demand, for
which all cemmodities of economic intercourse are exchanged
and in which these commodities find the expression and measure
of their exchange value. In such a perfect state of the monetary
system there arises, on the foundations of the unit of value em-
bodied in some partlcular type, a rationally subdivided system
of arithmetical entitics whose numerical connections, both up
and down, are incorporated in the various money types. The
employment of each of the various types in all kinds of transfers,
as well as the manipulation of all economic arrangements based
on money, is thereby facilitated in the highest degree.

It was shown in the historical part of this work that the history
of the evolution of money shows a persistent endeavour to reach
this ideal state of affairs, but that, until we come to modern
monetary systems, we do not find successful co-ordination in a
self-contained system of yarious types of money, made of different
substances and combined in the system in a manner conforming
to public requirements.

This organisation of money, both as to its nature and as to its
structtire, as well as regards its external connections, must now
be more closely examined.



CHAPTER V
SYSTEMS OF MONEY

SuBSECTION I. CURRENCY SYSTEMS AND THEIR SUBDIVISIONS

9 1. The Conception of a Currency Standard

THE basic conception in the modern organisation of money is that
of a “currency standard.” This term is used in a great many
ways. When referring to the most important money substances,
we speak of a gold standard currency, a silver standard, a paper
standard, etc. Then, again, in relation to the particular State
whose monetary system we may be considering, we speak of the
German, French, English, American, or Indian currency standard;
and, finally, in connection with the unit of account which is the
basis of any particular monetary system, we speak of the mark
standard, the taler standard, the franc currency standard, ctc.
In this varying application of the term we must at once observe
that, in speaking of the gold standard, etc., we are dealing with a
class concept which includes specific types of * standard currency,”’
but that, on the other hand, in speaking of a standard currency
in connection with a particular State, or with a specific unit of
account, we always mean a special and particular currency, which,
as such, has its place in a definite category of standard currencics,
e.g. the gold standard, the silver standard, or some other standard
of currency.

The concept of standard currency includes a specific monetary
system in its entirety. The actual concréte forms which money
assumes in the various types representing the currency of a
given State or of a community of States, are no more implied than
is the pure conception of money, which is independent of the
actual forms which it takes in particular countries or in a particular
organisation. But by this conception of a standard we always
visualise a given monetary system in a given organisation in which
the concrete forms of money are combined in an idcal entity. If,
for example, we mention a definite sum in German Reich currency
or in Austrian currency—that is, of the mark or crown standard,—
we intend to denote thereby a definite quantity of German or
Austrian money, and the point as fo the specific pieces of money
which compose or which might compose the sum in question,
whether gold or silver coins or paper notes, is left open. When we
speak of the status of a currency abroad and ef its negotiability on
foreign markets, or again of the soundness or otherwise of a
currency, we have in mind the entire complex of a definitely
organised monetary system without differentiating the individual
forms of money which appear therein. Such a co-ordination of the
various pieces and of the diffegent types of money into a whole is

352
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rendered possible only by the exercise by the State of those legis-
lative and administrative functions which regulate and control the
monetary system. ‘‘Currency’ 1is thus the money of a particular
State or of a particular community of States conceived as an entity.
JThe conceptlon of a currency standard accordingly appears
only where it has been found possible to combine the various
types of money into a cemplete system, and we do not, therefore,
find it in that state of the monetary system in which the various
types exist side by side and independently,.a condition of affairs
described in the historical part of this book as “money of account.”
If we leave out, on the one hand, the concrete pieces of money,
and, on the other hand, the pure concept of money, then the
unifying and connecting factors which remain are, firstly, the
element of value represented in the various pieces of money by
the common basis of their definite numerical relations—that is,
the value represented by the unit which is the basis of the system ;
and, secondly, the formal structure of the system. The factors
conditioning the value of money, as well as the formal character-
istics of the monetary sydtem, thus represent aspects from which
individual currencies may be differentiated and classified into
the different categories of currencies and of currency systems.
The firgt aspect is of an economic, the second of a legal nature.

€ 2. Free and Normative Standards

In considering the history of the development of money from
the point of view of conditions governing money value, we find
the principal difference between the various currency systems to
turn on the question whether the value of the several types of
money s definitely related to the value of some third object, or
whether no such relation exists.

Such a third object conditioning money value in particular
currency systems can, in practice, only be represented by the
precious metals, gold and silver, which are the most important
money substances.

“The relation between the value of the money substance and
the value of money in coined form seems, in view of the small
cost of coinage in proportion tb the value of the substance to
be coined, to determine itself. We have, however, noted that
natural abrasion and jntentional debasement of coins over a long
period of time did not allow of a fixed ratio of value to be set up
or preserved between the coin and its particular metallic content.

he actual metallic content of coins was, however, in the long
run certainly a decisive factor in their valwe, but this natural
connection between the value of the coin and its money sub-
tance was not overcome by artificial means until a later period.
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Types of money consisting of different substances, and con-
tinually fluctuating in their relative values, can be brought into
a stable relationship only when one single money substance is
definitely allied to the value of the money unit, while coins
formed of other substances are made independent of their own
substance and brought into line with the types of the single
substance referred to. :

Where this happens, money value as implied in the nominal
value of the various types of money is definitely bound up with
a particular money metal. Subject only to very small fluctuations,
the ratio between the unit of currency and a definite quantity
of metal generally corresponds to the ratio between the nominal
value and the metallic content of the coins produced from the
precious metal in question. Thus, in the German gold standard
currency, there existed between the unit of the currency, the
mark, and y¢y5th Ib. weight of fine gold a ratio which was
subject to variations of only thousandth parts, and the equation
expressing this relation was to be found again between the
nominal value and the gold content of the gold coins of the Reich.
The 10-mark piece contains L th of alb. weight, the 20-mark

L
piece —2—th of a Ib. weight of fine gold—that is, y4;5th of a
1b. in weight of fine gold per mark of the nominal value. ¢

It has already been mentioned that with individual coins
the relation between their value as coins and their metallic
content is in every way a natural one. It subsists as long as the
State which mints the coins transforms into coin any and every
quantity of the precious metal brought to it for the purpose,
only making a small charge called seigniorage for so doing, the
charge being the actual cost, or very little more, and as long as
the State in some way or other sees to it that the circulating coins
retain approximately their full content of metal.

Free coinage and a definite deficiency allowance, called
“remedy,” furnish, therefore, the basis for maintaining an invari-
able parity between money metal and the money coined from it
As soon as it was found possible, by measures which we shall have
to discuss when dealing with the internal machinery of monetary
systems, to link up all other coing with the standard coins struck
from the freely coined metal, the stage was reached in which the
link created by free coinage established the value of money as such.
As soon as twenty I-mark pieces of silver were worth in Germany
just as much as a gold zo-mark piece, the linking up of gold and
coins through the free coinage of gold and through the limits of
tolerated deficiency was as definite for silver coins as it was for
gold coins. A definite equation of value was established between
German money, as such, and gold metal. The value of the
German currency unit, the mark, corresponded within the narrow
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limits of variation already mentioned to the value of {g4thlb.
in weight of gold. In Knapp’s terminology gold possesses
“hylodromy "’—i.e. the substance (hyle) has a fixed ratio (dromos)
to the unit of gurrency.

Gurrency systems in which the value of money appears to be
linked up with a particular precious metal contrast with others
in which there is a total absence of any more or less fixed relation
of value between the money unit and some money substance, or
bgtween the money unit and any third kind of commodity. The
latter are systems in which the value of money is independent of
the value of all other economic objects, and is determined even
in \ts relation to the money substances in accordance with its
own laws. In these systems there is either ¥f) no free coinage of
either of the two precious metals—as, for example, in Austria
between 1879 and 18¢2,! in India from 1893 onwards,® and
in the Scandinavian States during the War;? or (2} the con-
nection of the entire monetary system with the coins minted
freely could not be established or was not preserved—as, for
example, where the limit 8f tolerated deficiency is lacking and
the coins in circulation accordingly continue to diminish in
weight; or {(3) as in the case of paper currencies. In the first
case—in,the absence of free coinage—there is nothing to prevent
the value of the coined money rising above that of its metallic
content. In the case of a paper currency the difference in value
which arises between the freely coined money, on the one hand,
and the paper money, on the other, results in practice in everyone
making full use of his right to pay with paper money at its nominal
value, whilst the ortginal money either disappears from circula-
tion or elseis given and received only with a fluctuating premium
over its nominal value. The value of the unit of money does not,
therefore, in this case depend any longer on the original money
metal, but on the paper money of the country, in terms of which
the rate of exchange of the original metallic money is at times
subject to violent fluctuations.

Thus, using as a criterion the existence or non-existence of a
connecting link between money value and a money substance,
we can distinguish two main groups of currency systems—nor-
mative currencies and free currenties.

In the casc of the former the precious metal with which the
value of money is defigitely linked up is called the standard or
standard melal.t

1 See above, p. 76. 3 See above, pp. 74, 75, and 200.
? See above, pp. 183, 190, and 217. .
¢ We need not for the present go beyond merely establishing the
existence of a definite equation of value befween the money substance and
the money unit. We shall reserve for subsequent discussion the question
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9 3. The Subgroups of Normative Currencies

Normative currencies take many forms distinguished from each
other by their standard metal and by the manner in which the
connection between money value and standard metal is produced.
First and foremost we have the simple systems of the gold standard
and of the silver standard. The gold standard currency is the one
in which the value of the money is definitely related to a specified
quantity of gold; the silver standard is that system of currency
in which the value of the money is definitely related to a specified
quantity of silver. In accordance with what has been said con-
cerning the connection between money value and standard metal,
only gold in the case of the gold standard, and only silver in that
of the silver standard can be freely coined. This, however, does
not exclude the possibility of coining freely from the other metal,
trade coins which are outside the monetary system and have a
variable rate in terms of the actual currency of the country. Both
systems are “ monometallic,” as both are based on but one standard
metal. ‘

As against these we have ““ bimetallic "’ systems in which both
metals function as standard metals, either concurrently side by
side, or, under certain conditions, alternately. .

One of these systems, the parallel standard, is built upon gold
and silver, both metals being freely coined, and each being the
basis of its own particular monetary system which is independent
of the other. It represents the simultancous existence of two
independent monetary systems of which the one is based on gold
and the other on silver. ‘

The parallel standard is not a casc of a single uniform currency,
but of two different and co-equal types of currency existing
together within the same system—the one type being equated
in value to gold and the other to silver. The money does
not here present the aspect of a single entity, the charac-
teristic of uniformity being sacrificed intentionally and of set
purpose. In every contract for payment it is necessary to
specify whether the payment is to be made in gold money or in
silver money.

The double standard, howevef, is based on the assumption that
the monetary system is a single entity. Both precious metals
serve as the basis of currency; both are freely coined and con-
nected with each other by a definite relation of value which binds
them into a whole. This relation of value between the two
metals determines the metallic content of the coins struck from

of whether—in any case in which this fixed equation subsists—the value of
gold is conditioned by that of the money unit, or vice versa, or whether it is
a matter of mutual interaction.
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gold and silver; the nominal value of the coins being expressed
in one and the same unit of currency. Thus, for example, the
basis of the French double standard was the equation of value:
1 kg. of gold =15} kg. of silver, and the unit of currency of the
system, the franc, was taken as corresponding in value to 5 gr.
of standard silver of #ths fineness. This then gave for francs a
gold equivalent of y§y=4'; gr. of standard gold, also of ths
fineness, which corresponded in the case of the 2o-franc piece to
a content of §% gr. of standard gold. The conception of the
monetary system as an indivisible entity finds its expression in
this case in the fact that gold and silver coins can be substituted
for each other at the nominal value assigned to them, so that the
debtor can pay in silver or in gold coins, or in both, at his own
option. As, however, the ratio of value between gold and
silver is liable to fluctuate, the linking up of money value to
both precious metals at the same time becomes, in practice,
fictitious. A franc cannot at the same time be worth 5 gr. of
standard silver and 4 gr. of standard gold if 5 gr. of standard
silver are not equal in value to ¢ gr. of standard gold. So long,
therefore, as the ratio of value between the two precious metals
actually subsisting in the open market does not exactly co-
incide with the legal ratio—and such a coincidence occurred only
quite eXceptionally, at isolated points of time, in the historical
examples of the double standard system—only one, but not both,
of the two metals can at any time be the determining factor of
money value. The peculiar mechanism of the double standard
brings with it the phenomenon that, in actual practice, the metal
whdse value coincidgs with that of the money unit is always the
one which is valued too highly in the legal ratio as compared
with the ratio in the open market. It has been shown in the
historical part of this book, by a series of cases of primary im-
portance in the history of the development of monetary systems,
that whenever the actual ratio of value deviates appreciably from
the legal ratio, it is the legally over-valued metal that tends to
monopolise circulation and to drive the other metal out. The
latter keeps away from the mints as it is worth less there than
in the open market. Coins struck from it are melted down in
considerable quantities as the metal which they contain has, in
terms of the other metal, a value in the open market higher
than the nominal value of the coins. In most cases the shifting
of the actual ratio bétween the two metals affects the coined
money, and a difference of value arises between gold and silver
money which, owing to the fact that the debtor is entitled to
make payment in the coins which abound in girculation and are
composed of the less valuable metal at the nominal value of

such coins, shows itself in the fact sthat the coins struck from
VOL. II. 24
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the more valuable metal command a premium on their nominal
value. The value of the unit of money thus comes into line
with that of the metal which is overvalued in the legal ratio;
the other metal loses its importance for the determination of
the value of money and the coins struck froth it begip to
fluctuate in value and drop out of the system.

Every change in the situation of the precious metals in the
market, which reverses the relation between the actual and the
legal ratios of the two metals, necessarily alters in this system the
conditions governing the circulation, and changes the metal
whose value is definitely equated to the value of money. So long
as the fluctuations in ‘the ratio of value on the bullion market
oscillate round about the legal ratio, each metal in turn becomes
the basis of the value of money. The double standard has, there-
fore, also been called the alternating or alternative standard. In
this connection, however, it must not be forgotten that such alter-
nation takes place only so long as the ratio of value between the
metals in the open market fluctuates round the legal ratio in such a
manner that first gold, then silver, appears overvalued. As soon,
however, as the actual ratio of value departs permanently from
the legal ratio in one direction or another, the metal with the
falling value forms the permanent basis of the currency. The
double standard then actually becomes a single standdrd. An
example of this is supplied by currency conditions in Mexico.
The silver standard which existed in that country up to the year
1904 originated in a double standard with a relation of 1: 15§
between silver and gold. From the time when, in the first half
of the seventies of the ninetcenth century,,the value of silver
began permanently to remain at a level lower than this ratio,
and tended to depart even further from it, the double standard
became a dead letter and the actual currency was practically
indistinguishable from a silver standard purc and simple.

‘“Bimetallism " is a term which has been invented to designate
a double standard system which was to be introduced by agree-
ment into the most important civilised countries and would
accordingly, it was hoped, be strong cnough to make impossible
any departure of the actual ratio of value between the two
precious metals from that upon which the system was based.
If this expectation had been realised, then this system would
no longer in fact have been an alternative system, but one in which
the value of money would have been linked up with both metals
at the same time; these metals being themselves linked together
in one and the same unit of value. The practicability of this
system will be diseussed in another chapter.
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9 4. The Subgroups of the Free Currencies

Within the sphere of free currencies we distinguish the following
kinds:—

7. The sitfiple paper currency in which paper notes are legal
tender at their nominal value, and, not being convertible into
metallic money, the latter having disappeared from circulation
or gone to a variable premium, are universally used as money.
In these cases the value of the money must, when measured
by the value of the quantity of metal on which it was originally
based, be subject to continual changes which show themselves
in the quotations of the original metalli¢ money, or directly in
the price of the original standard metal, or, if such prices are
not quoted, in the rates of exchange for foreign currencies. The
deviations of the value of the paper currency from the original
value of money have no lower limit, as paper money can depreciate
almost to zcro. An upper limit for such deviation is, however,
provided by the continuing possibility of free coinage of the
original standard metal. fhe notes cannot rise above their par
value in the metallic money in terms of which they are expressed,
and the metallic money cannot for its part rise above the value
of the standard metal plus seigniorage.

2. Currencies with suspended or restricted coinage of the
original stamdard metal. In practice only those ¢urrencies have
to be considered in this connection which were originally based
on silver, but the money value of which has become, by reason of
the suspension of the coinage of silver, independent of the con
tinually depreciating silver.!

The value of coined money in these systems can rise sub-
stantially above that of the corresponding quantities of precious
metal, as the State does not undertake to mint coins upon demand
for every applicant and in whatever quantities he may desire. If
there is a plentiful supply of the metal and a strong demand for
coin, the value of the coins must, as many examples have shown,
rise above its original metallic equivalent.

In contrast to simple paper currency systems in which the
upward movements of money value have a fixed limit set by
the original metallic equivalent*of the money unit, the currency

! The great increase in the production of gold, and the enormous fluidity
of money which obtainedsin Europe during the middle of the nineteenth
century, gave rise, at all events in English newspapers, to a discussion of the
suspension of gold coinage. The movement was not, however, taken
seriously anywhere. During the War the Scandinavian States ceased, as
shewn above on p. 217, transforming gold into mapey freely, and some
difficulties arose also in Spain. The end of the War, however, saw also the
end of this state of affairs which had throughout been regarded as
exceptional and resulting from war conditions.
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systems under discussion have on their part a fixed lower limit
set by the metallic content of the circulating money. The value
of the Indian rupee could not, even after the suspension of free
coinage of silver, sink lower than the value of the silver contained
in the rupee, and could only depart from its metaltic equivajent
in the upward direction.

In such an organisation of currency a limit may be set to the
upward movements of money value by allowing free coinage of
that precious metal which had not heretofore been a standard
metal, and by giving the coins so struck legal tender quality at
a specified nominal value side by side with the old money. The
same result can be got by more complicated measures.

Thus, for example, there was no limit to the possible increases
in the value of Dutch money after the suspension of the free coinage
of silver, so long as the free coinage of a legal tender coin, repre-
sented by 10-guilders gold, had not begun. Again, when the free
coinage of silver in India was suspended, the possible increases in
the value of the rupee were definitely limited in advance by the
mints receiving simultaneously with tie order for the suspension
of free coinage of silver (June 1893), an order to give fifteen rupees
per sovereign in exchange for deliveries of English gold money.
From that time onwards—that is, for more than six years before
the sovereign was made legal tender in India (Septembect 189g),
the value of the rupec in English money could not rise above ' th
of a pound sterling, 7.c. above 16d. In this way Indian money
was given an upper limit of value, regulated by the value of
English money, which, in turn, was linked with gold by way of the
free coinage of gold. . :

If the value of money in these currency systems remains per-
manently at its upper limit, gold appears, in practice, to be just
as much the basis of the value of money as silver does in a double
standard system when silver continues to depreciate. So long
as gold coins are not admitted into the system as legal media of
payment, as was the case in India before September 1899, the
money value is in these interesting circumstances conditioned by
a metal which is not actually in circulation as currency, and the
monetary system appears as a gold standard currency without
any gold money. .

3. The third kind of system is a remarkable combination of
the two which have just been examined, and consists of a paper
currency with suspended coinage of the &riginal basic standard
metal. In such a system an inconvertible paper currency, the
value of which can fall to an unlimited extent below its original
metallic equivalent, exists concurrently with a suspended “or
restricted coinage of the original standard metal which allows
of increases in the value of*money over and above the erstwhile
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metallic equivalent—such increases being in fact unlimited,
so long as no limit has been set in the manner indicated above.
A typical example of this is the Austrian currency from 1879
onwards. In that currency inconvertibility continued in opera-
tionsand the free coinage of silver was suspended. Consequently
no limits in terms of the value of a third commodity were set
to the value of money in either an upward or downward direction.
This continued until the year 1892, when gold coins with free
coinage were introduced as full legal tender. .

¢ 5. Differentiation between Currency Systems on the
Basis of their Formal Characteristics

The course pursued by the value of money, which is the basis
of this classification of the currency systems, is very largely con-
ditioned by the formal construction of the monetary apparatus
which—as has already been mentioned—can also be made the
starting-point for a classification of the currency systems. The
existence or non-existence 8f free coinage for one or other of the
metals, the existence or non-existence of a legally fixed relation
between the nominal values of silver money and gold money when
both metals are freely coined, the convertibility of paper notes,
and, firtally, the legal tender power of the money struck from
one or other of the metals—all have a bearing on the course
pursued by the value of money. From this it might appear that
the classification based on the legal constitution of the monetary
apparatus ought to coincide in all respects with that based on the
coutse taken by th¢ value of money. Such a coincidence exists,
however, only in a general way. In matters of detail, the legal
classification differs from the economic in those systems in which
the value of money has a certain amount of elbow-room within
the outlines fixed by the legal constitution of the monetary appar-
atus, so that the actual course of the value of money is deter-
mined by certain factual conditions lying outside the scope of
the monetary apparatus. It must be observed that in describing
some important categories of currency systems, the legal classi-
fication uses the same terms as does the economic classification,
the starting-point of which is meney value, although it happens
occasionally that some particular currency, actually in existence,
must be placed in a legal class differing from the economic class.
This has led to some ¢onfusion and controversy; opinions have
moved on two different planes, while at the same time it has been
agreed that from a combination of both aspects, which must be
kept separate theoretically, a classification and definition of the
various currency systems can be obtained which suffices for
practical requirements.
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Of the legal characteristics, the most important is that of legal
tender, which we have already described as the fundamental
property of money in the more restricted legal sense. In a
classification of currency systems, from the legal point of view,
this characteristic must be the starting-point, other characteristics
being considered merely as modifying factors.

This leads to a fundamental division based on whether metallic
money only, and side by side with it perhaps paper notes con-
vertible into metallic money, or whether only inconvertible paper
money, constitutes the legal medium of payment, z.e. a division into
the metallic standard and paper standard currencies.

The metallic standard currencies can be further subdivided
according as coins made of one of the two precious metals or both
of them are the only full legal tender. The former are ‘‘mono-
metallic,”” and the latter bimetallic money systems. If gold
coins only are full legal tender, the system is one of a gold standard;
if only silver coins are such, the system is one of a silver standard.
In the case of the bimetallic systems a distinction must be drawn
between those in which coins struck'from both 1netals are, for
purposes of payment, interchangeable at a legally fixed ratio of
value and those in which this is not the case. The former are
double standard, and the latter parallel or alternative standard
systems. Further modifications arise from the existence or non-
existence of the free right of coinage. The only practical cases
to be considered in this connection are those in which free coinage
of the standard metal has been abolished and in which a double
standard is suspended in the case of silver. The former system
may be described as a silver standard with a restricted coinage;
the latter system may, from the legal point of view, be more
correctly designated as an incomplete double standard, but is,
in fact, frequently called “a limping gold standard,” ! a term
which stresses, as against the most essential legal characteristic,
namely, the full legal tender powers of coins of both mectals, the
economic consideration that the value of the money is linked
up with gold. This connection with gold is, neverthcless, not
absolutely secured merely by the free coinage of gold. It is
also, in practice, necessary that the silver coins of full legal
tender, the free coinage of which has been suspended, should not
take up too much of the circulation. Otherwisc the possibility of
a difference in value arising between the silver and gold coins
cannot be excluded; and such a difference must, in view of the
fact that silver coins are of full legal tender at their nominal
value, necessarily take the form of a fluctuating premium upon
the gold coins: thre value of money being thus determined byghe
silver coins, the value of which can vary within the limits provided

1 Eialon boiteus.
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by their own silver contents and the gold equivalent of their
nominal value. Such a limping double standard can, therefore,
be regarded, from the point of view of money value, as both a gold
standard and a free standard.

9 6. Collation of the Currency Systems of Practical
Importance

Taking the economic and legal characteristics indicated above,
and summarising them as applied to those’currency systems which
are of practical importance, we obtain the following classification
which 1s sufficient for practical purposes. *

1. The Simple Gold Standard.—This is the currency system in
which there exists an equation of value between the money unit
and gold, in which only gold is freely coined and only gold coins
—though possibly also paper notes convertible into gold coins
—are full legal tender.

2. The Limping Gold Standard.—Here the conditions are the
same as in the case of a simple gold standard except for the exist-
ence as full legal tender, side by side with gold coins, of certain
silver coins not freely coined.

3. The Silver Standard.—In this system there exists a fixed
relation®of value between the money unit and silver. Silver is
freely coined and only silver coins are full legal tender. In so
far as gold coins are available, such coins stand outside the
silver standard system as trade coins with a fluctuating rate of
exchange.

4. The Double Standard—Gold and silver are both freely
coined. Coins of both metals are full legal tender and can be
substituted for each other at a definite face-value, being a relation
based on a legal ratio of value between gold and silver. The
money unit is at all times equated in value to the metal which is
overrated in the legal ratio of value, as compared with the ratio
obtaining on the market.

5. Parallel or Alternative Standard. —Gold and silver are both
coined, and the coins of both metals are legal tender. They
stand to each other, however, not in a legally fixed relation
of value and are not interchangeable as full legal tender coins.
All contracts of payment must, therefore, be expressed in terms
of either gold or silver money. The value of the gold coins is
linked up with that of gold, and the value of the silver coins
with that of silver.

6. Silver Standard with restricted Coinage.—In this case the
valtie of money can rise above that of its originalsilver equivalent,
and can do so with or without limit.

7. Paper Standards.—In these cases inconvertible paper notes
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are legal tender side by side with the original metallic currency.
The value of the money can move freely below its original
metallic equivalent. If the free coinage of the original standard
metal is stopped, the movements of money value have no limit
in the upward direction. ¢ .

SuBSECTION II. THE INTERNAL ORGANISATION OF MONETARY
SYSTEMS

9 1. Unit of Account, System of Account, and Divisionary
Money

The internal organisation of a monetary system is a structure
systematically built up from a number of types of money repre-
senting different values. This structure, certain parts of which
we have had to consider, must now be studied as a whole.

In all cases which occur in practice we deal with money in
specific sums, in specific quantities, and not simply with money
per se.  Money, like all quantitative tonceptions, such as length,
weight, bulk, can only be expressed by a multiple or a fraction
of a fixed unit. In our systems of linear measures a specific
length, such as the metre or yard, functions as a unit in which
all lengths can be expressed, just as in our system of weights a
specific weight quantity, such as the gram, is the unit or stan-
dard by which all quantities are measured. In the same way
money requires a specific quantity to serve as the unit in terms of
which all sums of money can be expressed. This unit on which
the monetary system is based is called the uaif of account, or the
monetary unit, or, as all other economic values are habitually
expressed in money, the unit of value.

The unit of account has in the various monetary systems
different names and represents different quantities of value.
Thus, for example, in the German monetary system it is called
the ‘“‘mark,” in the French, Belgian, and Swiss systems the
“franc,” in the Italian the ‘‘lira,” in the Dutch the ‘‘gulden,”
in the Russian the “rouble,”” in the Austrian the “kronc” or
“crown,” in the English the ‘“pound sterling,”” in the American
the “dollar,” and so on. .

Just as from the units of length, measure, and weight, multiples
and subdivisions are formed (centimetres, kilometres, decalitres,
hectolitres, milligrammes, kilogrammes,’ etc.), so this is done
in the case of the unit of account in monetary systems. The
numerical construction of the divisions, that is to say the system
of account, varies with the monetary system. But as in %he
continental system of weights and measures, so here the decimal
division has in recent timeés been the most commonly adopted.
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The mark is divided into 100 pfennigs, the franc into 100 centimes,
the guilder into 100 cents, and the dollar into 100 cents. On
the other hand, the Prussian taler contained 30 silver groschen
and the silver.groschen had 12 pfennigs. The South German
gulden had 60’kreutzer. The English pound sterling is divided
into 20 shillings and the shilling into 12 pence. The advantages
of the decimal system consist in the extraordinary ease with which
calculations can be made, and as calculations are amongst the most
important operations connected with the use of money, this greatly
facilitates the general use of money. THe connection between
the earlier systems of account and the numbers which are involved
in the subdivision of time (12 months in thé year, each containing
30 days, which are in turn divided into 24 hours) has at times
been claimed as an advantage possessed by the old systems;
but even though this analogy may in individual cases make
calculations more easy, it cannot possibly bear comparison
with the ease introduced into the use of money by the decimal
system. Where divisions of the money unit not based on the
decimal system still subsist, as, for example, in England, they
are retained simply by force of custom and on account of the
conservatism of the commercial world and not because they
offer any practical advantages. The numerical construction
of the fionetary system, based on the unit of account, is the
factor which determines the system of ‘‘divisionary money.”
The unit of account itself, its subdivisions, and its multiples
appear in concrete form as coins and paper notes. The names
of the coins are at times different from those of the unit and
its sibdivisions. Thus the unit of account of the English mone-
tary system is the ‘' pound sterling,” whilst the gold coin which
is the embodiment of this unit is called the ““sovereign.”” The
English 5-shilling piece is called a ““crown,” although calcula-
tions are made only in pounds stcrling and shillings and not in
crowns. In Germany, by an Imperial decree dated the 17th
February 1875, the Imperial gold coin of 10 marks was given
the official name of “‘krone” (crown) and the 2o-mark piece
that of “double crown,” although Article 1 of the Currency Act
expressly provided that the ‘““mark” was the unit of account.

The basic rules to be followed when choosing the individual
coins have already been explained. The Currency Act deter-
mining the divisionary money scheme also usually lays down
the necessary provision¢ regulating the metallic content and the
impression of the various types.
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9 2. Weight, Standard, Content, Fineness, Limits of
Error, and Tolerated Deficiency of Coins

The system of weights employed in coinage differs here and
there from the ordinary system of weights. Thus in the German
States the “Cologne mark” of the Middle Ages was retained as
the standard weight for coinage up to the year 1857. (It was
fixed at 233-85555 grams in 1838 for all States of the Customs
Union.) As a weight for gold the mark was divided into 24
carats of 12 gr. each, and for silver into 16 lots of 18 gr. each.
The Vienna Currency Convention of 1857 introduced as a standard
weight for coinage the Customs pound of 500 gr., which differed
from the ordinary pound weight by being divided not into grams
but into 1000th parts. This standard weight was retained in the
currency legislation of the Reich, although already on the 17th
August 1868 an order relating to weights and measures issued by
the North German Confederation introduced the kilogram as the
standard weight of commerce. Itwas not until the 1st June 1goo
that an amending order abolished the special standard weight
for coinage and replaced it by the ordinary weight of commerce.
Just as in early days in Germany, so in England to this day,
the standard weight for coinage which is also used in the trade
in the precious metals differs from the commercial weight. The
latter is the so-called “pound avoirdupois” of 453'503 grams,
whilst the standard weight for coins and for precious metals is the
‘““troy pound”’ of 373-742 grams.

The coinage standard expresses the factor by which the
unit of account of the monetary system must be multiplied to
obtain the unit of weight of the standard currency metals. So
long as the coin which represents the unit of account is struck
from the standard metal as a coin of full value, as was formerly
the case with the talers and gulden of the German silver cur-
rency, the coinage standard represents a simple relation. The
standard of the taler currency was ‘‘the 30-taler standard,”
i.e. 1 Ib. of fine silver produced 30 talers. The South German
coinage system was described as the ‘“52}-gulden standard,”
which meant that 52} South German guldens were obtained from
1 lb. of silver. The Austrian system was known as the ‘‘45-
gulden standard,” which meant that 1 Ib. weight of silver gave 45
Austrian gulden. In the case of most modern monetary systems,
however, the unit of account is not made out of the standard
currency metal. The unit of account of the German gold stan-
dard, the mark, was represented by a silver coin, although this
coin derived its value from gold. The connection between the
coined unit of account and the standard metal was in this &ase
not of a corporeal nature; but the mark derived its value from a
gold coin which for its paft was the element which determined
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the standard of coinage of the German monetary system. It
derived its value from that gold coin of the Reich the coinage of
which was provided for in the first paragraph of the first German
currency law, and the tenth part of which gold coin was the
“mark ”’ which constitutes the unit of the Imperial currency in
accordance with the first article of the Currency Act of 1873.
As 1 lb. weight of fine gold gave 139} 10-mark pieces, 1395
marks went to a lb. of fine gold. In actual fact 1395-mark
pieces were not coined from a lb. weight of fine gold, but only
gold coins to the nominal value of 1395°marks. The coinage
standard of the gold standard currency of the Reich was thus
a ‘“‘1395-mark standard.” )

The coin from which the unit of account is derived, either
directly by being the embodiment of the unit of account, or in-
directly by being a fraction or a multiple of the unit of account,
may be described as the ““basic coin.”” In the old German silver
standard the taler or gulden was the basic coin, and these pieces
embodied at the same time the unit of account. In the Imperial
standard currency the Act of 1873, however, made the ro-mark
picce the basic coin and defined the unit of account as one-
tenth part of this basic coin. The fact that the unit of account
was embodied in a silver coin was of no importance as far as
the unit 8f account itself was concerned.

The standard of coinage gives the standard metallic content of
the basic coin. As the content of different coins struck from
standard metals varies, as a rule,! in relation to their face value,
the coinage standard gives at the same time the content of the
several coins struck. from the standard metal. The coinage
standard does not, however, give the content of the coins of the
monetary system which are coined from another metal. Thus
in a gold standard it does not give the metallic content of the
silver, nickel, and copper coins. The content of these coins must,
so long as no universally recognised relation of value between
the various currency metals subsists, be regulated more or less
arbitrarily by currency laws.

The quantity by weight which a coin contains is its confemt
of fine mctal, which is to be distinguished from the gross or crude
weight, because the metal empldyed for coins contains, for
reasons already stated, an addition of copper. The relation of
the content of fine metal to the crude weight is called the “fine-
ness.”” This used to be expressed in Germany, in the case of
gold, by quoting the carats and grains of fine gold, and in the
case of silver, the lots and grains of fine silver which went to
a mark of the alloyed metal. Thus, for instance, the Prussian
currency law of 1821 gave the fineness of the Friedrichsdor as

3 . . . L .
! Silver token coins in a silver standard currency are an exception.
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2T carats, 8 gr., and the fineness of the silver taler at 12 lots. In
most countries, recent currency laws specify the fineness of coins
in 1000th parts. Thus, in Germany, para. 4 of the law of the 4th
December 1871 provides that: “The content of the gold coins
of the Reich is fixed at goo thousandth parts of gold to 100
thousandth parts of copper.” On the other hand, in Eng-
land, fineness is still expressed in the old way by quoting the
amount of fine gold contained in the troy lb. of standard gold
of 24 carats of 4.gr,, each divided into 4 quarters, or in the
case of silver by quoting the amount of silver contained in the
troy Ib. of standard silver of 12 ozs. of zo dwts. each. Most of
the larger States have adopted for their gold coin, and for the
greater part of their silver coins, the fineness of goo thousandth
parts of precious metal and 100 thousandth parts of copper. The
most important exception is provided by England, whose gold
coins have a fineness of }1ths (22 carats),! and whose silver coins
have a fineness of 3jths (11 ozs. 2 dwts.). The metallic composi-
tion which represents the prescribed mixture for coins is called
“standard metal,” “standard gold,” or ‘‘standard silver.”

In order, as far as possible, to keep the actual constitution of
the coins in conformity with the rules prescribed by currency
legislation, it is necessary to prescribe not only the most exact
possible coinage, but also to provide for the withdrawal from
circulation of coins which have become damaged or worn.

Absolute exactness in the fineness and weight of individual
coins could only be secured by a disproportionate expenditure
of effort. Currency legislation has, accordingly, fixed so-called
“Jimits of error "’ or “mint-remedies "’ within.which coins may vary
in size and weight without losing their validity. For the German
crowns and double crowns, these limits were fixed at 2 thousandth
parts in fineness and 2} thousandth parts in weight. The silver
coins of the Reich could vary by 3 thousandth parts in their fine-
ness and by To thousandth parts in their weight. In other
countries similar limits of error have been fixed. This legally per-
mitted variation from the standard weight and degree of purity of
the coins struck is called the “remedy " or ‘‘ tolerance.” Abuse of
these limits of error, such as frequently occurred in earlier days can
be safeguarded against. Thu$ the currency laws of the German
Reich allowed variation in the individual coins struck, both
gold and silver, but they did not allow any variation in the total
metallic composition of which the coins were minted. This had
to conform with absolute exactness to the contents and weight
laid down by the law. (Para. 4 of the Currency Law, edition of
the 1st June 19og.) The testing of the fineness of standard

1 [Before the recent debasement of the coin in consequence of the high
price of silver.]
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metal and of the weight of the little discs is called “adjusting”
[“ Justierung ). (Cf. Trial of the Pyx.)

For coinsin actual circulation limits of wear are generally defined,
such limits beingpless restricted than those laid down for deviations
from she normal weight in the mintage of coins. It is, however,
not generally thought necessary to fix limits of wear for token
coins, the value of which is in any case assumed to be independent
of their metallic content. The German gold coins of the Reich
were allowed to lose in wear up to 5 thousandth parts of their
normal weight, and as long as this loss was not exceeded it was
compulsory to accept them in payment as if they had been of full
weight (para. 11 of the Currency Law of the 1st June 1909). For
token coins it was simply provided that ‘“silver, nickel, and
copper coins of the Reich which have been so long in circulation
that they have substantially lost in weight and have their im-
pression largely obliterated are to be called in for account of the
Reich” (para. 12 of the Currency Law of the 1st June 1909). The
minimum weight at which coins may circulate as full legal tender
is called their folerated weight. This is the normal weight less the
tolerated deficiency.

The treatment of coins which have lost more weight by wear
than the tolerated deficiency differs in various countries. In
Germany such coins had to be accepted at their full nominal value
by all the branches of the Imperial Treasury and of the Treasuries
of the Federal States and were melted down for account of the
Government. The resultant loss was borne by the community.
In England, however, excessively worn coins cease to be legal
tender, not only agairst the general public but also against the
Treasury. The Government is under no obligation to call in such
coins, and everyone is entitled to cut in two any which are offered
to him in payment and to return them to their owner. So long
as an effective gold currency existed in England the banks, in
particular, made use of this right.

In practice the German system proved better than the English.
In England it was notorious that worn coins were kept away from
the banks which made use of their privilege of cutting them. They
circulated mainly in the provinces and there underwent an attrition
far greater than the margin of folerated deficiency. In this
way the object of maintaining the circulating currency as far as
possible free from worn coins was not attained. In Germany,
however, where none needed to fear any loss from payment in
worn coin, the tendency was for these to find their way back to
the banks, which then delivered them up to be melted down.
Sucje deliveries could be made not only directly to the Imperial
Treasury and to the Treasuries of the various States, but also
through the provincial, communal and® private pay-offices, and
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banks. The superiority of the German method is clearly shown
by the fact that England found it necessary on several occasions
to call in worn sovereigns and to re-coin them for account of the

State. :
9 3. Methods of Providing Currency

Provisions regarding the coins to be minted and the con-
stitution of such coins are of a technical nature. They merely
tell us what actual characteristics, in the matter of metallic con-
tent, individual pieces which are to rank as money must
possess. But, as was shown in the historical part, technical
provisions relating to the characteristics of individual types of
coins do not suffice to co-ordinate these coins, especially in con-
junction with the paper circulation of all modern currency systems,
into a comprehensive uniform system, nor yet to determine the
relation of value between money and money metal. In fact the
technical provisions must be supplemented by a number of legal
regulations governing the conditions under which money is created,
particularly in regard to conversion of metal into moncy, the legal
properties of the various types of money, and their relations to one
another.

In a modern monetary system, metal, as such, or indeed any
other substance, cannot constitute or rank as money, or indeed
become capable of transformation into money directly. On the
contrary, the State is the only authority which can provide or
create money either directly or through some agency, such as a
note-issuing bank to whom it has delegated this right.  The State
can retain its freedom of action or give a freehand to such agencies,
or it may impose definite rules upon itself or the agencies, as the
case may be, and in this connection it can also adopt a different
procedure for different types of money.

It is a matter of fundamental importance to determine whether,
where any particular metal is concerned, there exists an un-
restricted right to convert it into money or not—that is, whether
every private individual, in possession of-a quantity of this metal,
can present it to the authorised agencies with a demand that it
should be transformed into money.

The simplest and best-Known special casc of unrestricted
transformation of a metal into money is that known as “the
right of free coinage,” or ‘“‘coinage for private account.” The
State will mint coins out of any quantity of metal delivered to it,
either making no charge to the person delivering the metal, or
merely a very small charge to cover cost. The person delivering
the metal receives in coin from the mint the quantity of the metal
delivered up by him either without any deduction or with a very
small deduction for seigniorage.
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Such a right of free coinage has, in a certain sense, existed from
the earliest days of coins, and it continued even when the fiscal
principle had become dominant. The right of free coinage was
especially acceptpble to the commercial theories which were in
vogue-at the time when the monetary organisation in Europe
underwent its greatest expansion. These theories led to the
prevalence of the view that every influx of gold and silver was
an unquestioned advantage to the community, and that whatever
precious metal people could lay their hands on should be trans-
formed into coin. It was even frequently laid down as a require-
ment that the whole output of the native production of the
precious metals was to be delivered to the mints for coinage.
Where there were no mines it was often prescribed that all precious
metals, whether in bars, pieces, or foreign coins, were to be
delivered to the mints, or to an exchange office, at a fixed price.
Even where such provisions did not obtain, or had become
obsolete, the mints still continued the practice either of purchasing
precious metals offered to them at a price which varied only
within narrow limits and was not much lower than the coinage
value of the metal, or else of striking coins for the person deliver-
ing the metal at but a small charge.

Later on this practice was established by law. In England,
as long ago as 1666, the mints were required by law to coin gold
and silver upon demand and free of charge for everyone. This
example was followed by most States, either for one or for both
of the metals, with this difference, that a small charge was made
for coips struck on private account. In Germany this right of
free coinage was not made a legal requirement until a compara-
tively late date. In Austria the silver coins which were intro-
duced in accordance with the Vienna Convention of 1857 were
by law freely coined at a seigniorage of 1 per cent., but in the
German States free coinage actually existed only in so far as the
mints purchased silver at a price of which public notice was
given and which varied with supply and demand but within very
narrow limits. In these States the mints were not, however,
under any legal obligation to make such purchases. Not until
the Currency Law of 1873 was the principle of the right of free
coinage recognised, and it was then recognised only for gold.

Free coinage is only a special, although in practice a most
important instance of the unrestricted power of conversion of
metal into money. It is, of course, not an actual but a legal
conversion. It can take place without any actual coinage
of the metal which has been delivered. Thus, for example, the
Hargburg mark banco was pure book money based on fine silver
in bars, in the case of which there was no question of coinage.
But, as has been shown eclsewhere, the mark banco was in no way
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identical with a definite quantity of fine silver. Just as silver, in
order to become a taler, had to be brought to the State mints for
coining, so also the mark arose from silver only because fine silver
was brought to the bank to be officially tested gnd weighed, and
the amount in mark banco corresponding to its weight was credited
in the books of the bank to the person delivering the silver. As
the bank was required to accept fine silver in any quantities from
the members of the Hamburg merchant community, and to place
it to their credit,.we find here an example of unrestricted conver-
sion of silver of such a nature that its effects were in every respect
similar to those of free coinage, although no question of coinage
arose in any shape or form.

The position is similar wherever the central banks are under
compulsion to issue in exchange for gold deliveries, bank notes in
definite amounts per unit of weight.

Thus before the War the Bank of England for many decades
purchased gold at the fixed rate of 77s. gd. per ounce standard at
a mint price of 77s. 10}d. per ounce standard. Similarly the
German Reichsbank was required by the Bank Act of the 14th
March 1875 to give in exchange for gold in bars its notes at the
fixed rate of 1392 marks per Ib. weight fine, the mint price of the
gold being 1395 marks per 1b. weight of fine gold. As the German
mints charged private individuals a seigniorage of three marks,
those who delivered gold to the Reichsbank received in exchange
the same amount in notes as they would have reccived in gold
coin. On the other hand, in England the Bank made a deduction
of 1}d. per ounce standard from the amount to be delivered by
the mint, which made no charge for seigniorage. Nevertheless,
in England also, gold was rcgularly brought to the Bank by
private persons, where it would be exchanged for notes without
any delay; whereas in the case of gold delivered to the mint, a
period had to elapse before the delivered metal was transformed
into coin, and this entailed a loss of interest. For its part the
Bank made use of the coins minted from its purchase of bars and
foreign coins to meet public requirements.

Finally, we have cases in which the State takes upon itself
the obligation to issue silver coins in exchange for gold delivered
to it, these constituting the'principal circulating medium of the
country. Thus the Indian Government, at the time of the
suspension of free coinage of silver, decreed that the mints were
to deliver, in exchange for English gold money, silver rupees at the
rate of 15 rupees for a sovereign, and this they did six years before
the sovereign was made legal tender and without there being to
this day in India itself any free coinage of gold. In thesgame
way the Mexican Currency Law of 1904 provided that the mints
should give, in exchange for deliveries of gold in bars, silver pesos
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at a definite rate, namely, the rate upon which the new Mexican
gold currency was based; at the same time, however, free coinage
of gold pesos was sanctioned.

All these cages have, therefore, one feature in common with
free coinage, namely, that the person delivering a legally specified
metal may demand in exchange certain types of money at a
legally fixed rate of exchange.

In all monetary systems which provide for an unrestricted
right of changing certain metals into money, and in which the
exercise of this right has not actually Become impossible on
account of some special circumstances, the readiness with which
the money of that metal is provided automatically regulates itself
by the conditions of the bullion and money market. Control by
the authorities can only influence it within very narrow limits.
Such an influence may be exercised by the discount policy of the
large note-issuing banks.

But even in monetary systems which provide for a particular
metal being freely changed into money, types of money exist
which are created independently of deliveries of this metal.

This applies especially to token coins. As far as these are
concerned there are imperative reasons why the State should
reserve to itself the regulation of the extent of their production.
This is done either by the volume of fresh issues of token coins
being from time to time fixed in absolute amount by special
legislation, as in England and the U.S.A., or by prescribing in the
currency laws per ca pita quotas for the coinage of token money—
quotas which increase the possible fresh mintages of these coins
as tlie population increases. We find examples of this in the
States of the Latin Union and in Germany, where the last quota
fixed the limit of coining of silver money at twenty marks per
head of the population.

A similar type of case is instanced by full legal tender coins
which are not composed of the metal whose coinage is unrestricted,
e.g. silver coins in a currency based on the gold standard. In
Germany the coinage of talers was completely suspended as from
1871. The same was done in the States of the Latin Union with
the silver 5-franc pieces at the end of the seventies of the last
century. In the U.S.A., where in*the year 1878 the Bland Act
re-enacted the coinage of silver dollars of full legal tender within
the gold standard, it was provided that the limit up to which these
coins should be struck should be between 2 to 4 million dollars per
month. The Sherman Act of 1890 provided that the normal silver
purchases for monetary purposes by the American Treasury
shonld be 44 million ozs. of fine silver. In India, after the sus-
pehision of free coinage of silver, rupees were coined only by virtue

of speciallaws. In fixing the quantities to be coined, the require-
VOL. II. 25



374 MONEY

ments of the public for token coins were the chief factor taken into
account. At times, however, other aspects lying outside the
sphere of the monetary system entered into the question; in
particular the desire to raise the price of silver. ¢ This last factor
especially influenced the coinage of silver dollars in Ameriea.

It is, of course, obvious that in so far as paper tokens of all
kinds are concerned there can be no question of freely changing
the substance into money. It can, it is true, be quite consistent
with the monetary machine that paper notes should be issued in
exchange for deliveries of the standard metal. But in such a case
it is not a question of freely changing paper into money, but of
changing precious metal into money. Apart from this, the creation
and issue of types of paper money require special regulation. The
rules fall into two categories—they either aim at adjusting the
circulation of money to the public demand, or else they spring
from considerations which lie outside the sphere of the monetary
system, such as considerations appertaining to public finance.

The latter are mostly of primary importance in connection
with actual Government paper money. The economic adjust-
ment of the circulation of money to the demand for it is, however,
the actual raison d’étre of bank notes.

This was particularly marked in the monetary machine of
the German Empire, created by the legislation of the first half of
the seventies of last century.

The German State paper money, which was then issuced to
take the place of the extremely varied paper moncy of the indivi-
dual States, consisted of Imperial Treasury notes. If the reader
will glance back at the history of the origin of these notes as
set out on p. 209, he will see that the only reason for the creation
of these money tokens was a fiscal one. It was desired to facili-
tate the withdrawal by the various States of the territorial paper
notes issued by them (similarly for fiscal reasons) without at the
same time placing upon the Imperial Treasury the additional
burden of having to subsidise the Federal States. The amount
of Treasury notes to be issued was, accordingly, so fixed as to
suffice for the calling in of the territorial paper moneys in accord-
ance with the conditions laid down by the law of the 3oth April.
In so far as this amount excedded 120 million marks, it had to be
withdrawn from circulation within fiftcen years at the cost of
the various States which had received this excess (more than
three marks per head of population) by way of advances for with-
drawing from circulation the excessive amounts of territorial paper
money which had been issued by them. Some justification for
fixing the amount at this figure was found in the fact that the
Reich had deposited the same amount of 120 million marks in
actual gold coins of the Reich as a war treasure in the Julius
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Tower of Spandau. Although, strictly speaking, there is no con-
nection between the war treasure and the Treasury notes, the
occasion of the doubling of the war treasure in 1913 induced the
administrative guthorities to double the issue of Treasury notes.
The seal motive was the desire to strengthen the war treasure of
gold coins without involving the Reich in any financial sacrifices.
Although in the case of the Treasury notes issued between
1874 and 1913 there was no question whatever of any new issue,
yet the notes issuable by the German banks were from the begin-
ning intended to be an elastic part of te German circulation,
and able to expand or contract in accordance with public demand.
For this reason no definite amount for thesé bank notes was fixed
by the legislation of the Reich; but only directly or indirectly
limited maxima were provided, the first as regards the notes issued
by private banks. The Bank Act of the 14th March 1875, Art. 16,
gave to the Reichsbank the express right to ‘“issue bank notes in
accordance with the requirement of its business” without fixing
any absolute maximum amount. A few indirect restrictions were
made, however, such as the 5 per cent. tax on note issues exceeding
a specified amount not covered by the cash reserve of the bank, and
also the provision requiring one-third cover for the notes issued.
Of these two indirect limitations the first could be avoided by pay-
ment of the note tax, which never prevented the bank from expand-
ing its note circulation in accordance with its requirements, and
was, in effect, suspended at the outbreak of the War. Neither did
the provision regarding the one-third cover ever restrict in peace
time the freedom of movement of the Reichsbank, as its actual
cover for the notes was, even on the days of greatest pressure,
always considerably more than the prescribed minimum. During
the War, compliance with the provision as to the one-third cover
was made easier for the Reichsbank by the bank being allowed
to count the notes of the Loan banks as part of its cash cover.
Not until the year 1921, and then only on account of circum-
stances created by the Peace Treaty of Versailles, was it found
necessary tofree the Reichsbank from the one-third cover provision.
Within the above wide limits, which in practice provided all
the margin necessary, the note issue was adjusted to the require-
ments of the public mainly by the mote-issuing banks discounting
such trade bills as complied with the requirements as to security,
and either placing the proceeds to the credit of the presenters of
such bills, or paying them out in the bank’'s own notes. The com-
mercial world could thus, by the discounting of trade bills, obtain
at any time the necessary circulating media in the form of bank
notes, and by the redemption of the discounted bills could at
affly time divert the unrequired notes back to the bank. It was
the duty of the note-issuing banks, andin particular of the Reichs-
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bank, to control the call for money made upon them by so regu-
lating the rate of discount as to avoid too great a strain upon
their position, and, in particular, too great a relative diminution
of their metallic cover.

So far as bank notes were concerned, theref’ore, money was
created—and this happens wherever the bank note fulfills its
proper function and is restricted to heing a circulating medium
adjusting itself to the economic demand for money—by the
discounting of trade bills which were good security and originated
in legitimate business.® The rigid system which would result from
a purely metallic organisation of money is thus transformed into
an elastic system by the bank note based on trade bills. In view
of the large periodic fluctuations to which, as will be shown
in detail below, money demand is subject in a modern economic
society even in times of economic and political peace, this elastic
method of providing money is indispensable.

The bank note has not, however, by any means been at all
times confined to the task of adjusting the circulation of money
to economic demand. Such an instrument created at a negligible
cost must necessarily from the beginning have been exposed to
the risk of all kinds of abuses by the issuing banks as well as by
the State.

The financial advantages to the note-issuing banks, as well
as the financial needs of States, adversely affected the develop-
ment of the bank note from the first, in much the same way as
the profit derived from the debasement of coinage affected the
development of coined money. But just as coinage was legally
safeguarded, an attempt was made to regulate the note-issuing
system so as to put an end to these abuses. In recent times,
however, the issue of bank notes as the more convenient and
cheaper means of providing money for the State in times of
pressure has fully replaced the erstwhile debasement of coins.
It is carried out by large credits being demanded by the financial
authorities from the note-issuing banks, which thereupon place
the equivalent of these credits at the disposal of the State in the
form of bank notes, to an extent far beyond the limits of banking
laws. Events in all belligerent and in many ncutral countries
during the War! show the dévclopment of the bank note as a
means of providing money for the State in circumstances of
extraordinary pressure. The creation of money now no longer
takes place in accordance with the currency needs of the
country, but in accordance with the extent of State expenditure
not covered by other revenue.

This alienation of the bank note from its proper function has
so increased in Germany that on the 31st December 1921 a ndte

1 Sed above, p. 220, etc.
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circulation of the Reichsbank of 122 milliard marks was contrasted
with a gold reserve of only 1 milliard marks; also a total of
trade bills of 1 milliard marks compared with discounted Treasury
bills of the Reich amounting to more than 100 milliard marks.
Sinces then the demands upon the Reichsbank by private in-
dividuals have substantially risen, but the Reich’s own demand
has risen still further. On the 2gth March 1923 a note issue
of 5518 milliard marks stood against, roughly, 227z milliard
marks of discounted trade bills, while the amount of discounted
Treasury bills of the Reich was about 4552 milliard marks.

Thus the experience of the world during and after the War
has clearly proved that the creation of money for fiscal needs is
incompatible with the preservation of the metallic basis of the
monetary system. The world confusion in currency conditions
can be directly traced to a method of creating money, which,
while it may have been occasioned by pressure of circumstance,
is nevertheless unsound.

€ 4. The Relation between the Value of Money and the
Value of Bullion

The method of creating money hasits peculiar importance, both
as regards the relation between the values of money and of metal
and as regards the co-ordination of the various types of money into
a homogeneous system. Two conditions govern the fixed relation
between the value of monev and of a metal. There must be no
restriction upon the possibility of converting the metal into money,
and in order that it.should be possible for types of money not
consisting of the freely coined metal to be embodied in the mone-
tary system, it is necessary that their production should not
depend upon deliveries to the mint of the substance of which
they are composed.

We know that free right of coinage of a metal has the effect
of establishing the above relation, and a more close analysis
will show how this works. If by delivering to the State mints
or to the note-issuing banks an unlimited quantity of the metal
used for coinage, a certain sum of coined money or of bank notes
recognised as a medium of paymeft can be obtained—that is, a
definite sum for each unit of weight of the metal delivered—it is
clear that no one would sell the metal at a less price per unit of
weight than that which he can certainly obtain from the mint
and from the note-issuing bank (allowing, of course, for the
resulting loss of interest during the time when the metal is being
coined). The price of the metal cannot, therefore, fall below that
of its value when it is delivered to a note-issuing bank or to the
mint for free coinage. In Germany the mints were under an
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obligation to coin, without restriction, gold delivered to them at
the rate of 1395 marks per lb. weight of fine gold, charging a
seigniorage of three marks, and the person delivering the gold
could thus demand 1392 marks in gold coins of the Reich for
every lb. weight of fine gold delivered. Over and above. this,
as the Reichsbank was required by law to issue to anyone deliver-
ing gold bank notes to the value of 1392 marks per 1b. weight of
fine gold, it followed that a lb. weight could not become cheaper
than 1392 marks, or that the mark could not rise in value above
soy:nd part of a Ib.'weight of fine gold. Thus, in so far as
the freely coined metal and the money therefrom are concerned,
free coinage sets up a'definite relationship of value, which is, that
the value of the freely coined metal, measured by the money
produced from it, cannot fall below the mint price (viz. the mint
value minus seigniorage), whilst the value of the unit of account
of the freely coined money, measured by the metal, cannot rise
above the mint price. The same applies to the free exchange
of the standard metal for bank notes. Therefore, for the unit
of money there is, by reason of frec coinage or free sale, an
upper limit in terms of the value of a specific quantity of the
standard metal.

This upper limit of value applies not only to the money pro-
duced from the freely coined metal, but also to the money composing
the entire system. If everyone is able to obtain for each unit of
weight of metal a definite sum of full legal tender coins made
of this metal, then so long as the sole question arising is that
of procuring legal tender money there is no reason to offer a
higher equivalent in coined money made of another substance
and which is also legal tender.

In this connection it is very instructive to examine what
happens in the case of a paper currency where free coinage of the
original standard metal continues. In Austria-Hungary, for
example, the paper gulden was inconvertible as from 1858 onwards,
whilst the right of free coinage of silver continued in force.
The mints struck 45 gulden from a Ib. of fine silver and
charged a seigniorage of 1 per cent. A person delivering silver
bullion was thus entitled to 44-55 gulden per Ib. weight of
silver. For ;;';5th of a 1b.*weight of fine silver legal tender
money to the amount of 1 gulden could be procured, even during
the era of the paper currency. The gulden, as such, whether paper
or not, could not therefore, so long as the right of free coinage of
silver continued, be at any time worth more than . }¢;th part of
a |b. weight of fine silver. This upper limit to the value of the
gulden of Austrian currency, in terms of silver, was for a long
time purely theoretical, just as to-day in Germany where the
currency is a paper one tht upper limit to the value of the mark
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given by y-th kg. of fine gold is also purely theoretical. It is,
of course, well known that up to 1878-79 the paper gulden was
always worth much less than its original silver equivalent, and
that one had tg pay much more than 44-55 gulden in Austrian
currepcy for a lb. weight of fine silver. The silver gulden was
quoted with a varying premium, and for the actual currency in
circulation in Austria it ceased to have any importance, just as
at the present time the gold 20-mark piece has ceased to be
of any importance in connection with the value of the Reichs-
mark. The upper limit (in terms of silver) ¢o the Austrian gulden
became, however, of practical effect when the depreciation of
silver commenced. While the price of silver expressed in the cur-
rency of countries with a gold standard kept on falling, the rela-
tion between the Austrian paper currency and such gold standard
currencies remained fairly stable, which, of course, showed itself
in a fall of the price of silver in terms even of the Austrian
paper currency. At last the price of silver in Austrian money
touched in its downward path the rate which was the basis for the
free coinage of silver, and simultaneously with this the premium
on the silver coins disappeared. The value of Austrian money had
reached the upper limit of a definite quantity of silver fixed by
the free coinage of the metal. When the ratio of value between
gold and silver moved further to the disadvantage of the latter,
and the value of silver expressed in terms of the money of gold
standard countries fell accordingly, it followed that, if the free
coinage of silver in Austria-Hungary continued, the stability
which had fortunately been reached between the Austrian
currency and gold currencies would become impossible. In
fact, a further fall in the price of silver would still further
depress the rate of exchange of the Austrian currency in terms
of the moneys of gold standard countries, because so long as the
free coinage of silver continued to operate, the Austrian gulden
—whether silver or paper—could never be worth more than 2¢5th
of a Ib. weight of fine silver. In order to remove this limit
of value which—measured by gold standard currencies—showed
a marked downward tendency, the only method available was
the suspension of the free coinage of silver. This was done in
the year 1879. o "

It is of course possible for the intrinsic contents of individual
types of money to represent a higher value, relatively to the legal
value possessed by them as coin, than would correspond to the
upper limit fixed by the free coinage of the standard metal. The
result is that, though the value of money as such is still restricted
by the upper limit, given by free coinage, the coins with the
hrgher intrinsic value, instead of being given and received at
the nominal value assigned to them,sare dealt in at a varying
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premium, and they accordingly drop out of the monetary system
altogether and cease to have any influence on the value of the
monetary unit. Many examples have been given in the historical
part of this book. In the modern history of monetary systems
a particularly characteristic phenomenon is the disturbance pro-
duced in the monetary systems of Japan, Mexico, the Philippines,
etc., by the increase in the price of silver in the years 1906 and
1907. In Japan the free coinage of gold was in force from 1897
onwards, and in Mexico from 1904. The silver content of the
current silver coins represented a value which corresponded to
the upper limit of value as fixed by the free coinage of gold, when
the London price of ‘silver was about 2g9d. per standard ounce.
When the price of silver rose to 33d., the relations of the Japanese,
Mexican, etc., currencies to gold and to gold standard currencies
were in no way affected. The silver coins merely went to a
premium and disappeared from circulation. Similar phenomena
occurred when, during the War, the ratio of value between gold
and silver shifted strongly in favour of the white metal.

The conditions here discussed are particularly interesting in
the case of the double standard. In this case both metals are
freely coined, and the coins of both metals are endowed with a
specified value in terms of one and the same unit. In accordance
with what has just been said, the upper limit for the money value
is, in a double-standard currency, defined first by a specific
quantity of gold, and then by a specific quantity of silver. If
we turn back to the former French double-standard currency, we
find that the upper limit to the value of the unit of money, the
franc, was fixed both by a specific quantity of gold (j; gr. of
standard gold) as well as by a definite quantity of silver (5 gr.
of standard silver). The matter was quite simple when these
quantities of gold and silver corresponded in value, which, as is
well known, only occurred when the ratio of value between gold
and silver stood at 154 to 1. If, however, the two quantities of
metal did not correspond in value, and thus gave two different
upper limits, what then/ It is in the very nature of things that
one only of the two limits could be effective, and that limit would
necessarily be the lower of the two. If for 5 gr. of standard silver
one could obtain a franc in legal tender money, and if one could
also obtain it for g} gr. of standard gold, but the latter quantity
was worth more than 5 gr. of standard silver, there would be
no reason for anyone to value the franc higher than 5 gr. of
standard silver. The franc could not, therefore, be worth more
than this. The rule that the value of an economic object is
defined by the lowest cost at which it can be produced in sufficient
quantities applies here also. This explains why in a double-
standard currency the metal, which is at any monent rated cheaper
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by the market than it is by the legal ratio, is the determinant
of the value of money and why coins of the other metal go to a
premium and disappear from the monetary system.

We can therefore sum up as follows:—

When no restriction exists upon the conversion of metal into
money, the monetary unit is given an upper limit of value in
consequence of the definite ratio established by the terms of
conversion of metal into coin. If more than one metal is con-
vertible into money without restriction, then of the two limits
given by the metallic equivalents the lower is always the one
which becomes effective. If no metal is convertible into money
without restriction (and no other commodity can be considered
in practice), then there is no equation between money and metal
or any third commodity, and, therefore, upper limit to the value
of money.

Now for the other side of the problem, the question of the
existence of a lower limit to the value of money and the con-
ditions underlying it.

The legal and economic conditions which give to coins a value
in excess of their intrinsic value may under certain conditions
become inoperative. No piece of money of any kind can, how-
cver, be worth less than the substance of which it is composed.
Thus, for example, the silver coins of the Reich had in the last few
years before the War a value as German money which was about
three times as high as the value of their metallic contents.
For a mark of coined silver, with fine silver content of 5 gr.,
one could buy about 15 gr. of fine silver. It would, however,
only"have been necessary to introduce free coinage for the silver
coins of the Reich, and to make them legal tender, in order to
cause the value of the mark to exceed that of 5 gr. of fine silver
only by the small amount of the seigniorage. The legal validity
of the 1-mark piece would, of course, have remained unaffected.
The coin would still have been ““ current ” for one mark. Measured,
however, by the silver metal—that is, by the contents of the
coin—the 1-mark piece would have been reduced to one-third of
its former value—that is, to the value only of its content—but
never below it.

The actual intrinsic value of the content of individual types
of money is, therefore, the determining factor in establishing the
lower limit for the value of money.

A fixed or nearly fixed ratio of value between money and
the metal can only be absolutely secured where the upper limit
given by the conversion ratio almost coincides with the lower
limit given by the intrinsic content, or where special measures
art taken to fix the value of money at the upper limit independ-
ently of the intrinsic contents of the given types of coinage.
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The former is clearly the case wherever coins are freely coined
and maintained at their full value. If a Ib. weight of fine gold
produces 1395 marks, and for a lb. weight of fine gold the mint
returns 1395 marks less 3 marks for seigniorage—that is, 1392
marks—then one mark in gold coins of the Reich can never be
worth less than y¢4sth of a lb. weight of fine gold, as, apart
from the small deficiency by wear, the gold coins of the Reich
contain, in effect, ;¢sth of a lb. weight of fine gold for every
mark. At the same time the mark cannot be worth more than
rovgnd of a Ib. welght of fine gold. Therefore, with freely
coined money preserved at its full value by a limit of permitted
wear fixed by law, fhe value which the coins have, as money,
coincides, practically speaking, with the value of the substance
which they contain, and this coincidence is a natural corollary
and not merely accidental or temporary. For this reason we call
such types of money full weight money or standard money.

Types of money for uhlch there is no right of free coinage are
not, or at least not as a natural corollary, of full weight irrespective
of whether or not in their case metal can be changed into money
without restriction. The Mexican silver peso, for example, can
be obtained without any restriction at a fixed rate in exchange
for deliveries of gold bullion. But it is clear that the peso is not
necessarily of full weight, as the silver of which it is composed
may be worth more to-day and less to-morrow in terms of the gold
in exchange for which it is issued. The silver peso does not differ
in this respect from silver coins within a gold standard system,
the coinage of which is absolutely independent of deliveries of
any metal whatsoever. The same, or rather parallel, position is
clearly illustrated by paper notes issued in exchange for deliveries
of a metal. In this case the intrinsic value is nil, and there can,
therefore, be no question of any full weight.

Money which is not thus of full weight is generally called ““over-
rated money "’ or “‘token moncy ""—that is, the value of its content
is less than the value of the units of money which it represents.
Paper notes, provided that they have not become wholly depreciated
and thereby ceased to be money, are always in this categorv.

So also, generally, are silver token coins in a gold standard
currency and silver money in*a limping gold standard currency.
So long, however, as the question is one of coins—that is, pieces
of money the substance of which has some value—the possibility
exists that an increase in the price of the metal of which the coins
are composed may bring the intrinsic value of the coins to the level
of their value as money, or even above it. In Japan, Mexico,
the Philippines, etc., this happened in the years 1906 and 1907,
and during the War, in India, when the intrinsic value of the
silver coins not freely coimed reached and passed their value as
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money. These silver coins accordingly changed, merely by reason
of changes on the bullion market, from an overrated money into
a money of de facto full value, and finally into a money of more
than full weight.

From this it follows that a differentiation between full weight
and overrated money, 7.e. between standard and token money,
does not exhaust the subject. Logically the differentiation
should be only as between ex institutione full weight money and
money which 1s not full weight ex institutione, the question remain-
ing open whether, and if so, to what degree the latter, even
when it is intended as token money, can occasionally be also
of full weight or even of more than full weight. It is manifestly
impossible that this could happen in the case of money of no
intrinsic value—that is, paper money, or, indeed, money consist-
ing of the same metal as the full weight money but containing
a smaller specific weight (overrated silver token coins in a
silver standard currency). All these cases concern solely token
money.

Once it is clearly appreciated that the only money which is
ex institutione of full weight is that which is freely coined and
preserved at full value, the question arises how a fixed value in
terms of such money may be given to token money.

In the first part of this book it was shown how this problem
was solved in the historical development of monetary systems;
here we have to subject it to a theoretical analysis.

As the concrete properties of such money do not come into
consideration, the solution can only come by way of the law.

The law gives to-all types of money in a monetary system,
irrespective of whether they are of full weight or not, a definite
validity expressed in the unit of account of the system—that is,
it gives them a definite ““nominal value.” Coins and paper notes
bear in their impression or imprint a description of the value
assigned to them in terms of the unit of account of the system, or,
if the impression or imprint relates to some other unit of account
or to some specially named coin (such as talers or sovereigns),
the pieces are given by statute or decree a nominal value in terms
of the appropriate unit of account. It must be remembered that
the mere impression of some specilic designation of value on a
coin is of itself of no importance, and that it only attains import-
ance when the law gives to individual coins the property of acting
as money at the nominal value assigned to them. This bestowal
upon individual types of money, of the quality of acting as money,
at graduated nominal values all expressed in terms of the same
unit of account, is equivalent to fixing definite ratios of value
between the most multifarious kinds of money.

The mere fixing by law of such a serfal order of value between
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the various types does not, of course, mean that the relative values
obtain in practice. If this were so, the problems of the double
standard, of paper currency, token coins, etc., would never have
existed. In spite of the connecting link provided by the nominal
values expressed in terms of one and the same unit of account there
has always been the possibility of the various types of money
falling out of line with one another. .Some of the types are then
valued higher than others by the public who are prepared to pay
a “premium "’ or “agio’’ for them, over and above their lcgal
value. For as all coins and notes which have been made money
can be used for the settlement of money debts at the nominal
value assigned to them, the divergence cannot be manifested by
particular types of money being given and received at a value
which is lower than their assigned nominal value. They cannot
in the ordinary way receive a ‘'negative agio” or “disagio” or
“discount.” This is only possible wherc the overrated money is
either not full legal tender at its nominal value, or where the
commercial world, and in some cases also the State, base new
contracts not on money as such, but on specific types of moncy
of full value. When, as has often happened, schedules of railway
rates, Customs dues, etc., are payable in terms of gold under a
paper currency standard, while payment is actually accepted in
paper money at the rate of the day, then we can speak of a
“disagio” on the paper money.

If, then, because they have gone to a premium, one or more
types of money drop out from the fixed serial order of value of
the system prescribed by law, the reason for this cannot be
sought for in the legal assignment of the function of acting as
money, for it is the circulation which gives to these coins a value
which exceeds their legal value as money. The reason lies out-
side the sphere of law and depends chiefly on the material content
of the money circulating at a premium.!

! If any type of currency is worth more than its nominal value, this
might be due, apart from questions of intrinsic value, to the existenco
of an exceptionally great demand for that particular currency, a demand
exceceding the available circulation. Thus in the first days of the War
there was so sudden an increase in the demand for small change that
in many cases a considerable premium was paid for silver coins and small
notes. Similarly in the autumn of 1922 the note-printing press could not
keep pace with the rapid depreciation of German currency, so that change
in notes of denominations of less than 10,000 marks could only be obtained
by paying a premium. Another case of a premium not due to the value of
the money substance may sometimes be found in the fact that a type of
currency also ranks as money abroad and enjoys there a legal validity
which, in terms of the actual ratio of value between fureign and home
money, exceeds its corresponding validity at home. Examples.—The
Austrian taler was by law worth 3 marks in Germany and 1} gulden in
Austria. When the ratio between the German and the Austrian units of
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Such disintegration of a monetary system consisting of varied
types of money of different substances can, therefore, only be
averted by bringing the value of money, as such, and the value
of all the types, into conformity with that value of the unit of
account which arises from the statutory value of the type having
the most valuable intrinsic content.

Where a metal is convertible into money without limit, and
thus fixes an upper limit to the value of money, care must be
taken to avoid endowing any specific type of money with a metallic
content representing a value higher than t#e conversion ratio of
the freely coinable metal, or capable of exceeding this value by a
possible rise in the value on the open market of the metal out of
which the particular coin is made. It was the recognition of this
necessity which led to the issue of silver token coins, with a
content less than that corresponding to the then gold value of
the unit of account, as instanced in England in 1816, and in the
States of the French double standard in the sixties of last century.

When, however, the specific contents of the several types of
money represent a value below that of the upper limit referred
to, it is imperative that everyone should at all times be able to
obtain, without trouble or sacrifice, for any quantity of the over-
rated or token money, an amount of standard money of equal
nominal value, or even the standard metal itself, at a rate of
exchange nearly corresponding to the conversion ratio of the
freely coinable metal. If this is not the case it will be im-
possible to avert the full value money going to a premium, and
the value of money as such falling below the upper limit. A
fixed relation of value between money as such and the freely
coinable metal can only be obtained when these conditions are
satisfied.

This end can be reached by direct or indirect methods.

It may be sufficient for the purpose that the State should
restrict the supply of token money within such narrow limits that
the very limitation of the available supply renders it impossible
for the standard money to go to a premium, and makes it quite
easy to obtain standard money in exchange for token money.

money was 1-50 marks=1 gulden, the 3 narks given for an Austrian taler
in Germany corresponded to 2 gulden in Austrian currency—that is, to §
gulden more than in Austria. In Italy, in the nineties of the last century,
when gold money for a time went to a premium of 16 per cent., the silver
5-lira coins and even the silver token coins commanded the same premium,
although the silver content of these coins represented a smaller value in
Italian lire than corresponded to their nominal legal face value. The
reason for this, at first-sight astounding phenomenon, lay in the fact that the
silver coins in question also ranked as money at their nominal value—that
is on an equality with gold coin—in France and in the other States of
the Latin Union, )
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This is the case in particular wherever the State, through its
Treasury, accepts the various types of money in payment at their
nominal value without any distinction between them, and at the
same time when making payments meets the wishes of the public
in regard to the types of money desired. In such a case we have,
in fact, an indirect convertibility of any one type of money into
another.

The State can also provide dxrectly by statute for the con-
vertibility of its tokens into standard money. Such converti-
bility secures for the type of money, even though it has the
property of money in but a restricted degree, an equality of value
with the standard money. This applies both to metallic token

money and to bank notes and paper money issued by the State.

The measures which secure that the money declared by law
to be of full value shall always be obtained in exchange for all
other types of money, measures which in fact produce and pre-
serve the serial order of value desired by law, at the same time
bring about the result that money as such, no matter in what
substance it is embodied, bears the same relation to the freely
coined metal as do the coins struck from that metal itself.

As, until the outbreak of the War, one could always obtain in
exchange for 1395 marks of silver coins, or of bank and Treasury
notes, an equal amount in Imperial gold coins, and as these latter
actually contained 1 Ib. weight of fine gold, everyone could procure
1 1b. weight of fine gold by paying 1395 marks, irrespective of the
type of currency used for making the payments. The mark as
such could not, therefore, be worth less than y4th of a Ib.
weight of fine gold. .

Thus the lower limit of value, given in the case of full weight
money by virtue of its metallic content, applies also to money
in general in virtue of these arrangements. In the relation of
value between freely coinable metal and money as such, the
upper and lower limits will coincide in such an organisation
within a very small margin, just as they do in the relation between
the freely struck coins maintained at their full standard value
and the metal out of which they are made. The price of a Ib.
weight of fine gold could, in terms of the German monetary system
existing up to the outbreak "of war, fluctuate only between the
limits of 1392 and 1395 marks.

We have seen that the unrestricted convertibility of a metal
into money need not necessarily take the form of free coinage,
but can also be affected by the issue in, exchange for the un-
restrictedly convertible metal, of types of money produced from
another substance, as, for instance, by the issue of silver coins
or paper notes in exchange for delivery of gold in bars, or in
exchange for certain fofeign moneys. Where only this trans-
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formability exists there is no standard full rate money. (Example.
—The currency of India between the years 1893 and 18¢8.) But
in this case also the relation of value between the metal which
can be converted without restriction and money as such can be
fixed by the State receiving the metal or documents carrying a
claim to the metal (such as bills drawn on gold standard countries)
in exchange for its own money at a rate corresponding as nearly
as possible to the conversion rate, or allowing others to receive
metal or claims thereto. .

We have, therefore, the following conditions for establishing
a definite and narrowly circumscribed relation of value between
metal and money :—

(1) Certain arrangements which secure the unrestricted converti-
bility of a metal into money on the basis of a conversion ratio.

(2) Certain arrangements which provide for an unrestricted
possibility of obtaining that metal in exchange for money as such,
and at a rate nearly coinciding with the conversion ratio.

Where both these conditions apply, the monetary system is
a normative one. Where one or both are missing, we have a
free currency.

At the same time the unrestricted possibility of obtaining the
type of money which is intrinsically the most valuable, and of
obtaining it in exchange for all other types of money—which
coincides with condition No. 2 in the case of normative standard
currencies—is the connecting link which prevents the monetary
system from splitting up and which secures the preservation of
the sgrial order of value of individual types as intended by the law,
by virtue of the legal alidity assigned to the various types.

After analysing the necessary arrangements for determining
a relation of value between a metal and money, we must briefly
examine the limits within which the relation is possible.

This limit is produced by the difference in the price at which
the State issues legal tender money in exchange for bullion
deliveries (in Germany 1392 marks for 1 lb. weight of fine gold),
and that at which freely coinable metal can be exchanged for
legal tender (in Germany before the War 1 1b. weight of fine gold
for 1395 marks). As in the case of free coinage, the latter price
is fixed by the coinage standard, the extent of the margin in
such a case depends upon the charges incurred by a person
delivering metal to be coined—that is, it depends on the amount
of seigniorage and possibly also on the loss of interest during the
period of coinage. Where a central note-issuing bank arranges
for the actual coining, or where coinage is replaced by an issue of
notes against deliveries of the standard metal, the determining
factor is the price paid by the bank, which in its turn is con-
ditioned by the amount of the seigniorage.
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In earlier times, when the coinage of money was still regarded
as an exploitable institution, the overlords who enjoyed the rights
of coining used to charge ‘“brassage,’”’ or more strictly ‘“seignior-
age,” far above the costs they incurred. So long as these “seig-
neurs’”’ managed to retain for their mints a complete monopoly of
the purchase of the output of the native mines as well as of the
imported precious metals, they could compel those who delivered
the precious metals to accept a price for their gold or silver which
represented a considerable reduction from the value of the metals
on the basis of the standard of coinage. But a high rate of
seigniorage was only maintained for any length of time by con-
tinuous debasements of the coinage. The buying monopoly in
the case of gold and silver could not in practice be strictly enforced.
If the mints desired to receive precious metals, they were com-
pelled to give a higher price according to the inferiority of the
content of the circulating currency. They could then extract a
seigniorage only by a further diminution of the metallic content
of the coins issued.

The modern conception of a monetary system as a public
institution, the proper upkeep of which may involve considerable
financial sacrifices by the State, has made it the rule that the
State, when coining for private account, should only charge
actual prime cost. In England and in the United States of
America it is even the rule to make no charge for minting.
In other States only a few thousandth parts of the value of
the metal are charged.

Various views are held as to how the amount of the seigniorage
should be arrived at. An interesting analysis was given during
the deliberations of the Reichstag on the Currency Act of the
gth July 1873 in the discussion between the Government repre-
sentative, Otto Michaelis, and Ludwig Bamberger.? The former
argued in favour of the State charging more than the actual cost
of minting when striking gold coins for private account, so that
the Treasury might be recompensed for the expenses incurred in
preserving the full weight of the gold coins so minted. This addi-
tional charge was to be used to meet not only the loss which
would occur when the coins in question became worn, but also
the expenses of the State‘in ultimately recoining these worn
coins. Basing himself upon these arguments, Michaelis calculated
that a seigniorage of 8 marks per lb. of fine gold should be
charged. In support of this relatively high rate, he adduced
not only the financial considerations referred to, but also an
economic argument. He asserted that by a relatively high charge
of this kind the value of coined money would be maintained
at a correspondingly higher level than that of its mere content,

1 Cf. the author’s Geschichte dey Deutschen Geldyeform, pp. 219-224.
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and the export and melting down of coined money would thereby
be rendered more difficult.

Against these arguments in favour of a high rate of seigniorage
it may be said:

These is no justification whatever for placing upon those who
cause gold to be minted the burden of the charges incurred for
abrasion and consequent recoinage. In contrast to England, the
German States had called in'and recoined pieces which had lost
more than the tolerated deficiency and defrayed the consequential
charges at the cost of the general community®because these coins
had become worn in the service of the community. The coins
struck for private account circulate, howevet, just as much in
the service of the community as do the coins minted for account
of the State. Just as the English system, which threw the loss
resulting from abrasion upon the last accidental owner, is con-
sidered to be unjust, so it would be equally unjust to place the
burden of the charges resulting from abrasion upon the shoulders
of those who cause bullion to be presented for coinage, as these
charges do not arise from the coining but from the circulation of
the coins. Inany event, Michaelis’ calculation of the higher rate of
seigniorage could easily have been reduced to absurdity. Driven
to its logical conclusion it would, necessitate an addition being
made to the seigniorage, not only on account of the first recoinage
but for every subsequent recoinage ad infinitum.

Even the apparent protection against the export and melting
down of coined money cannot be secured by a high seigniorage
in the_case of freely coined money. This question we must in-
vestxgatu in greater detail when discussing the international con-
nections of the monetary system (Chap. VI). Here we need only
say that a higher seigniorage affects the relation of value between
metal and money in the sense asserted only so long as a demand
for fresh supplies of media of payment exists. As soon, however,
as trade circumstances increase the demand for the money metal
or for foreign media of payment, the value of coined money is
determined simply by its metallic content. The alleged protec-
tion against melting down and export is seen, therefore, to fail
in the very circumstances in which it should become operative.
Looking at it from another angle, a high seigniorage implies a cer-
tain retardation of the inflow of the standard metal. In the inter-
national trade in bullion the smallest margins are determinative.
The foreign exchange broker calculates in fractions of thousandth
parts whether it is cheaper for him to buy bills of exchange on
a country or to send gold to be coined. The import of gold is
checked by high cost of coinage.

Therefore, in order to restrict as much as possible fluctuations

in the value of the metal and in the value of money, and also in
VOL. 1I. 26
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order to ensure the speediest provision of the means of circula-
tion, it seems advisable that seigniorage should be charged at a
low rate.

This applies also to the “hylodromic margin” in all cases
where a fixed ratio of value between a metal and money has been
created by means other than free coinage.

€ 5. The Position of the sevefal Types of Money in the
Monetary System

The functions of the various types of money within the
monetary system ‘and their mutual relation to cach other are
regulated by a series of legal enactments. This regulation is
closely connected with the endeavour to co-ordinate the various
types of money into a permanent coherent system and to preserve
a permanent and stable relation of value between some specific
metal (standard metal) and moncy as such. For that reason we
have already had partly to consider these legal provisions and the
resultant ‘‘ functional subdivision” of the money types.

The most important line of differentiation is that based on the
degree of the power of payment. This has already been investi-
gated in detail (Book 2, Chap. IV, para. &), and we nced, there-
fore, only recapitulate it here.

I. Inthe first place, we have money of full legal tender between
individuals up to any amount. Such money must exist in every
well-regulated system. Where a breach has been made in this
basic principle a coherent and orderly system no longer exists.
Such is the case where, for example, a paper currency which has
the power of full legal tender in private transactions is not
accepted by important offices of the State, such as the Customs
offices, and where, in fact, the latter demand payment in another
type of currency, possibly even in a type which, as in the case of
the Austrian gold gulden created in 1867, has no power of legal
tender in private transactions.

2. We have, further, various types of money with limited legal
tender power.

(@) In this category come the (convertible) bank notes with
legal tender powers; notes which are legal tender both in private
transactions and in payments to the Treasury, but nced not be
accepted in payment by anyone receiving payments from the
issuer.

(6) All those types of money which are not legal media of
payment in private transactions but have the power of legal
tender in payments to the Treasury.

(¢) Finally, those types of money which must be accepted in
payment, up to certaim specified amounts: in excess of which
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amounts, however, they are legal tender only in payments to the
Treasury, or else not at all.

As far as terminology is concerned the following remarks may
be made:—

Thecategory mentioned under No. 1 has been called “‘standard
money.” For category No. 2 no comprehensive name is avail-
able. In practice the group mentioned under 2 () is represented
solely by convertible bank notes with legal tender powers. The
group under 2 (b) is money with legal tender powers in payments
to the Treasury. That under 2 (c) is generaily known as “token
money.”” Knapp sets up a division into “obligatory money,”
which is money in regard to which compulsion to accept exists
not only in connection with payments to the Treasury, but also
in private transactions; and ‘‘facultative money” which has the
power of legal tender only in payments to the Treasury but not
in private transactions. As falling within the class of *“ obligatory
money,”’ he considers not only category 1 but also group 2 (a).
He regards group 2 (b) as “‘facultative money.” Those types of
money ‘the obligatory or facultative property of which depends
upon the amount to be paid "—group 2 (c)—he describes, in con-
formity with common parlance, as ““token money.” The words
““current money '’ he would like to see applied only to “ obligatory
money,” which in fact corresponds in every way to the historical
meaning of this word in contrast to the term ‘‘token money.”
““Current money "’ has thus a wider meaning than our conception
of ““standard money,” which includes only category 1—that is,
money with unlimited power of legal tender not only as far as
amount and payee are.concerned, but also as regards the payer.

In their mutual relation the various types of money of one
and the same system can be differentiated by the criterion of
convertibility. We have seen that for the purpose of securing
the serial order of value of the various types of money--as desired
by law—certain categories of money are frequently endowed with
the property of convertibility into certain other types. The
person accepting such convertible money is in fact satisfied as
against the person giving it and has no claim for redress against
the latter. On the other hand, he has a claim against the State
gr against the agencies issuing the ‘money by authority of the

tate.

The right or claim to convert or exchange may be reciprocal.
Side by side with the obligation of the Treasury to convert token
money upon demand into standard money there is an obligation
for them to issue, upon demand, token money in exchange for
deliveries of standard money. This exists, for example, in the
United States of America. In addition to the convertibility of
bank notes there quite frequently exists, as we have seen, the
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obligation to issue bank notes in exchange for deliveries of gold
bullion or coins. Theoretically, nothing stands in the way of con-
ferring upon every category of money a claim to be exchanged
into all other categories of money. In practice, this exchange-
ability is effected in every well-organised monetary system, which
functions without friction, by special arrangements for control-
ling and regulating the circulating currency (see below, para. 8).
An indirect convertibility or exchangeability exists wherever the
Treasury and its agencies (including the note-issuing banks)
accept without restriction the various types of money, at their
nominal value, in payments made to them, but in making pay-
ments do not force the receiver to accept any specific type of
money, but comply with his wishes.

The characteristic of convertibility leads Knapp to differenti-
ate between definitive (inconvertible) and provisional (convertible)
money. He includes in the latter group also those types of
money which are “indirectly convertible” in the above sense- -
that is, those which are accepted in payment without restriction
by the Treasury but are not forced upon unwilling creditors.

Money which is directly convertible is frequently described
in monetary literature on the subject as credit money, and has
at times been divided into sccured and unsecured credit money
according as to whether a special fund for its conversion has
been set up or not. ‘““Secured credit money " comprises in
general only bank notes which have not been declared incon-
vertible. In the interests of their own solvency the banks must
always hold a sufficient reserve or fund for the redemption of
their notes. In most cases they are by law required to hold
a specified minimum of cover, and the nature of this cover
is also specified. On the other hand, the State does not, as
a rule, keep any special reserve as cover for the “credit money"”
issued by it. In so far as demands are made upon the State
to convert any money issued by it, these are met by the
Treasury’s current resources.  In Germany, while the gold
standard currency was in force, no special fund was set up
for the redemption of either Treasury notes or of token coins.
Such notes or coins were, redeemed by the Reichsbank and
were charged against the gencral credit account of the Treasury
in the books of the bank.

Some writers on the theory of money regard all money, the
intrinsic value of which is less than its value as money, as * credit
money,” although types of overrated or token money exist which
are in no way convertible and certainly do not convey any right
of claim under civil law.

The German monetary system provided an example of this in
the talers. These diffeted from the Imperial silver coins in that
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the Reich was under no obligation whatever to convert them upon
demand into Imperial gold coins.

Similar to the position of the talers in Germany, is the position
of all silver coins in England and in America. The State is
under po obligation to give to anyone upon demand gold coins of
standard value in exchange for overrated token coins. The
money value of these coins, which exceeds their intrinsic value,
cannot, therefore, be based upon an implied right of claim upon
the State.

In free currencies with suspended coinage of the standard
metal, in which the intrinsic value of all types of money is less
than their actual value as money, the higher value cannot be
ascribed to ‘““credit,” if only because no standard coins exist
into which the other coins are exchangeable and from which
they derive their value by way of credit. In the Dutch monetary
system between 1873 and 1875, in the Austrian between 1879
and 1892, and in the Indian from 1893 to 1899, there actually
existed no money of full standard value. The money value of
the Dutch and Austrian silver gulden, and of the Indian rupee,
a value which was in excess of the intrinsic value of these coins,
was an absolutely independent thing not based upon any other
object of value. It was not even based upon any rating in terms
of standard money, and certainly not upon any right to claim
standard money, but sprang solely from the legal tender power
assigned to these coins and from the restriction of coinage.

How little up to that time monetary theory managed to free
itself from the erroneous conception that overrated money must
be credit money and must at least derive its value from that of
some standard money is shown by the confused views widely
held regarding the position of the Austrian currency from the year
1879 onwards. The phenomenon of the rise in value of the coined
Austrian silver gulden, after the suspension of the free coinage
of silver, above the value of its silver content puzzled people
mainly because it was not apparent from which type of money of
higher intrinsic value the silver gulden derived a value exceeding
that of its silver content. Recourse was had, therefore, to the
extraordinary explanation that the value of the silver gulden had
been raised above its metallic value only because of its connection
with the paper gulden; but it was not explained by what kind
of connection the paper gulden should have been kept at a higher
value than its paper value.

We thus have to discriminate between the following classes
of overrated or token money :—

1. Token money which derives its monetary value from some
standard money by () a mere assignment to it of the quality of
money at a certain nominal value, and () #h additional assignment
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to it of an implied claim to redemption in standard money at
the assigned nominal value.

2. Token money, the money value of which is not derivative
but is independent and based exclusively on its character as a
legal medium of payment. y

The types included in 1 (@) and 1 (b) supplement standard
money in normative currencies; the types included in No. 2
comprise money in the free currencies.

The above exposition of the relation between credit money and
overrated money shows that the attributes of convertibility and
of overvaluation do not coincide. Knapp attaches the greatest
importance to the fact that, in principle, the “functional” differ-
entiation between types of money according to the degree in
which they are legal tender and convertible is quite independent
of the differentiation based upon “genetic” and ““dromic” quali-
ties—that is to say, neither the degree of legal tender power
possessed by the particular types of money, nor their degree of
convertibility, are determined by the specific nature of the rela-
tion of value between money and the metallic substance (full
weight coins, overrated token, etc.). In support of this con-
tention he adduces examples showing that overrated silver money
with restricted or suspended coinage, as well as paper notes,
frequently enjoyed and still enjoy the privilege of being full legal
tender; that such moncy is now and again convertible (pro-
visional money), and again is sometimes inconvertible (definitive
money). These examples are to the point. The theoretical
independence of the various lines of differentiation should not,
however, lead us to overlook the fact that it is usually upon
quite definite combinations of various characteristics that mone-
tary systems are built up. Because Knapp for the first time
succeeded in working out the above analysis to its logical con-
clusions, we should not be justified in neglecting the syntheses
of the monetary organisations.

Although it often happens that the overrated types of money
are endowed with full legal tender power and have the property
of being ““definitive”” money, the contrary case, namely, that of
freely coined full-weight standard money which is restricted in
its legal tender powers, does not occur in any monetary system.
Convertibility in terms of money of higher intrinsic value cannot,
of course, arise. Restrictions of the power of legal tender and
of convertibility, in the proper sense of the word, exist in practice
only in the case of types of money which arc not of full value
ex institutione, and this state of affairs provides its own justifica-
tion. The historical development of monetary systems shows
that restrictions of the legal tender power arose as a means of
checking the deliberate overvaluation of the small money neces-
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sary in economic intercourse. To this day the restriction of the
power of legal tender has no other meaning than that of confining
the overrated coins referred to, which are so necessary in small
transactions, to a specific and narrowly circumscribed sphere of
payments. The same purpose is served by keeping the issue of
such types of money within definite quotas per head of population
or to specific absolute amounts. The purpose of convertibility is to
maintain the legal serial order of value of the various types of
money. Convertibility of the overrated types into standard
money Is intended to exclude the possibility of standard types
going to a premium and of the monetary ynit being thereby
depreciated. Thus convertibility has no meaning in the case of
full-weight money.

In other words, the restrictions of the legal tender power and
of convertibility are, theoretically, independent of the method of
creating money and of the relations of value between money and
the money substance, but they have a meaning and purpose only
in the light of differences existing between the intrinsic values of
the several types of money. This is most clearly seen where
convertibility and the restriction of the legal tender power are
treated as a means of incorporating inferior types of money in
their proper place in a monetary system based on money of full
weight ex institutione. The classical example is the simple gold
standard system in which the only full legal tender coins are gold
coins of full weight; all other types—silver, nickel, and copper
coins, bank notes and paper money of the State—being con-
vertihle into gold, a system which of set purpose limits the coinage
of overrated silver, nitkel and copper coins, and reduces their
legal tender powers to specific amounts.

But even where there is no normative currency and no standard
money of full weight, the functional differences have a meaning
only when applied to types of money of different intrinsic values.
India had token money and Treasury notes convertible into silver
rupees even at the time when, by reason of the suspension of
the free coinage of silver, the currency became free and the rupee
stood at a considerably higher value than that of its effective
silver content. The result was that the actual silver content of
the rupee represented, for Indian money in general, irrespective
of the substance of which it was made, at least the lower, if no
longer the upper limit of value. On the other hand, restriction
of legal tender power is sometimes found even when the types
of money limited in their legal tender power equal, or even exceed,
full legal tender money in the value of their intrinsic contents.
In so far as this has any meaning at all and is not merely blind
imitation, it can only be explained as an arrangement for pro-
tecting the receiver of large payments agdinst being swamped by
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large quantities of small money. Convertibility in such cases
only serves the purpose of regulating the condition of the circula-
tion, and not of co-ordinating the monetary system. For the
rest, paper token money with limited legal tender power is just
as meaningless under a paper standard currency as it is under
such a standard silver token money which—apart from the
limitation of its legal tender powers—may even be made con-
vertible into full legal tender paper notes.

It is impossible to draw other functional distinctions than
those based on the degree of legal tender power and on the degree
of convertibility. In particular, the differentiation between
“valuta” and ““accessory’” money put forward by Knapp as
the most important of such functional differences is untenable.
The underlying ideas are, however, so instructive that Knapp's
thesis cannot be dismissed without further examination.

Knapp regards as ‘““valuta money” that definite—that is,
inconvertible—type of money which the State always keeps in
hand for payments to be made by the Treasury, and which the
public are forced to accept (see p. 93 of his work). ~ All other types
of money are ‘‘accessory.” In order to classify the monetary
systems of various countries, Knapp argues that one must use
‘““valuta money”’ as the starting-point (p. 101).

In the first place, it is clear that Knapp's concept of valuta
money only represents a new idea opposed to the concept of
definitive money where at least two definite types of money exist,
as, for example, in France, before the War, in the case of the gold
coins and the silver 5-franc pieces. Where there is only one de-
finitive type, as was the case with the gold coins before the War
in England and Germany, this type must, according to the defini-
tion of Knapp, be at the same time also valuta money.

This considerably restricts the area of differentiation between
valuta money and definitive money. But it must be admitted
that Knapp lays stress on the theoretical rather than on the
practical importance of the question.

Where, therefore, two definitive types of money legally exist side
by side, whether gold and silver money, or whether, as at present
in Germany and in most other countries, metallic money and in-
convertible paper money, ‘the question arises as to how this
concurrent existence functions. Two possibilities may be
imagined. Either the legal equality between the two definite
money types is lost in practice through the intrinsically more
valuable of the two types commanding a premium, or else the
legal equality continues notwithstanding the non-convertibility
of one of the types into the other.

The former contingency was realised in the French double-
standard currency. Gold and silver coins were equally dcfinitive
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money; but it was not found possible to preserve the equality
of value between them. In the first stage of the French double
standard system, gold money went to a premium, and in the next
stage silver money went to a premium. Similarly, the issue of
inconvertible paper money side by side with metallic money of
full weight has, as a rule, led to the latter going to a premium,
or even to its disappearing entirely from circulation. The appear-
ance of a premium or agio means nothing more nor less, however,
than that the money which goes to a premium disappears from
the monetary system and is no longer a teterminant of the unit
of value of that system, which unit can naturally be derived
only from a type of currency circulating’at its nominal value.
Thus only one of the two definitive money types remains
within the system. If this definitive type, which circulates at
its nominal value, in contrast to the type which has gone to
a premium or has altogether vanished from circulation, be called
“valuta money,” this nomenclature does not appear to be open to
any objection; but the advantage to be gained from it is not clear.

Moreover, Knapp’s method of differentiation does not fit all
cases. According to him, at the period when the French double
standard was in force, the choice of the valuta money lay with
the State administration. Whichever type of money was at any
time chosen for use in Treasury payments was, for the time being,
the valuta money, and any other was accessory. ‘It is well
known that the French administration chose silver money from
1803 to about 1860, and from 1860 onwards made use of gold as
valuta money.”

I'his conception, however, cannot be made to conform with the
actual facts. In reality it was not the Treasury which determined
the position of gold and silver money within the system; this was
done by the ratio of value between the metals in the open
market. So long as in the open market silver had a lower
value, as compared with gold, than in the ratio on which the
French double standard was based, silver, as was shown above
in the historical part (p. 129), flowed in large masses into France
and gold coins went to a premium. Quite independently, there-
fore, of the attitude of the Treasury, silver money not only filled
all the channels of circulation, but also became the determinant
factor for the unit of value of the French monetary system, be-
cause, in contrast with gold money, it was paid and received at
its nominal value. At a later date, when the gold discoveries in
California caused the ratio of value between the two metals to
become unfavourable to gold, the consequence was that gold
streamed in large quantities into France and silver money was
partly drained away and partly, in so far as it remained in
France, went to a premium, whereassgold money now circulated
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at its nominal value. The causes of this have been fully discussed
above. Here it is only necessary to point out that the alter-
native disappearance first of gold money and then of silver
money from their legal status in the monetary system, and the
consequent derivation of the unit of value first from silver ‘and
then from gold, was not produced by an arbitrary act of the
French administration, or by the policy of its Treasury, but was
the result of existing circumstances in the open market, circum-
stances which in a bimetallic system must necessarily lead to
such results. It is cleat that the State pays, as a rule, with the
money which it possesses; and under the bimetallic system the
French State continually received from the commercial community
silver money whenever the ratio of value on the international
bullion market made silver cheaper than the statutory ratio of
the French double standard did.

We find, therefore, in this important and instructive instance
that the alternation between two definite money types in the
determination of the unit of value, was not due to the attitude
or policy of the Treasury in connection with its payments, but
depended on economic circumstances which were the determining
factors in the action of the Treasury.

Turning now to the second case—that in which the equality
of value betwecn two or more definitive money types is preserved
—we must investigate the basis of such preservation and how far
it can be influenced by the policy of the Trcasury regarding the
payments which it has to make.

We have seen that the surest method of preserving equality.
of value between two types of money of différent substances is
by means of the convertibility of the intrinsically less valuable
into the intrinsically more valuable type. This method is of no
avail here, as it is inconsistent with the problem which we are
considering, namely, on what basis the equality of value between
the definitive—that is, inconvertible—money types can be pre-
served. We have seen that the preservation of equality of value
between money types of different content is affected by the State
fully accepting through its Treasury the various types of money
at their nominal value without differentiating between them, and
at the same time, when paying out, meeting the wishes of the
public in regard to the particular types of money in which its pay-
ments are made; a policy which Knapp himself has designated as
““indirect inconvertibility.”” We have here, in point of fact, colla-
boration by the Treasury, but, even so, the line of differentiation
put forward by Knapp does not apply. Knapp places indirect
convertibility side by side with direct convertibility, and if
we understand him correctly, he regards indirectly convertible
types of money as belongin§ also to the category of “ provisional
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money.” The fact, therefore, that full legal tender money is not
forced upon the public by the State deprives this money, even
according to Knapp, of its character as definitive money. If the
same criterion is to determine which money is valuta money and
which is not, we still have to solve the problem as to wherein lies
the difference between valuta and definitive money and the
difference between accessory and provisional money.

That Knapp’s line of differentiation is based on an overesti-
mate of the influence of the Treasury has already been illustrated
by the failure of the latter to preserve equality of value between
two definitive money types in the case of the French double
standard. The overestimate is further exemplified by the fact that
equality of value between two definitive money types composed of
different content can be preserved without any intervention of the
Treasury, if the State regulates, within the limits set by the money
demand, the supply of the intrinsically less valuable type of money.
The theorctical proof of this phenomenon will be given later
(Chap. IX, para. 4). Here we need only give certain practical
examples.

In France, where side by side with the gold coins the silver
5-franc piece is also definitive money, disturbances of the equation
of value between gold and silver money, as far as my information
goes, never occurred in ordinary commerce from the end of the
seventies of last century up to the time of the War. In commerce
on a large scale it has occurred for quite short periods only, and
within very narrow limits. In the Netherlands, where the same
presuppositions apply even more, because the circulation of silver
considerably exceetls that of gold, an agio upon gold never
arose from the time when gold was introduced concurrently with
silver money right up to the War. In India, where gold money
scarcely circulates, the rupee was kept at par with the English
gold currency, which was made full legal tender in India in 18g8.
These phenomena cannot be regarded as having arisen by reason
of the Treasury, and its agencies, including the note-issuing banks,
compelling the public to accept one or other type of money and
thereby making it valuta money. In all these countries there is no
doubt that the Treasuries exercisgd no compulsion with regard to
the issue of gold coins. They either gave no gold money at all or
only, for reasons of their own, in such amounts as suited them. In
France we may even say that no uniform practice on the part of
the Treasury ever existed. As a rule, the Treasury made pay-
ments of large amounts in bank notes and of smaller amounts
either in silver or in gold as it thought fit. The Bank of France,
by the fact that the silver 5-franc pieces were full legal tender,
often adopted the practice, when converting its notes, of issuing
gold money only at a premium. The*Bank of France, therefore,
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exercised ‘“compulsion " rather in the case of silver money than
in that of gold.

It is difficult to decide whether, in the terminology of Knapp,
silver or gold coins should be regarded as valuta money in these
countries. It is a fact of fundamental importance, which cannot
be explained by the “‘compulsory” treatment of silver money,
that, up to the War, there was no premium on the intrinsically
more valuable gold money, so that the unit of value of the mone-
tary systems of these countries was derived from their gold money
and was thus connected with the value of gold bullion. If we
do not wish to attach to the phrase ““valuta money" a meaning
contradictory to the conception of ‘valuta”’ which clearly implics
a connection with value, then in such cases we can only treat
the gold coins as valuta money

This brings us to the following conclusions:—

In monetary systems in which only one definitive money
type exists there is no necessity to employ the conception of a
‘““valuta money.”

In monetary systems with two definitive money types the
vital question is whether it is possible to preserve equality of
value between the two types, or, which amounts to the same
thing, to prevent one of the types going to a premium.

If this can be done successfully—which, in the case of the
double standard, for reasons given by us when dealing with that
monetary system and with the relations between the value of
money and of its content, is certainly impossible—the sole deter-
mining factor is by no means the attitude of the Treasury. Thisis
frequently immaterial, whereas the policy of theState in the creation
of money as well as the circumstances relating to the circula-
tion enter into account and are often decisive. Where, however,
equality of value between two or more definitive money types is
preserved, the value of money as such can certainly not be less
than that which corresponds to the value of the content of that
type which is intrinsically most valuable. If this type is freely
coined, then the money unit as such bears to the freely coined
metal the same fixed relation as does the type of money produced
from this metal by way of free goinage.

9§ 6. Token Money in Gold and Silver Standard
Currencies

We have seen that every monetary system on a metallic
basis must make use of a variety of money substances, or, in other
words, that it must have token money, and that the art of con-
structing monetary systems consists in taking measures to pre-
vent the disintegration ofthe system which would result from
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a dissociation of the several types of money which differ in their
constituent substances.

Silver standard currencies by their very nature can do with
much less token money than gold standard currencies. In the
case df the latter, only pieces of relatively high value are struck
as standard coins from the standard metal ; but in silver standard
currencies it is possible to produce standard coins of quite small
denominations. A gold coin of less value than 10 gold marks,
or at best of 10 gold francs, would be practically too small for
commercial purposes; on the other hand, a’silver 20-pfennig piece
of nearly full standard value would, in the German gold standard
period, have corresponded in size and weight to the actual coin
to which the value of 50 pfennigs was assigned, and would thus
have been quite a useful coin. It is true that in a silver standard
system the relatively high cost of minting small coins makes it
necessary, for fiscal reasons, to assign to these a value higher than
their intrinsic value, so that, for example, all silver coins from 2}
groschen downwards in the taler currency, and those from 6
kreuzer in the gulden currency, were struck as overrated token
coins. But, whereas the silver standard made it possible to issue
as full-value coins denominations as low as 20 pfennigs, yet the
gold standard necessitated the entire field below about 10 marks
being assigned to overrated token coins.

As against this advantage of the silver standard there is a
very positive disadvantage. In a gold standard system silver
can be used as an auxiliary metal to an extent corresponding to
its relative value, and the silver coins can be embodied in the
system as token mdney, or as money of restricted legal tender,
by ascribing to them a specific nominal value derived from the
gold coins. On the other hand, it is not possible to embody
gold coins in a similar way in a silver standard system.

The method employed for embodying silver coins in a gold
standard system and for making them dependent upon gold for
their valuc has already been explained. It consists in issuing them
with a value so much higher than their intrinsic value as to preclude
any rise in the valuc of their contents beyond the gold equivalent
of the money unit, and in restricting their coinage at the same time,
in order to prevent their value as money from falling below the
value of the gold equivalent of the money unit. As a consequence
of these coins being given a value higher than their intrinsic value,
they are restricted in their legal tender property so that those
who receive them should be protected against having to accept
in payment large quantities of such inferior money. These rules
and conditions are not applicable to gold coins in a silver standard
currency. The maintaining of money at its full standard value is
much more important for foreign thar? for home trade. Govern-
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ment schedules do not operate beyond the frontiers of the country,
and money which leaves the country to be melted down and
recoined into foreign money must derive its value merely from
its content and not from its legal tender property, which property
does not apply in such transactions. Now, foreign transaetions
entail large payments, and these can be more conveniently effected
in gold than in silver. On the other hand, smaller payments
for which silver is the only possible metal belong essentially to the
sphere of home trade. If only on this account, it is more justifi-
able to mint the silver coins required for smaller transactions
with a content less than their nominal face value than the gold
coins used for the larger payments. Even on general grounds it
appears natural and justifiable that the coins representing the
smaller values should be thus produced and should derive their
value from the coins which represent the larger amounts. It
would seem nonsensical to have standard coins for small payments
and inferior coins for large payments. Again, silver coins in a
gold standard currency, because they are overrated, can be
restricted in their legal tender power, whereas gold coins in a
silver standard system cannot be so restricted. The task which
falls to silver coins as a medium of small payments coincides in
every way with their restricted legal tender quality. On the other
hand, gold coins can only serve the purpose of larger payments for
which silver is too heavy. Any restriction of their legal tender
power would be wholly inconsistent with this function.

For these reasons history shows that the silver standard has
always rendered impossible an extended use of gold coins.
Attempts to incorporate gold coins into a sikver standard system
have always proceeded on lines which amounted to a suspension
of the silver standard, and a substitution for it of a double standard
in which gold coins struck freely as of full standard value reccived
a fixed nominal value in terms of the silver money. Or elsc the
gold coins were struck as “trade coins” and stood outside the
actual monetary system of the country. In the latter cases a
system was created which differed from that of a parallel system
only in the unimportance of the gold circulation.

1t is in the very essence of the silver standard that gold money
should be excluded, and this has the effect that for all payments
for which silver is too heavy the public must make use of other
types of token money, namely, paper tokens. In any case,
the quantity of metallic money of full standard value in free
circulation must be considerably smaller in relation to the paper
money than is the case in a gold standard currency. The advantage
of the silver standard which necessitates a smaller quantity of
inferior token coins is more than counter-balanced hercby. In
the case of the German gold standard, for example, payments
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of less than 10 marks had to be made in token money; on the
other hand, paper notes became of real importance only in con-
nection with amounts of 100 marks or over. In a silver standard
system, on the other hand, the convenience of the public would
have .nccessitated the use of paper tokens for amounts possibly
even lower than 5 marks; for, on the basis of the price of silver as
it then existed, at least three silver coins of the size of the 5-mark
piece of the time would have been required in order to give 5 marks
in full-weight silver money. Whereas in the German gold standard
the field between 20 and 100 marks belonged to gold money of
full standard value, the field which would have belonged to full
standard money in the case of a silver standard would of necessity
have been that between about 20 pfennigs and 5 marks.

The double standard would combine in this respect the
advantages of the gold standard and of the silver standard if it
could ever do more than place gold and silver on a footing of
formal equality and could really secure a simultaneous circulation
of both metals. So long, however, as fluctuations of value between
gold and silver exist, fluctuations which drive out of circulation
first the one metal and then the other, the actual state of affairs
under a double standard corresponds neither to a silver nor yet
to a gold system. In the first case, the use of a sufficiency of gold
money must be dispensed with; in the second case, the silver
money necessary for small transactions can be kept in circulation
only by being made—as in the case of the gold standard system
—token money. Actually, therefore, in a double standard system
a quantity of token money as small as that required in a silver
standard system would not be sufficient, but it would be necessary
to have as large a quantity of this type of money as would be
necessary under the gold standard. On the other hand, the
circulation of gold would not enjoy the security which it would
do under the gold standard.

The depreciation of silver which began in the seventies of the
last century resulted in the margin between the nominal and in-
trinsic values of silver coins being unexpectedly widened in those
gold standard currencies which were then in existence or were
on the point of being introduced. Whereas in England, in the
Latin Union, in Germany, etc., thé margin between the intrinsic
and nominal values of the silver token coins was originally between
6 and 10 per cent., the intrinsic value of such coins amounted
ultimately to scarcely more than one-third of their value as money.
Over and above this, in the countries with a limping standard, the
more or less large quantities of originally full-weight standard silver
money which could not be disposed of when the gold standard was
adopted were overtaken by a similar fate. Thus when the price
of silver was 60 marks per kilogrammesthe intrinsic value of the
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French s-franc pieces and of the German talers was only about
one-third of their value as money. Just as the degree of over-
valuation of the coins always intended to be tokens was thus
appreciably increased, so the volume of token money was con-
siderably added to in various countries by the fall in the‘value
of the standard silver coins.

The serious concern to which these unforeseen and undesired
developments gave rise played an important part in the battle
between the gold and the double standard, a controversy which
raged with violence in the last two decades of the nineteenth
century; but the considerations which were then of such im-
portance are now of only historical interest. The fear of fraudulent
coining of the highly depreciated silver coins proved everywhere
to be groundless. Similarly, another danger has never yet taken
practical form, namely, that in the event of serious economic or
political crises, public confidence in the overrated silver money
would be undermined in a manner threatening to disintegrate
the monetary system. Far from this being the case, in the
political and economic catastrophe of the War, the theory, always
held by the writer of this book, proved correct. This theory was
that, in the event of serious complications, the public demand
for small change would completely and sufficiently counter-
balance the token nature of the silver coins. In particular, in
the early stages of the War, the shortage of small change became,
notwithstanding the immediately increased coinage of silver
and the issue of small notes, so acute that a premium was
frequently paid for silver coins and small notes, and the com-
munes and to some extent also the large private concerns found
it necessary to have recourse to an issue of emergency money
of small denominations.

Similarly, the truth of the rule enunciated in earlier editions
of this book has been established, viz. that “the German currency
cannot be placed in danger by the available supplies of overrated
silver money, but only by a possibility that, in the event of war,
the relation between the notes issued by the central bank and
the aggregate cash reserves is quite likely to be mismanaged.”

Finally, the conclusion drawn from previous experience has
proved to be correct, that in the event of the suspension of
convertibility of bank notes and of their depreciation the intrinsic
inferiority of silver coins would of itself act as a safeguard against
their suddenly disappearing from the circulation and against a
most acute shortage of small change. Notwithstanding the
marked deficiency of their intrinsic value, the silver coins of the
Reich were in any case kept and hoarded in large quantities by
the population. The shortage of small change which was thus
accentuated would have brought about a catastrophe in the early
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months of the War had the silver currency been at anything like
its full standard value.

. 9 7. Paper Money

In a monetary system paper tokens differ in position from
token coins, because, as we have already shown, they must be
regarded as money both in the economic and in the legal sense.

The supplementing of money in coin form by paper tokens
can be justified on two grounds. The first important ground
is the necessary elastic adjustment of money, in circulation to
the ordinary and extraordinary fluctuations in the country’s
demand for money. The second ground, less important but
not to be underestimated, is the convenience of the money
market.

We discussed the first of these reasons when dealing with the
question of the creation of money. The second reason justifies
the existence not only of notes of large denominations for which
gold would be too heavy, but of the smaller notes also (see Chap.
VII, para. 4).

These two grounds give the principles for the incorporation
of paper tokens within a monetary system on a metallic basis
and their proper functions within that system.

If the stability of a monetary system requires that even coins
of small denomination should be struck so as to have intrinsic
value, then notes of small denominations which, for one reason
or another, may be considered desirable, must be strictly limited
in quantity. Both @sthetic and hygienic considerations add to
this necessity. Present conditions in Germany prove how im-
possible it is to keep paper notes intended for small transactions
in a satisfactory state.

When the German monetary system was reorganised after the
establishment of the Reich, strict rules on this point were laid
down. The note-issuing banks, including the Reichsbank, were
forbidden to issue notes of smaller denominations than 100 marks.
The Treasury notes, the denominations of which were fixed at
50, 20, and 5 marks, were limited to a maximum amount of 120
million marks. Only by a law of the 6th June 1906 was the
Reichsbank permitted, in order that part of the circulating gold
might be attracted to the bank and so increase its gold reserve,
to issue notes of 50 and 20 marks, and the denominations of the
Treasury notes were then fixed at 1o and 5 marks.

In order to obviate as far as possible any dangers which might
result from a paper currency, the Treasury notes were given only a
Treasury ““ tender”” and were not made legal tender even in private
transactions. Moreover, they were declared convertible, although

VOL. II. 27
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no special measures were taken for the creation of a conversion
fund.

At first the German legal provisions regarding Treasury notes
were very rigid; later they became a little more elastic. These
provisions were strongly influenced by the prejudice against paper
money caused by the practices of the various States in connection
with such money before the establishment of the Reich. Even
such a convinced and almost orthodox adherent of the gold
standard as Ludwig Bamberger regarded the precautionary meas-
ures taken against the dangers of paper tokens as exaggerated.
He was in principle opposed to the issue of Treasury or State
paper money side by side with bank notes. But he held the
view that, once the introduction of State paper moncy had been
decided upon, there should have been no obligation to convert on
the part of the Reich. The acceptance of these notes by the
Treasury in payment of taxes, etc., taken in conjunction with
their limited issue would, he thought, be sufficient to kcep them
at the value assigned to them. Inany event, it would be necessary
to suspend convertibility in critical times.

As far as bank notes were concerned, the original measures
taken by the legislature of the Reich were also overcautious. We
need not here enter into a criticism of the individual enactments,
the purpose of which was to establish and to maintain absolute
convertibility of these notes. Any attempt to do so would
necessitate too deep an excursion into the subject of the nature
and constitution of note-issuing banks. 'We need only touch upon
the properties with which bank notes are endowed in order to
function as legal tender. .

While Treasury notes at least, in virtue of a statutory pro-
vision (para. 50 of the Act of 3oth April 1874), ‘‘must be accepted
by all agencies of the Reich and of all the Federal States in pay-
ment at their nominal value,” the Bank Act of the 14th March
1875 expressly specified that no obligation rested even upon State
agencies to accept bank notes and that no such obligation could
be founded in law. The notes of the Reichsbank were declared
acceptable at the Treasuries of the whole Empire only by means
of administrative regulations, revocable at any time. In other
countries, particularly in England and in France, the notes of
the Central Bank were unhesitatingly made full legal tender,
their nature as money having been correctly apprised. In Ger-
many it was thought necessary to draw the utmost logical con-
clusions from the gold standard, and no one was to be under an
obligation to accept in payment a type of money which did not
contain its full intrinsic value.

After the amending Bank Act of the 1st June 1909, however,
we find a change. TMat Act, at any rate, declared notes of the
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Reichsbank to be full legal tender in private transactions, but the
position as to notes issued by private banks of issue and at first
also as to Treasury notes remained unaltered.

During four decades of peaceful development, which at certain
periods of pressure in the tide of economic advance and at
moments of financial crisis made great demands upon the German
banks of issue, and particularly upon the Reichsbank, it was found
possible to meet these demands without endangering the integrity
of the monetary system by too great an expansion of the circula-
tion of notes. The War, however, destroyed the monetary
systems built up on a metallic basis in the ¢ountries which it
affected and raised paper currency in such systems from its status
of an auxiliary to that of actual money.

¢ 8. Control of the Monetary Circulation

Even the best monetary system is not a machine which
functions quite automatically. In fact, every monetary system,
if it is to fulfil the purposes for which it is intended, requires an
active controlling force to regulate it continually and intelligently.
This may be done by :

(1) Supervision and control of the international relations of the
monetary system.

(2) Care for the preservation of equilibrium between the home
demand for money and the money in circulation.

(3) Local regulation of the circulation.

Modern countries generally allot these duties to a central
bank as they can in a large measure only be fulfilled by means of
certain technical banking arrangements.

The German Bank Act of the 14th March 1875 (para. 12)
places the control of the circulation first in the list of duties
delegated to the Reichsbank. But the activities of the central
banks in this direction are so integral a part of their entire
activities that a complete essay thereon must be left to the
volume on the banking system. Here only such remarks can
be made as are necessary to a general outline of the monetary
machine.

Under the first task mentioned above is understood the observ-
ing and influencing of the international movements of the precious
metals and those factors upon which the inflow and outflow of
bullion depend. In particular, an important réle is played by the
rates of exchange and by the system by which they are regulated.
We shall revert to these in the next chapter. Moreover, a
reservoir must be created for this purpose into which bullion
imported from abroad must flow and from which supplies of the
media of payment for foreign countries can Be drawn. Only a large
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central bank is adapted for the performance of these duties.
The most important means of influencing rates of exchange and
movements of gold is that of a systematic control of the rates
of discount by means of the so-called policy of discount-rate varia-
tions, and this, of course, can only be carried out by a large bank-
ing institution. Similarly, it is only a bank disposing of very
considerable means, and having the right of issuing notes, which
is in a position to accept whatever quantities of the standard
metal may be offered, to order the minting of the imported metal,
and to hold permanently a reserve of metallic money and of
foreign exchange, sufficient for such demands for payments to
foreign countries as may be anticipated. It has already been
repeatedly mentioned than an unlimited obligation has been im-
posed upon the Reichsbank to purchase gold bullion in exchange
for its notes.

The task mentioned under (2) is also one which by its very
nature can be performed only by a large banking institution
which has the right of issuing notes. Apart from the function of
attracting bullion from foreign countries, a function which has
already been dealt with under (1), the control of the relation
between the home circulation and the home demand for money
can be exercised, on the one hand, by the elastic supplement to
the metallic circulation which is provided by a note issue, and, on
the other hand, by the influence which can be exerted on the
home demand, just as upon international relations, by the regula-
tion of discount rates. Just as the demand for commodities is
restricted by high prices, so also the demand for money is restricted
by high rates of discount. The intensity of this demand is felt
by the banks and by the money market through the volume of the
demand for short-term credit.

The above two points cover specific duties vested in note-
issuing banks. Point (3), however, implies a duty which is not
an essential constituent of banking, but could, and has in fact
frequently been, be also undertaken by the financial administra-
tion of the State, sometimes exclusively and sometimes in con-
junction with the central bank.

Local control of the circulation implies an apportionment as
between the various parts of the country, not only of the total
amount of currency, but also of the amounts of the individual
types necessitated by the changing conditions of economic inter-
course. The memorandum issued by the Reichsbank in 1900, on
the occasion of its jubilee, has an interesting chapter dealing with
the control of the circulation. It says:?!

““Experience shows that some districts require a continuous

v Die Reichsbank, 1876 bis 1900, issued by the Board of Management
of the Reichsbank. *
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influx of money, either because their demand is constantly grow-
ing or because money is constantly being drained away from
them by other districts by reason of the nature of their economic
connections. Particularly in regard to individual types of money
is it possible to demonstrate the existence of such conditions.
It is of great economic importance continually to divert any
excess of money, and especially of individual types of money,
from localities where it is accumulating into others where there
is a corresponding shortage. The need for this is particularly
great in the case of token coins. Too great #n accumulation of
token coins in individual localities must, in the interests of the
proper management of the circulation, be absolutely avoided.
Those in whose hands large amounts of such coins accumulate
cannot use them for larger payments because of their restricted
legal tender power, and must, therefore, rely on being able to
exchange them for full legal tender currency. At the same time,
it is just as much in the public interest that those who require
larger quantities of small change—e.g. for paying wages—should
be able to obtain it in exchange for notes or for gold.”

To a certain extent the entire Treasury organisation of the
State i1s adapted to this purpose. The public can dispose of
types of money which it does not require by using them for pay-
ments to the Treasury. This is facilitated by the provision,
which constantly recurs in different countries, that as far as
payments to the Treasury or its agents are concerned, the limita-
tion of legal tender power does not apply, at least, in the case of
token coins of silver. But the effectiveness of Treasury offices
in this sphere is subject to narrow limits. They are not able to
divert media of circulation into any particular district to meet the
growing demand for money in that district by granting credits or
making payments on claims which will fall due elsewhere, nor do
they dispose of sufficiently large reserves to permit of their taking
superfluous types of money to any large extent and giving those
which are required in exchrange. In these matters a central bank,
with considerable cash reserves at its disposal and with numerous
branches spread all over the country, is the right organisation.
It is characteristic that the obligation imposed upon the State by
the Currency Act of 1873 of giving gold currency in exchange
for token coins has been delegated to certain head offices of
the Reichsbank. The reserves of individual branches of a large
central bank are the reservoir from which the public's demand
for money, and for particular types of money, is met, and
to which the public in turn gives up its surplus supplies of
redundant types. Quite apart from the law imposing such a
definite obligation, a central banking institution, if only in the
interest of its own business, finds it necessary to supply to its
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branches cash in the forms suited to local needs, and to meet as
far as possible the wishes of the public in regard to payments made
and received, as well as in regard to the exchange of particular
types of currency. The degree to which the Reichsbank has
fulfilled the task of local regulation of the circulation of ¢urrency,
far in excess of the duries imposed upon it by law, is clearly shown
in thc memorandum quoted above.



CHAPTER VI

THE INTERNATIONAL MONETARY
ORGANISATION

| 1. Nature of the International Monetary Organisation

GENERALLY speaking, every State possesses its own monetary
organisation which is an independent entity as compared with
the organisation of any other State. The monetary machine is
a product of the separate legislation of each State, the operation
of which ceases at the frontiers of that countgy. For this reason
there does not exist for international trade any such uniform
standard instrument of transfer of value as is provided for internal
transactions by the currency of the country. Within the country
itself transfers of value can take place by the simple process of the
transfer of the country’s money, and the exchange of commodities
can be effected by their being bought and sold in the currency of
the country. Ininternational transactions, however, it isnecessary
that the currency of one country should be exchanged for that
of another. An inhabitant of a country who has to make a
payment abroad must procure for himself, by means of the
money which he possesses, a requisite supply of foreign currency.
If he is to receive a payment from abroad, he js generally
under the necessity of exchanging it for the currency of his own
country.

The rates, on the basis of which the exchange of the money
of one country for that of another is made, depend upon all
factors which influence general prices, and in particular upon
supply and demand.  Every foreign currency is, in terms of
native money, a commodity, the price of which is subject to
fluctuations. We shall see that these fluctuations can be con-
fined within very narrow limits by certain arrangements which
are a part of the monetary systems and the maintenance of
which depends on certain conditions. If, however, these
arrangements fail, the fluctuations may at times attain extreme
dimensions. An absolutely fixed relation between the rates of
exchange of the currencies of two countries—a relation such as
is aimed at and is attainable for the several types of currency
in one and the same monetary system—can, however, only
cxist where the two countries have the same monetary system,
not only in form but in actual operation. This is a condition
which has so far obtained only in exceptional cases and for
limited areas; nor has it ever been completely or permanently
attained.

We have, therefore, no uniform or standard international
currency and no actual international monetary organisation, but
only the simultaneous existence of different national currency

411
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systems. But the relation in which these stand to each other
is of the utmost importance to international trade as a whole,
and it is this relation which is meant when the phrase “inter-
national monetary organisation” is used.

If economic intercourse between one country and «another
necessitates the exchange of the money of the one for that of the
other, then the development of such intercourse depends to a
vital extent on the terms upon which such native and foreign
currencies are exchangeable, and the stability or variability, as
the case may be, of these terms. Thusit is clear that international
trade is rendered much more difficult if the ratios of value between
the currencies of ‘the several countries are not approximatcly
stable. Whoever sells goods to foreign countries for foreign
money, whoever invests capital abroad and draws his interest or
other profit in foreign currencies, must attach great importance to
his being able to calculate with some degree of certainty how much
domestic money he will be able to obtain for the foreign currency
at the time when this is ultimately received by him. The greater
the fluctuations in the ratio of value between the currencies of
different countries, the more serious is the risk of loss for
persons who have to make payments to or receive payments
from foreign countries; and consequently, when the fluctuations
are really great, only such transactions take place as offer a
profit so large as to outweigh the risk of loss on this account.
If there has ever been a time when the truth of these remarks
has been so clear as to be appreciated by all, it is the present
time of unexampled disturbance of the international monetary
machine.

The relation of a currency to foreign currencies is called
its forcign exchange value, and variations in the ratio of value
between native and foreign currencies are called Auctuations in
the rates of foreign cxchange, or fluctuations of the forcign ex-
changes. Investigation of the causes of these fluctuations and
of the means which can be effectively employed to prevent, or
at least to limit them to harmless proportions, is an important
part of the study of the science of money.

¢ 2. Par of Exchange

The two principal groups of currency systems, those of the
normative and those of the free standard, present different aspects
of the problem of the relations between two national currencies.
In the case of the latter group, in which movements in the value
of money are not related to any third object of value, there is no
limit to the fluctuations which can take place in their relation to
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foreign currencies. Where, however, the value of money is related
to a definite weight of precious metal, the margin of fluctuations
in the rates of exchange between that currency and foreign cur-
rencies based on the same standard metal is infinitesimal; and
the margin of fluctuations between the currency and foreign
currencies having the other precious metal as standard is deter-
mined in the main by the changes in the ratio of value between
the two metals.

Let us consider the currencies of two countries each based on
a gold standard. For each of these currencles there is an equation
between the value of the money unit and that of a specific quantity,
by weight, of gold. From these two equations, each of which has
on one side a quantity of gold, a third can be derived which gives
the relation between the values of the two money units. This
equation between two money units is called their mint ‘““par of
exchange.”

The following example is given with a view to elucidating the
nature of this “ par of exchange " :—

Germany and France both had before the War a gold
standard currency in the sense that the value of the money unit
was related to that of a definite quantity of gold. The German
currency laws provided for the minting of 2790 marks from a
kilogramme of fine gold. Again, I'rench laws laid it down
that a kilogramme of standard gold of goo thousandth parts
in fineness should yield 3100 francs, which meant that a kilo-

31,000

gramme of fine gold would give francs. From these two

cquations the following equation, connecting the German and
French currencies, was obtained :—

2790 marks =32 francs =1 kg. fine gold,
therefore
I franc:yﬁ—o—xg arks=—8—I— marks.
31,000 100

The par of exchange between French and German currencies
was thus—100 francs=8r marks. Every 81 marks of German
gold money contained just so much gold as would coin 100 francs,
and in the one case as in the other an equation existed between
the value of the monetary unit and of its specific gold content.

The calculation of mint pars of exchange is a little more difficult
where the weights of the coins of the currencies in question are
not in a simple relation to each other. In principle, however, the
calculation is the same for all systems based on the same standard.



414 MONEY

Thus the mint par of exchange between the German and the
English currencies was deduced as follows :—

X marks =£1, 0s. od.

£1, os. od. =240d.

934-5d. =1 ounce standard gold.

12 ounces standard gold = 11 ounces fine gold.

1 ounce fine gold = 311034962 gr. of fine gold.
1000 gr. fine gold =2790 marks.

This gave the result: °

240 X 11 X 31-1034962 X 2790
- 9345 X I2 X 1000

=~20°42045.

Thus the mint par of exchange between English and German
money was - £1=20-42945 marks, or roughly 20-43 marks. Every
20-43 marks of German gold moncy contained just so much gold
as would coin £1 sterling.

The mint par of exchange between all gold standard currencies
can be calculated in this way. The same applies to exchanges
between silver standard currencies.

On the other hand, there is no fixed mint par of exchange
between a currency on a gold standard and one on a silver standard,
for in such a case we lack the equations between the monetary
unit of the two currencies and one and the same standard metal.
Whenever the ratio of value between gold and silver alters, the
equation between gold and silver exchanges must also vary.!
Given a price of silver of 61d. per ounce standard, the mint par
of exchange between the English and Indian currencies works out
as follows :—

Xd. = I rupee.
32 rupees =11 ounces fine silver.
37 ounces fine silver =40 ounces standard silver.
1 ounce standard silver=61d.
This gives
II X 40 % 61
= -———4———— =22-67d.
32 %37

As long as India retained the free coinage of silver, however,
the mint par of exchange between English and Indian money was
calculated, on the basis of a price of silver of 40d., at 15d. =1 rupee.
When the price for silver was 61d. one could buy with 22§d.
as much silver as would be required for the minting of 1 rupee,

1 How far changes in the relative values of gold and silver are influenced
by causes originating in the relations between gold and silver standard
currencies will be discussed helow.
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and when the silver price fell to 40d., only 15d. were required for
this purpose. Every change in the ratio of value between gold
and silver as expressed in the price of silver in the English gold
standard currency had perforce to be accompanied by a corre-
sponding change in the par of exchange between the English and
Indian currencies. On the other hand, until the free coinage of
silver in India was abolished, the Indian exchanges always stood
at a fixed parity in terms of other silver standard currencies, such
as those of Japan, China, and Mexico.

Between normative and free currenci®s as well as between
one free currency and another there can be, as has already been
emphasised, no parity of exchange whatever, as the values of free
currencies are not connected with those of any third substance.

% 3. Rates of Exchange—Particularly for Bills—Between
Normative Currencies based on the same Metallic
Standard

‘The arithmetical point of equivalence derived from the metallic
equivalents of two normative currencies is, as we have found,
their “mint par of exchange’’; but it must now be stated that,
even in the case of normative currencies based on the same
standard metal, the actual rate of exchange does not in practice
invariably, or even normally, coincide with the mint par, but,
as a rule, varies within certain definite and very narrow limits
about this parity point.

This is observed as soon as the actual exchange of the coins of
the country for foreign coins comes into question. That the actual
rate of exchange can deviate from the mint par of exchange in
such a casc follows from the fact that even in normative currencies
the ratio of value between money and the money metal is not
absolutely fixed, but in fact varies within certain very narrow
limits. Cost of coining, loss of interest entailed thereby, and
abrasion of the freely coined pieces in circulation are factors
which introduce the possibility of fluctuations to the extent of a
few tenths per cent. round about the point of equivalence between
money and the metal. If the equation of value between the
German money unit and the gold metal, and the equation between
the English money unit and gold, were not definitely fixed, but
only approximate, then only an approximate equation could be
derived from them for the relative values of German and English
moncy. The rates for foreign money cannot, however, deviate
from the mint par of exchange by more than the loss by abrasion
supplemented by the cost of changing foreign into native money
and the native into foreign money.

This can be made clear by an arithmetical example. Take,
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for instance, the most unfavourable rate which French zo-franc
pieces could reach in terms of German money. Assuming the
abrasion of French gold coins to be %ths per cent., a Ib. weight of
standard gold of y%ths fineness would be contained, not in 3100
francs but in 31155 francs. We shall assume further that in
connection with the minting of gold into German coins, or in a
sale of the metal to the Reichsbank for notes, 2784 marks (2790
marks, minus 6 marks for seigniorage) were obtained for a kilo-
gramme of fine gold. We then have the following:—

X marks =100 francs.

31155 francs =1 kg. standard gold.
10 kg. standard gold =g kg. fine gold.

I kg. fine gold ==2784 marks.

This gives the equation:
100 X 9 X 2784
T 3115'5X10

Thus the assumed abrasion of French money and the cost of
transforming French gold coins into German made possible a
deviation of 0-576 marks from the mint par of exchange of 81
marks for 100 francs. This possibility would become a reality if
a person owning French gold coins with the assumed degree of
abrasion found it necessary to change these into German money;
but, on the assumptions made, it would never be necessary for
him to accept less than 80-424 marks for 100 francs.

A similar deviation in the other direction—that is, above the
mint par—is possible when French money has to be obtained for
German gold coins with considerable abrasion. In such a case the
owner of the German coins must bear a loss of at most the abrasion
and the cost of recoinage.

In practice, however, transactions in which foreign money in
coins or notes is obtained by actual exchange for native money are
of much smaller importance than transactions involving short-
term claims in foreign money. Except in cases where particular
kinds of foreign currency are required for melting down or
for industrial use, persons who desire to buy foreign moncy do
so because they need it for payments which they have to make
abroad.! For such a purpose, however,—apart from foreign
money required by travellers—a short-term draft payable
abroad, which gives the purchaser a claim to money at the place
where his payment is to be made, is considerably more convenient
than actual foreign money, and particularly more so than coin,

1 Under present-day (early in 1923) conditions in Germany the main
factor in the trade in foreign notes is speculation. Speculation by the

public cannot, however, enter in any way into the question of the relation
to each other of two normative currencies based on the same metal.

=80-424.
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which necessitates the trouble and expense of transmission to
the place of payment abroad. Similarly, if a person has sold
goods abroad or has entered into some other transaction with a
foreigner, and as a consequence has at his disposal a definite sum
of foreign money which he desires to change into money of his
own country, he finds it much more convenient and cheaper
to sell his right to the foreign money for a short-term document
rather than to have the foreign money sent to him to be ex-
changed into the coins or notes of his native country. The short-
term documents used almost exclusively for international trade
payments are the bill of exchange, the cheque or draft, and the
telegraphic transfer. These are known collectively as “foreign
exchange.”” The rates which give the relation between the
currencies of different countries are usually designated and
treated as “rates of foreign exchange,” which is short for “rates
for foreign bills of exchange,” the reason of this being that origin-
ally the bill of exchange played far and away the most important
part in these matters; the cheque and telegraphic transfer being
quite recent institutions. The phenomena under discussion, of
which foreign exchanges form but a part—though a very important
part—have been included by Knapp in his comprehensive phrase
of “‘intervaluta relations,” #.e. international currency relations.

Before, however, we deal with the details of rates of foreign
exchange, we must investigate a little more closely the import-
ance of bills of exchange in international payments.

The bill is used in international trade as a medium of clearing
payments in order to save transmission of actual cash from one
country to another. The following example may serve as an
illustration of this point. Let us say that a German chemical
factory has sold dyes to England and has to receive payment
from there, and that at the same time a German spinner has
bought cotton in England and owes a sum of money to the
English merchant. In order not to have to send the sum of
money to England in cash, a procedure which would entail
charges for transport and insurance, the German spinner arranges
for the chemical factory to transfer to him its claim on the English
dyer. This is done by the factory drawing a bill of exchange on
its English customer and selling this bill to the spinner. The
latter then pays the English cotton merchant by sending him this
bill. The cotton merchant presents this bill to the dyer, who is
also in England, and he thus receives payment in English cash for
his cotton. The advantage of this manipulation is that instead
of two costly transfers of cash (one from England to Germany and
the other from Germany to England) two inland transfers have
taken place (the one in Germany from the spinner to the chemical
factory and the other in England froth the dyer to the cotton
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merchant). As a rule, however, the operation does not take place
quite in this straightforward form, which has been set out above
for purposes of simplicity, but by the intervention of banks which
buy and sell foreign bills of exchange.

So long as the payments which have to be made betweeh two
countries balance each other, the bill of exchange makes it
possible to settle all such payments fully without incurring the
expense of cash transfers from one country to the other. More-
over, so long as this is the case, there is no reason why the rate of
foreign exchange should deviate from the mint par of exchange.
As a rule, however, there is an excess of payments to be made by
the one side or by the other, and then it may be necessary, in
order to settle the balance, to send cash. If the country A has
at any given moment larger claims than debts towards the country
B, the consequence is that the supply of bills of exchange on
the money market drawn by merchants, etc., of the country A
on the country B exceeds the demand for them. So long as in
both countries the gold standard is in force, those who cannot
dispose on the money market of country A of their bills drawn on
country B must send these to country B to be met, have the
money sent from there in cash, and change it on arrival into
money of their own country either by recoinage, by sale to the
Central Bank, or in some other way. If, on the contrary, at any
given point of time the claims of country B on country A pre-
dominate, then on the money market of country A the demand
for bills drawn on country B will exceed the supply. Whoever,
then, has to make payment in country B and cannot procure a
bill of exchange drawn on that country must send cash to country
B. In order not to have to incur the cost of sending cash, etc.,
the sellers of bills in the first case would be prepared to accept
for the bills a slightly lower rate, and the buyers in the second case
would be prepared to agree to a somewhat higher rate than would
correspond to the par of exchange. Thus the rates of foreign
exchange can vary from the point of parity both in an upward
as well as in a downward direction, according to the relation
between supply and demand.

To the factors which, in actual transfers of forcign for native
currency, bring about deviations from the par of exchange must
be added all those charges which are connected with the
transmission of cash from one country to another, viz. freight,
insurance, commission, etc.

But as long as the same metallic currency standard obtains
on both sides the fluctuations of foreign exchange rates about the
point of parity are limited by the above factors in the same way
as are fluctuations in the exchange of hard cash. In any given
case more than the actuat currency rate at par would be paid, ora
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lower rate accepted, in order to avoid the cost of sending cash,
etc. As soon, however, as the rate of exchange has risen above or
fallen below par by so much that this deviation equals the amount
of the charge for sending cash abroad, no further rise or fall in
the rate is possible, as people would then stop buying and selling
‘bills and would have recourse to payments in metallic money.

The limits set by the cost of sending gold in either direction are
called, where both currencies are on a gold standard, the * gold-
points” of exchange. If the rates of exchange tend to the
point which makes it cheaper to import gold, the exchange is
called “favourable,” and the gold-point itself “the upper gold-
point.” If the cost of sending gold rises, we speak of an
“unfavourable” exchange and of a “lower gold-point.”” This
terminology is old. It dates from the time of the mercantilist
theory, that the ultimate aim of international trade was the import
of precious metals.

Whether ““favourable” exchanges appear as lower or higher
than par depends on the manner in which foreign exchange rates
are quoted. In Germany and in most other countries these rates
are quoted as the amount of inland money which must be paid
for a specific amount of foreign money, e¢.g. how many marks
must be paid for 100 francs or for a pound sterling. In such
quotations favourable exchanges are synonomous with low and
unfavourable exchanges with high rates. A fall in the price of
foreign bills of exchange causes the owners of such bills to prefer
to present them for payment abroad and receive their amount in
metallic money; on the other hand, a rise in the rate of exchange
causes those who have to make payments abroad to prefer to
transmit these in cash. In England, however, most foreign
exchanges are quoted by the rate being given for a fixed amount
of English money-- for example, marks or francs obtainable at any
time for a pound sterling. Here low quotations correspond to
unfavourable and high quotations to favourable rates of exchange.
When only a low amount of the money of a foreign country can be
obtained in England in the form of bills of exchange for a pound
sterling, the purchase of bills drawn on that country becomes
unprofitable as compared with the sending of cash; if more of the
foreign money must be given in London by way of bills for a
pound sterling, the sale of such bills becomes unprofitable as com-
pared with their presentation for payment in the foreign country
and the import thence of the cash resulting from such payment.

The margin within which, in the case of two gold standard
currencies, the rates of exchange can deviate from par and the
rates at which the transmission of bullion or of cash becomes
profitable are thus, in practice, not definitely fixed, but depend on
a number of special and by no means always constant conditions.
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The amount of actual abrasion of the inland or foreign currencies
together with the cost of recoinage and of the transmission of
cash gives a maximum for the deviation. This maximum can,

moreover, be restricted by special measures. Actual recoinage can
be made superfluous by a central bank being prepared to purchase
the foreign gold coins at a published price, the bank giving notes in
exchange for the coins. This price it is customary to fix according
to the weight and not to the nominal value of the foreign coins, so
that the abrasion comes into question here. If the purchase price
for forelgn gold coins, or even for gold bulhon, stands below the
mint price by less than the amount of the seigniorage, then sale of
the coins or bars to the bank for notes becomes more profitable than
actual recoinage and the maximum for the fluctuations of the
rates of foreign exchange is correspondingly reduced. A further
contraction of the limits of fluctuations for rates of exchange is
brought about when, if it be necessary to send cash to a foreign
countrv, the money of that country can be procured at home
at a price corresponding to its gold content, or else, if gold bars
are available, at their mint price. In the latter case there is
no question of loss by abrasion, but seigniorage charges or
deductions from the mint price of the gold bullion made by the
central bank of the foreign country, when buying the bullion,
still remain. In the former case, neither abrasion nor recoinage
have to be considered, and the cost of transmitting cash is in-
creased only where the foreign coins can only be obtained at a
price exceeding par.

Thus, even when the charges for transmitting cash remain the
same, the gold-points are not unconditionally fixed but deviate
more or less from par according to the above rules. When in
pre-war days the Bank of England had a stock of German gold
coins and sold these at their mint value, or at only a slightly
higher rate, or when it gave up gold bullion at its mint price,
then the lower gold-point for Germany would more closely
approximate to par than if only worn sovereigns had been avail-
able for cash transfers to Germany.

Apart from fixing the buying and selling prices of gold bars and
foreign gold coins, the large note-issuing banks can influence the
extent of the maximum deviations of the rates of exchange from
par, and thereby the position of the gold-points, by granting
advances free of interest against deliveries of gold. If, when
the rate of discount is 6 per cent., such an advance is granted
for half a month, this corresponds to an allowance of } per
cent. to the importer of gold. In such a case the import of
gold becomes profitable at a rate } per cent. nearer to par than
the gold-point resulting from the other factors. The system
of advances free of inttrest against deliveries of gold was very
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largely developed and practised by the German Reichsbank
before the War,

The limits so far established for the fluctuations of rates of
exchange away from par apply to the fullest extent only to the
relation between currencies in which it is certain that standard
metallic money at its nominal value—that is, without any
premium and without special charges—can be obtained at any
moment in exchange for any other type of money. Where this is
not the case, larger deviations are possible, as may be observed in
the so-called limping standard currencies. Where only gold coins
are absolutely full legal tender, it is clear that gold money at its
nominal value can always be obtained. Where, however, as in
France before the War, underrated silver coins, which could not
be melted down or recoined without considerable loss, were legal
tender as well as gold coins, those who had to make payments
abroad could procure for this purpose such silver coins at their
nominal value, whereas for gold coins they might have to pay a
premium. As the market demand for metallic money for purposes
of balancing international indebtedness draws as a rule upon the
large cash reserves of the central banks: in the case of a limping
gold standard currency, the question always is whether the central
bank will pay unreservedly upon demand at any moment gold
money at its nominal value; whether it will convert its notes upon
demand for gold currency; whether it will pay in gold money at
its nominal value upon demand against credit accounts, deposit
accounts, etc.; whether it will discount bills of exchange in gold
currency if asked to do so; or whether it will make use of its right
to pay in silver money by saying in effect: “We have the right to
pay in silver currency, and if you insist upon being paid in gold
you must put up with a small deduction—that is, we shall charge a
premium for paying you in gold.” The policy of unconditional
payment in gold was followed before the War by the German
Reichsbank, even when the silver talers were still full legal tender
side by side with gold currency. At the Bank of England, in view
of the English monetary system, this policy was naturally adopted.
In the case of the Bank of France the policy of charging a gold
premium was, however, adopted occasionally.

This is not the right place in which to enter upon a detailed
discussion of these two systems, about which a good deal of con-
troversy has arisen; such a discussion is only possible in connection
with an exposition of the principles and outline of the discount
policy. Here we have only to point out that, where a premium on
gold is charged, it is merely an addition to the charges of trans-
mission and exchange of metallic money, and, in fact, must be
regarded as an additional charge for obtaining metallic money
suitable for export. The history of the Prench rates of exchange
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before the War is a practical instance in proof of this. Whereas
the cost of transmission and recoinage of gold money between
France on the one hand, and England and Germany on the other,
amounted at most to 0-4 or 0'5 per cent.; the rate of exchange
between France and the two countries referred to at times deviated
by more than a full 1 per cent. from par.

¢ 4. The Balance of International Indebtedness

In discussing the question of the margin of fluctuations of
rates of exchange in the case of countries with normative
currencies, we indicated at the same time the causes of these
fluctuations as being: the changes in the relation of supply and
demand for media of payment for foreign countries, which relation
is based on the balance of international indebtedness.

The balance of indebtedness of a country is thc expression
of the relation of the payments which that country has to make
to or receive from foreign countries at a given moment, or over
a period of time.

The balance of indebtedness is not identical with the “trade
balance”’; for the balance of trade of a country comprises simply
the relation of the imports to the exports. On the other hand,
although the claims to payments which result from the import
and export of goods constitute an important part of the balance
of international indebtedness, yet they do not invariably con-
stitute even the most important part. In the decades before
the War, for example, the trade balance of the most advanced
and economically most favourably situated countries of Europe
was ‘‘passive,” 1.e. the imports of those countrics—England,
Germany, and France—regularly exceeded their exports, and,
in fact, by considerable amounts. In the year 1913 the im-
ports of Great Britain and Ircland amounted to 7687 million
pounds sterling and the exports to only 6348 million pounds
sterling. The “passive balance” of trade amounted, there-
fore, to 133-9 million pounds sterling, or roughly 2700 million
gold marks. In France in the same year the imports were 8421-3
and the exports 6880-2, the passive balance or trade being
thus 1541-1 million francs. . Germany had an import of 10,709-2,
an export of 10,098-2, and a passive balance of 671 million
marks. The balance of international indebtedness of these
countries was, however, “active,” as is proved by the state
of their exchanges and by the considerable import of gold. It
follows, therefore, that the factors which, apart from the balance
of trade, enter into the balance of indebtedness constituted a
more than sufficient counter-weight to the passivity of the trade

balance. o
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These other factors of international indebtedness are as
follows :—

1. A country’s holdings of foreign securities (shares, bonds of
all kipds, etc.) as compared with the holdings abroad of similar
securities of that country. The greater the excess of inland
holdings over those held abroad, the greater are the interest and
dividends which the country draws year by year from abroad.

2. Undertakings by nationals of one country carried on in
foreign countries, the profits of which, just as the interest and
dividends from foreign securities, are drawn by the country of
the capitalist and enfrcprencur.

3. International agency and transport activities in trade and
shipping.

4. All payments for work done abroad in so far as the savings
from such payments are sent or brought to the home country;
or, from the point of view of the foreign country, payments made
to foreign workers in so far as these exceed amounts spent by such
workers in the country making the payments.

5. Spending of foreigners in the home country in relation to
spending abroad by nationals of that country.

Before the War the German holdings of foreign securities and
other forms of foreign capital investments, items which fall under
1 and 2 above, were estimated at between 20 and 25 milliard gold
marks. Owing to the relatively high rate of interest earned by
foreign capital investments, the annual produce of these could be
estimated at. at least, 1} milliard gold marks. To this were added
about 1 milliard gold marks earned under heading 3 from inter-
national trade and from the earnings of the German merchant marine
in the carriage of persons and goods. The total under these three
headings, therefore, produced about 23 milliard gold marks to be
added to the credit of Germany in its international indebtedness.

The items under 4 and 5 werc unquestionably passive for
Germany.  The earnings of German workers abroad were exceeded
by the payments which had to be made year in and year out, par-
ticularly to the large numbers of seasonal agricultural workers.
Similarly, the expenditure of foreign travellers in Germany was
more than counter-balanced by the expenditure of Germans travel-
ling abroad. These two headings did not, however, represent
sufficiently large items at all substantially to reduce the excess
under headings 1 to 3. The passive balances under headings
3 and 4 could be estimated for Germany at roughly half a milliard
gold marks. There was thus, on the whole, an active balance of
international indebtedness of about 2 milliard gold marks. The
items under 5 were of great importance to a country such as
Switzerland, the international indebtedness of which was con-
siderably reduced by the intensive and refjular travel of foreigners
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in the country. They were also important for a country such as
France, Paris having always attracted many of the wealthier
visitors of the whole world. Italy also received not only the
income yielded by foreign travellers, but large sums ,every
year from Italians working in foreign countries in Europe and
overseas.

The War and the subsequent Peace Treaties have shaken the
foundations of the balance of international indebtedness of most
of the important countries of the world, and have therchy
destroyed the interndtional monetary organisation.

Even during the War itself diminished production and the
enormous increase in consumption of all the necessaries of life
and of war material in the belligerent countries made the trade
balance of such countries strongly passive, whilst neutral countries
as well as the U.S.A. and Japan increased their exports and,
above all, the prices of these exports enormously, and were thus
able to register unprecedented export surpluses. The excess of
imports over exports in England rose from 134 million pounds
sterling in 1913 to 790 million pounds sterling in 1918; in France
it rose from 1-5 milliard francs in 1913 to 15-8 milliard francs
in 1917. On the other hand, the active trade balance of the
U.S.A. increased from 324 million dollars in the financial vear
1913-I4 to no less than 4129 million dollars in the financial
year 1918-19.

The enormous imports by the European belligerents brought
about a veritable revolution in international indebtedness. In
particular the U.S.A., which up to the outbreak of war had
been a debtor country, became the largest creditor country of the
world. The credits granted by the American Government to the
Allied States, including the unpaid interest on July 1921,
amounted of themselves, to more than 11 milliard dollars. Of
this amount England owed about 4-6 milliard, France 3-6 milliard,
Italy 1-8 milliard, and Belgium 40g million dollars. The advances
by the British Government to other countries amounted in March
1921 in round figures to 1-8 milliard pounds sterling, of which
amount Russia owed 561 million, France 557 million, Italy 477
million, and Belgium 103 million pounds sterling.  To this must be
added commercial credits which cannot be estimated statistically,
but which are very considcrable. The enormous sums for war credits
were, however, far exceeded by the claims set up by the victorious
against the defeated countries, particularly against Germany,
under the heading of ‘' Reparations.” The London ultimatum
of May 1921 fixed the German reparations debt at 132 milliard
gold marks plus the Belgian war debts—in all about 138 milliard
gold marks. This is more than thirtecn times the highest annual
amount which was ever’reached by the total pre-war exports of
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Germany and more than the aggregate national wealth left to
Germany after the War, the Revolution, and the Peace Treaty.

Never before has the world seen a volume of international
indeb}edness even approaching this total. The indebtedness is
out of all proportion to the actual and possible extent of inter-
national exchange of commodities by which alone international
debts can in the long run be liquidated. This applies particu-
larly in the case of Germany. The weakening of German pro-
ductivity by the War and the Revolution, as well as the territorial
crippling of the Reich, have resulted in & great diminution of
German exports and an increasc of imports. In the year 1922 the
value of imports, as provisionally estimated, amounted to 6-2 mil-
liard, and the value of exports to 4 milliard, the passive balance of
trade thus being 2 milliard gold marks. This shows how impossible
of performance are the annual claims against Germany. The
attempts nevertheless to enforce, by violence, payments which
cannot be made, could not but lead to the complete collapse of
German exchanges which we are now witnessing.

Only under a broad and enlightened regulation of war debts
and reparations will it be possible gradually to re-establish the
international monetary machine, now almost completely destroyed,
and to stabilise to some extent the international relations between
the various currencies. International loans cannot by them-
selves do more than bring about at best a temporary relief. In
the long run they intensify the disturbance due to international
indebtedness, and the resulting disturbances of the international
money machine.

¥ 5. Exchange Fluctuations between Gold and Silver
Standard Currencies

In the relations between currencies on the same metallic
basis, even the greatest fluctuations in international indebtedness,
so long as the basis of the currency is preserved on both sides,
can produce only the smallest movements limited by the two
gold-points, while the exchange parity remains completely un-
affected by all such fluctuations. '

The relation between a gold and a silver standard currency,
however, differs slightly. Here the mint par of exchange is
not fixed, but changes with the ratio of value of the two precious
metals and with the price of silver in gold standard countries.
Given a certain price of silver, however, the rates of exchange
between gold and silver standard countries can deviate from the
mint par of exchange derived from the price of silver, only within
those narrow limits which are determined, on the one hand, by
charges for transmission and the coinage of silver bars, and, on
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the other hand, by the cost of importing and melting down silver
coins and by the amount of their abrasion. Herein lies the
chief resemblance of this relation to that of one gold standard
currency to another and of onme silver standard currency to
another. The point of difference is to be found in the fact
that the balance of international indebtedness between gold and
silver standard currencics influences the price of silver and
thereby also the changes in the par of exchange between gold
and silver standard currencies. In the historical part of this book
we have had frequertt occasion to draw attention to the great
importance which the balance of Indian indcbtedness had for the
price of silver on the London market, so long as the Indian mint
was open to silver.

Nevertheless, the international indebtedness of the various
silver countries is but one of many factors which enter into the
price of silver, or, which amounts to the same thing, enter into
the relation between the values of silver and gold. This limited
influence, exercised upon the price of silver by the international
indebtedness of a silver-using country, contrasts with the fact that
the ratio of value between gold and silver, resulting from many
other causes, is the vital factor for the determination of the rates
of exchange of silver-using countries, subject to the narrow limits
of variation set up by the costs of transport. We thus have here
a peculiar case of reciprocal action.

In his book Knapp ! makes an attempt to present the relation
in question in a different light. He does not deny altogether the
importance of the industrial factors which can affect the course of
silver prices (circumstances of production, demand for industrial
purposes), but he regards as the determining factor the rate of
exchange of silver standard countries, and in so far as the period
1871 to 1843 is concerned he takes this factor to be in the main the
exchange value of the Indian rupee. 1, on the other hand, put it
as follows: The ratio of value between gold and silver is, it is true,
influenced by the balance of indebtedness of each and all the several
silver-using countries, which gives an upward or a downward tend-
ency to the rate of exchange of those countries. The ratio of
value itself, as it actually stands at any moment as a result of
the multiplicity of industrial and financial factors, is, however,
of decisive importance for the rate of exchange of the silver-
using countries. Knapp puts forward the following thesis: The
ratio of value between gold and silver is determined by the
rate of exchange of the silver-using countries. Changes in the
circumstances of production and in the industrial demand can
have but a modest and modifying effect, and this, too, only in so far
as they have aneffect on the international balance of indebtedness,

1 Die Staatliche Theovie des Geldes.
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and thereby on the exchanges of silver-using countries, and make
themselves felt through these.

In support of his thesis Knapp adduces, in particular, that
from {871, and still more so from 1876 onwards, both the Indian
rupee and the Mexican peso fell for reasons of a “pantopolic”
nature—that is, on grounds affecting the entire complex of the
mercantile relations of these countries as expressed in their
balance of international indebtedness—and quite independently
of developments in the price of silver. The price of silver, there-
fore, went back in those days because the rate for the rupee was
weakening, and, in fact, it followed the rate of the rupee because
this rate always set an upper limit to the price of silver. Knapp
sees a proof of this argument in the events of the year 1893. In
that year of the suspension of free coinage of silver the rupee
stood at 15d., and far from rising as a result of the suspension
it in fact fell to 13d. and 12d. Most writers would express
surprise at this. “We, however, do not share this surprise.
For do not we believe that the price of the rupee fell for panto-
polic reasons 2 If, then, such reasons continued to apply—and
this remains to be proved—why should the closing of the Indian
mints to silver have raised the rate of the rupee ?  That this rate
did not rise is unquestionable, and from this very fact we conclude
that its fall was not due to silver, for some reason itself becoming
cheaper and thus depressing the rate of the rupee. In point of
fact the actual position was diametrically the opposite.”

In connection with this line of argument, let us first see how
things actually stood.

It is truc that for various important reasons the Indian
balance of indebtedness was substantially more unfavourable,
not only from 1871 to 1876 but from about 1866 onwards, than it
had been in the previous decade. This has been shown in full
detail on pp. 192, 193. It must also be admitted that the fall
in the demand for silver for monetary purposes, due to the
more unfavourable course of the Indian balance of indebtedness,
had an important effect on the ratio of value between silver and
gold. So far from this being disputed, it has been generally
accepted in the writings of economists from the time of Soetbeer.
But the following reservation must be made to Knapp's assertion.
The Indian balance of indebtedness in the period under considera-
tion was not absolutely unfavourable, but only less favourable
than it had been in the decade from 1855 to 1865. Asregards the
actual balance of trade Knapp is absolutely wrong when he
writes: ‘It is also a fact that India does not produce such goods
as find their market in England in sufficient quantities to counter-
balance English goods sold in India. Quite apart from what the
Government might do, it is, in effects necessary for India to
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market rupees in order to buy English goods.” The exact
opposite is the case. During the whole period of the falling rupee
exchange, India had a great excess of exports over imports,
estimated at, at least, 250 million rupees per annum on the ayerage
of the years 1866-93. The enormous claims by India on foreign
countries, resulting from its “active” trade balance, were not
even nearly neutralised by the unquestionably unfavourable
indebtedness of India to England. This indebtedness found its
expression in the issue of Council bills. The extent to which the
issues of these bills ftll below the excess of exports during these
critical years may be seen from the following table:—

Excess of Excess of
Indian Total of | Exports | Excess of
Period. Exports Council over Imports
(Annual Averages.) over Bills sold. ;| Council of Silver.
Imports. (1000 Bills sold. (1000
(1000 Rupees.) (1000 Rupees.)
Rupees.) Rupees.)
1870/71-1874/75 233,350 | 120,840 | 112,510 30,631
1875/76-1879,80 231,430 | I5I,140 80,290 70,542
1880/81-1884/85 292,310 | 195,700 | 90,610 | 60,806
1885/86-1889/90 284,660 | 190,730 93,930 960,351
1890/91-1894/95 344,380 | 234,880 | 109,500 | 112,220

Even if we combine the Indian trade balance with that
country’s indebtedness to England, we still get a continuous
considerable credit balance of Indian claims on foreign countries,
which balance must ceferis paribus have brought about arise in the
exchanges and which did, in fact, lead to a continuous import of
silver into India. If, instead of a rise in the exchange of the rupee
which should have resulted from the “ pantopolic circumstances’
of India, a marked fall occurred, this is explicable only by
assuming that the combined effect of the factors which were
depressing the price of silver was greater than the effect resulting
from the Indian balance of indebtedness. This latter could
retard the fall in the price of silver, but could not arrest it; the
fall in silver must, therefore, of necessity have depressed the
Indian exchanges, notwithstanding the counter-balancing effect of
the balance of indebtedness. This becomes particularly clear if we
compare the par of exchange between English and Indian money
resulting from the price of silver as it then stood on the London
market with the actual position of the rupee rate of exchange.’

1 Detailed statistics, which, however, begin only with the year 18go,
are given by Arnold in Das indische Geldwesen unter besonderen Bericksichti-
gung seiner Reform seit 18932 Jena, 1906, p. 330.
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One may say that the rate of the rupee taken on the whole
was always about #d. higher than its melting value, as given
by the then price of silver in London. The Indian exchanges
were thus favourable as compared with the then ratio of value
between silver and gold, and in this way rendered possible larger
imports of silver. This confirms the view that the Indian ex-
changes on their own account tended, by reason of the balance
of Indian indebtedness, to rise and were for the time being as
high as was possible, having regard to the price of silver, which
for other and important reasons was weakenihg. If, for example,
during that period, silver production instead of rising had fallen,
so that it would have scarcely sufficed to meet the Indian demand
for silver for monetary purposes, then the Indian balance of
indebtedness could have brought its influence to bear on a rise
in the price of silver.

As Knapp, in support of his theory, refers in particular to the
events of the year (1893) when the free coinage of silver was
suspended in India, we must also give the actual facts here.!

The suspension of the free coinage of silver resulted from the
fact that the Anglo-Indian Government, correctly appreciating
matters as explained above, desired to remove the pressure which
the complex of factors depressing the price of silver exercised on
the Indian exchanges in opposition to the tendency which—
averaged over longer periods—must have followed from the
factors determining the balance of Indian indebtedness.

The success of this step—controverting Knapp’s view—was
assured within a matter of a few years.

At first the rate of exchange of the rupee rose. The rate, which
had fallen from 18-4d. at the beginning of the year 1891 to about
14-5d. at the end of May 1893, rose, immediately after the suspen-
sion of free coinage in June 1893, to 15-88d. at the beginning of
July 1893, whilst the London price of silver was falling from
37-7d. at the end of May to 34-25d. at the beginning of july 1893.
However, the rupee exchange did not remain at the level
reached by it immediately after the suspension of the free coinage
of silver, but it went down slowly in the succeeding eighteen
months until it reached 12-4d. in January 1893, the price of silver
falling at the same time to 27-2d. From that point onwards,
however, the tendency became definitely reversed. Already, by
the end of December 1895, the rate of exchange of the rupee
had again risen to 13-8d., and in March 1898 the new par of
exchange of 16d. which was being aimed at was reached. From
this par of exchange the rate varied up to the War only to
the small extent conditioned by the cost of gold shipments, and

! (f. the work by Arnold just quoted; and also Heyn, Die indische
Wahyungsreform, 1893, particularly the tables of’pp. 38 and 39.



430 MONEY

continued in fact, for the most part, in harmony with the Indian
balance of indebtedness in an upward direction.

There is thus no doubt that after a short period of transition
the rate for the rupee rose, when once the pressure exercised by the
continued depreciation of silver had been removed, to the upper
limit provided by the English gold currency, and that this occurred
without any change having taken place in the basic factors
conditioning the balance of Indian indebtedness. The temporary
fall of the rupee exchanges in the second half of 1893 and during
1804, a fall on whiclt Knapp bases his proof, cannot be used for a
deduction of this kind. It could not reasonably have been
expected that the full effect of the suspension of free coinage of
silver on the rate of exchange of the rupce would have become
apparent at once, especially as immediately before this time cer-
tain special circumstances in the Indian indebtedness were counter-
acting any upward tendency in the rate of the rupee. The excess
of exports over imports was in the year 1893-¢4, with a figure
of 295 million rupees, not inconsiderably lower than the 387 and
403 million rupees in the two preceding years, and when in the
following year the excess rose to 353 million rupees, the Govern-
ment proceeded to issue Council bills to a hitherto unpre-
cedented amount. The bills issued amounted to 310 million
rupees and absorbed nearly the whole “active” trade balance.
How cxceptional in that year was the course of the balance of
international indebtedness of India is seen from the fact that the
exports of gold exceeded the imports of that metal by 50 million
rupees, a state of affairs which Indian trade statistics record only
twice before, and then in a much smaller degree.

Taking it all in all, therefore, the developments in the Indian
exchanges before and after the suspension of the frce coinage of
silver show that the rates tended almost continually to rise in
obedience to the conditions of the Indian indebtedness, but that
this tendency was, as far as its effects on the price of silver were
concerned, more than counter-balanced by other potent causes,
so that the actual course of the Indian exchanges was, until the
free coinage of silver was stopped, dominated by the price of
silver, which in its turn was the result of many factors, amongst
which the Indian indebtedness was but one and not even the
most important.

Apart from the example just considered somewhat fully in
connection with the theory put forward by Knapp, the actual
position of things is clearly seen as soon as we consider a
series of silver standard countries with differing balances of
international indebtedness. We can then neglect the effect of
industrial factors and are yet led to the result that the ratio of
value between silver amd gold (which in such a case is the product
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of all the factors determining the balance of indebtedness of the
several silver-using countries), determineg the rate of exchange
of every such country within the narrow limits set by the cost of
transmigsion of silver.

Let us consider India and Mexico as two such countries. Let
us assume that India has a favourable and Mexico an unfavourable
balance of indebtedness. The Indian exchange has then a tend-
ency to rise, and the Mexican exchange to fall. Both tendencies
have unquestionably an effect on the price of silver, but in opposite
directions. If the effect of the Indian balanc® of indebtedness is
the stronger of the two, then the price of silver and with it the
rate of exchange of Mexico rises, although the Mexican inter-
national indebtedness would not itself have resulted in a rise
of the Mexican exchange. It is, of course, true that the price
of silver would not rise to the extent to which it would have
risen had not the Mexican balance of indebtedness operated the
other way.

Again, let us consider a historical example. In the year 18go—q1
the circumstances of the international indebtedness of India
were on the whole normal. At all events they showed no reason
for a rise of the Indian exchange. The excess of Indian exports
amounting to 282 million rupees was smaller than in the two
immediately preceding and following years, when it was respec-
tively 342 and 387 million rupees. The issue of Council bills,
the amount of which was 212 million rupees, was roughly normal.
Whilst, therefore, the circumstances of the indebtedness of India
taken by themselves must have resulted in the year 189o—91 in a
lower rate for the rupee than in the two immediately preceding
and following years, in actual fact the opposite occurred. The
rate of exchange of the rupee averaged in the year 189091
something over 18d., whereas in the years 188g—go and 1891-02
it was 106-57d. and 16-73d. respectively. The rate for the rupee
had even for a short while reached 2033d. during the year 1889-go,
whilst in the previous year a rate of 16d. had been registered, and
in the following year there was a set-back to about 15d. The
explanation of these remarkable developments, which are in
contradiction to the course taken at the time by the balance of
indebtedness, is to be found solely in the legislation of the United
States of America (Sherman Act), which caused enormous specula-
tion on the rise of silver in the year 18go. The rupee exchange,
however, which, having regard to the indebtedness of India,
should rather have fallen than risen, was forced upwards by the
price of silver, which was rising for other reasons.

Itisclear, therefore, that however one may estimate the effects
of the industrial and monctary factors which determine the price
of silver, it is still the price of silver (on the course of which the
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balance of indebtedness of the country has a certain but not the
sole decisive influence) which for every silver standard country
is the absolutely determining factor for its rate of exchange
within the narrow margins known to us. The price of silver, which
is determined by a multiplicity of factors, which in part reinforce
and in part counteract each other, gives an equilibrium point
for the gold and silver exchanges, from which the actual rates of
exchange can deviate, under the direct influence of international
indebtedness, only within known and narrow limits.

9 6. Fluctuations in the Exchange Relations between
Free Currencies

The position of free currencies in relation to a foreign monetary
system is in absolute contrast to the relationship between norma-
tive currencies. In free currencies the value of money is not con-
nected with any third commodity, and all those influences which in
normative currencies cause merely unimportant fluctuations from
the mint par of exchange, limited by the upper and lower gold-
points, have a much greater effect on the exchange value of free
currencies. They result here in fluctuations of so many per cent.,
whereas in the other cases they can only produce changes to
within tenths of 1 per cent. Whereas money of full intrinsic
value can be melted down at any time and can be recoined into
the money of other countries at a relatively small cost : or, wherc a
gold standard and a silver standard currency are opposcd to one
another, by the sale of the resulting bullion, paper money cannot
be rendered valuable either by reason of its substance or by
being transformed into the money of another country. This
makes it theoretically possible for such money to suffer almost
complete depreciation in terms of the currencies of other countries.
This theoretical possibility became a bitter reality for certain
countries after the War. In terms of gold moncy the Russian
rouble has sunk to less than y;4gpgth part of its original value,
the Austrian crown to less than ;4 3gyth part, and the German
mark for a short while to less than gyi45th part.

Moreover, in the case of normative currencies, the standard
metal or the full-weight money of foreign countries on the same
standard can be transformed at any time into the currency of the
country by free coinage, whereby a limit is set to the possibilities
of a rise of the currency of that country; but the exchange of a
country which has no free coinage of any of the metals can, if
the demand for the media of payment for that country cannot be
met, rise to an unlimited extent.

In those free currency systems in which the valuc of money
has only an upper oreonly a lower limit, or has widely separated
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limits, considerable fluctuations in the exchanges can take place,
at least within these wide limits.

These unlimited or wide fluctuations can take place not only
as agaimst normative currencies, but clearly also in the mutual
relation of free currencies. For the movements in the value of
a free currency are determined at all times by factors which are
only relevant to the country with that particular currency.
The demand for Argentine currency, a country with a paper
currency, might, for example, be considerable by reason of large
exports of wheat, and might have the effect of raising the
Argentine exchange, whereas at the same time Brazil, also a
country with a paper currency, might have its currency depressed
by weakness in the price of coffee.

Other causes of fluctuation must be added to the fluctuations
of the balance of international indebtedness in the case of free
currencies, especially paper currencies. These are causes which
can play no important part in the case of normative currencies,
being the mode of issue of money and circumstances affecting
State credit.

In normative currencies the free coinage of the standard
metal to some extent automatically regulates the creation of new
money. No question arises, therefore, as to the policy adopted
for the issue of money.  On the other hand, in the case of metallic
currencies with suspended coinage, and in that of paper cur-
rencies, the State can regulate the supply of new money at will.
On the policy adopted by the State in this matter, whether it be
a policy of careful supervision and of restriction of the issue of
paper notes or coin, or whether it be a policy of throwing large
quantities of new money on the market, the value on the markets
of the world of that State's currency must naturally depend.
Depreciation of paper currencies before the War was in most
cases caused by excessive issues of paper money.
~ Factorswhich act upon State credit are also of little importance
In normative currencies so long as only standard money of full
weight is full legal tender, or so long at least as such money largely
predominates in the circulation, because the value of such money
1s intrinsic and is quite independent of external circumstances.
On the other hand, in a monetary system which comprises ex-
clusively or mainly money whose intrinsic value is less than its
nominal value, the value which attaches to the currency on the
world markets will also depend largely on considerations of the
economic, financial, and political prospects of the State in ques-
tion. In particular, in the case of a paper currency, the question
will always arise whether, and if so, when and at what rate of
exchange the resumption of convertibility of the notes may be
expected. Economic and political crises*and a bad financial
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policy diminish expectations of this nature and tend, therefore,
to depress the rate of exchange of the currency, while a favour-
able course of economic, financial, and political developments
may raise the rate of exchange.

The far-reaching effect of all these factors can be seen from the
history of the exchanges of every country with a frec currency.
In so far as periods before the War are concerned, we may perhaps
be allowed to refer in this connection to the writer’s investigation
into the history of the Russian paper currency during the eightics
of the nineteenth' century.! Therein it was shown that the
rouble exchange in Berlin depended primarily upon the fluctua-
tions in the Russian exports of wheat, the most important and
the most unstable factor in the international indebtedness of
Russia, whilst at the same time it was observed how at times
political causes interrupted the workings of this relation. The
post-war period with its unprecedented dislocation of international
exchanges is in itself a striking illustration of the effects of the
factors referred to.

¢ 7. Regulation of Rates of Exchange

In any two currencies linked to the same metal the mint par
of exchange between them is fixed ex fustitutione, and the small
margin on each side of this point within which the rates for hard
cash, bills of exchange, and cheques can vary is determined by
definite and calculable factors.

The position is similar in the case of two currencies linked to
different metals, except that here the mint par of exchange does
not follow merely from the nature of the two currency systems,
but must be calculated on the basis of these systems in accofdance
with the price of silver as it stands at the moment.

In both groups the extent to which the State can exercise an
influence on the rates of exchange is limited, except in so far as
this influence relates to the constitution of the system and to its
maintenance. Where any influence is exercised, it proceeds usually
from the great note-issuing banks to whom the duty of regulating
the money circulation is delegated. We havealready seen that the
note-issuing banks can, by fixing prices for the purchase and sale of
gold bars and of foreign gold coins, and by granting advances free of
interest against deliveries of gold, exercise a certain influence on
the rates of exchange at which the import or export of the standard
metal becomes profitable; and in this way can also influence the
extent of the margin of fluctuation of these rates of exchange.

' Aussenhandel und Valutaschwankungen, first published in Schmoller’s
Jahrbuch, vol. xxi, z, and subsequently in the author’'s Studien diler Geld-
und Bankwesen. *
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Within this margin the banks can influence the movements of
the exchanges by certain mcasures of banking policy, particu-
larly by the regulation of rates of discount and by a systematic
manipulation of operations in forcign bills of exchange. A fuller
study of these matters can only be undertaken in conncction
with a detailed trcatment of the banking system. At present we
need only indicate that the ratc of discount of a large note-issuing
bank, in so far as it influences the country’s general rate of
interest for short-term credits, affects to some extent the inter-
national movement of the precious metals. A%elatively high rate
of discount, which makes the investment of money in the country
in question appear to bc a profitable proposition, increases the
demand for the money of that country and favourably affects
its rate of exchange. If, morcover, it so happens that a note-
issuing bank has purchased and locked up a substantial supply
of foreign bills at a time when the rate for these was low, it
can, when the rate is high, counteract the unfavourable tend-
ency of the rates by throwing some of its stock of bills on the
market.

But so long as the organisation of both normative currencies

remains intact any such regulating influence can only be exercised
within the narrow limits about the mint par of exchange resulting
from the systems themselves,
* Free currencies, however, give a much wider scope for the
exercise of influence by the State or by its authorised agents.
In these cases there is no par of exchange ex institutione. The
State can, therefore, fix some arbitrary parity point as a desirable
aim and it can attempt to make this par effective by means of
its own financial policy and by the policy of its banks.

The best-known pre-war example is provided by Austria-
Hungary. This monarchy had, in fact, provided in its legislation
for a gold standard, but up to the outbreak of the War the Austro-
Hungarian bank had not officially undertaken to redeem its notes
in gold. Yet the Austrian currency had from the middle of the
ninetics of the previous century remained almost stable in its rela-
tion to gold standard currencies, just as though the gold standard
had actually been brought into operation in Austria-Hungary by
gold payments for notes. This resulted partly from the free coinage
of gold which was in force from the beginning of the nineties,
and in consequence of which the rate for the Austrian crown
could not rise much higher than 85 pfennig in German currency;
and partly from the policy pursued by the Austro-Hungarian
bank, which kept a considerable reserve of gold and a large
stock of foreign exchange of gold standard countrics. In the
event of the money market not being able to mect the demand for
the currencies of countries on a gold standazd, the bank gave up
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some of its stock of foreign exchange, and, if necessary, also gold
bars at a rate which did not much exceed the parity desired.

For such a policy to be carried out, the bank must naturally be
in a position to go on replenishing its stock of gold and of foreign
exchange after each drain upon its reserves in order to maintain
the rate of exchange. Whether this drain can be supported
depends in turn on the country’s balance of international indebted-
ness and possibly also on the credit of the State. In any event,
the security given for the upkeep of the rates of exchange by such
banking and financlal measures is not the same as that which follows
ex institutione from the organisation of the monetary system, which
can only become nugatory by a change in the monetary system
itself, e.g. by the suspension of the convertibility of notes.

The method of regulating the rate of exchange of the Russian
rouble adopted by the Russian State bank from 1894 onwards, in
preparation for the commencement of gold payments, was similar
to the above. The Ministry of Finance held considerable gold
credits in various foreign centres, particularly in Berlin, and these
were used for the purpose of regulating the rate of exchange of the
rouble. When the tendency of that rate was downward, these
credits were employed for purchasing rouble notes and bills of
exchange on Russia. When the tendency was upward, the
Minister of Finance caused rouble notes to be offered for sale.
In this way it was found possible actually to stabilise the rate of
exchange of the rouble before the conversion of notes into gold
was undertaken. But even this case illustrates the example of
Austria-Hungary above, for the stabilisation of the rate of
exchange was at the mercy of the arbitrary will of a departmental
authority, and of the means at its disposal, and the monetary
system itself contained no guarantee of stability for the Yate of
exchange.

In a similar manner Argentine has stabilised since 1898, by
the aid of a ““conversion fund,” the rate of its paper money in
terms of the currencies of gold standard countries.! This limited
degree of security is sometimes practically demonstrated by States
whose exchanges are not stabilised by the nature of their monetary
systems, but who, finding it difficult to place loans in terms of
their currency on the international money market, maintain a
degree of stability by more or less arbitrary measures. They
must either accept unfavourable terms so as to cover the greater
risk run by the lender, or else they must be content with giving
their creditors the option of lending them money in terms of gold
standard currencies.

On this question of the regulation of rates of exchange by way

1 For the case of Russia and the Argentine in particular, see Carl A.
Schaefer, Klassische VaMulastabilisierungen, 1922.
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of banking and financial measures we must also disagree with
Knapp.

I?g concludes from the fact that by such measures, which he
describes collectively as ‘‘exodromic measures,” a fixed rate of
exchange can be attained even in cases where no normative
currency (‘‘hylodromy”) exists, and that it is not necessary to
connect the value of money with some metal in order that a fixed
rate of exchange (‘‘exodromy ") should be created. In this he is
doubtless right in theory and also to some exfent in practice.

But Knapp oversteps the mark when he puts forward the
further proposition that from the monetary systems of two
countries a par of exchange cannot arise without further conditions,
and that such a parity can in fact only come into being where it
is definitely aimed at by the governing authorities of the countries
in question, and that it is realised by measures designed specifically
for the purpose (p. 238). According to him, the “choice of the
parity point”’ always depends on a “‘decision” (p. 211). “Ever
since Germany has, like England, had a gold standard currency, a
par of exchange between these two countries has existed, because a
decision was taken to regard the rate which corresponds with the
mint par of exchange as the rate of exchange, and because efforts
have been made to maintain it by special arrangements. It would
have been possible, although there would have been no point in
doing so, to set up and maintain some different par of exchange”
(p. 211).

As has been shown above, however, it follows, with mathe-
matical certainty, from the fact that the monetary units of two
States with the same standard metal are related to each other, that
the reciprocal rates for money and for short-term claims can
fluctuate only within certain limits, calculable for any point of
time, on each side of the par of exchange given by the metallic
equivalent of the two money units.

This makes it both theoretically and practically impossible
to set up and maintain between two countries with the same
normative currency a par of exchange which is other than that
which follows of itself from the two monetary systems. If, in the
circumstances which existed in the currencies of Germany and
England before the War, the German Government had wished to
fix the par of exchange between German and English money at
30 marks, instead of 20-43 marks per pound sterling, this would
have been just as nonsensical and as impossible of performance
as if it had undertaken to pay 30 marks for every 2043 marks.
For in such a case the German Government would have had to
declare its readiness to pay for all bills of exchange on England,
or for all types of English currency offered to it, 30 marks per
pound sterling, whereas from the quantity’ of gold contained in

VOL. 1. 29
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or obtainable for each pound sterling, it could have produced
only about 20-43 marks of German money. The case would have
been the same in any attempt to fix a rate below the mint par
of exchange. If it had been thought desirable to fix the par of
exchange at 15 marks for one pound sterling, the German Govern-
ment would have had to give one pound sterling for each 15 marks,
whereas it could have procured pounds only by paying 20'43
marks for them. Both cases would have brought about an end-
less drainage of golgl from the country which attempted to adopt
a financial policy practically so impossible and theoretically so
ludicrous.

If, therefore, we refuse to follow Knapp in his excursion in
this direction, and if we keep steadfastly to the opinion that in
the mutual relation between two normative currencies the par of
exchange follows from the two monetary systems as such, we do
not deny that, in the case of normative currencies, banking or
financial measures may be of importance, but simply maintain that
such measures do not apply directly to the actual fixation of the
par of exchange as against other currencies, but merely to the
proper upkeep of the country’s own monetary system, which of
itself gives the rates of exchange of its money in terms of such
foreign currencies as are on the same basis.

€ 8. An International Monetary Unit and a Common
Standard of Currency

Our investigation into the mutual relations between individual
national monetary systems shows that only between normative
currencies on the same metallic basis does there exist a relation
which corresponds to the requirements of international trade and
which is subject to but very small fluctuations, whereas in the
reciprocal relations between a gold and a silver standard currency,
as well as in those between a normative and a free currency and
between one free currency and another, there is always the
possibility of violent fluctuations which cannot be calculated in
advance. But the small fluctuations of the rates of exchange
between normative currencies, the inconvenience arising from the
multiplicity of units of money of one and the same normative
system, the restriction of the validity of the currency of each
country to its own territory, and the necessity, in international
transactions, of exchanging the money of one country against the
money of another; all these inconveniences, though insignificant
when compared with those resulting from violent fluctuations in
the rates of exchange between the currency and other currencies,
were felt as a disadvantage from the earliest times.

Hence, at various times, efforts varying in degree have been
made to create one 8niform international monetary system out
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of the number of different ones already existing. A uniform
world currency appears, on purely theoretical grounds, as the
ultimate end of that property of money which created the impera-
tive necessity for the establishment of uniform national monetary
systems, namely, the widest possible territorial extension of its
“ validity.” The desire for a uniform currency gains especial force
at times of great expansions in world trade. The endeavours to
set up a world unit of coinage were greatest in the years from
1860 to 1870, clearly following upon improved,means of transport
and the diminution and partial abolition of the high customs
barriers which had heretofore divided countries from each other.
In the historical part of this book, it was shown how these en-
deavours, notwithstanding the enormous support given to them,
especially by the French Empire which was then pre-eminent,
only led to the formation of the Latin Union, comprising few
countries, but not to one unit of currency for the whole world
as the French statesmen had long dreamed of. The causes were
not to be found only in the bloody political events of the year
1870-71, which gave a set-back to ideas of international brother-
hood, and by increasing nationalism repressed internationalism,
but lay chiefly in the difficulties inherent to the problem of a
world currency.

Considering the determining influence of State legislation upon
currencies, it is only possible to institute a uniform monetary
system and a common circulation without difficulty where uni-
form legislation exists, that is within the confines of a single
State. It is true that international agreements regarding the con-
trol and regulation of the monetary system and in connection
with a more or less common circulation may be, and have been,
concluded, but, as we have already discovered in part, the experi-
ences gained from such agreements cannot be regarded as in any
way encouraging.

If sufficient guarantees for the maintenance, in a state of
efficiency, of a common circulation are to be provided, even if only
on paper, then the contractual engagements of the several parties
must be so far-reaching as to be, for the most part, inconsistent
with the sovereignty of States and with the freedom of action which
is so vital to States. Was not this in fact the great difficulty
which, before the creation of the Reich, made the setting up of
a common unit of currency impossible even within the German
Customs Union? Radical provisions regarding the circulation of
token money, far-reaching reciprocity of control in the matter of the
exactness of coinage, agreements concerning tolerated deficiency
and withdrawal from circulation of worn coins, and safeguards
against the dangers which threaten the monetary systems by the
issue of inconvertible paper money,—all these'points require regula-
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tion if a common currency is to be established. In the Latin Union
all these requirements were not fully met, the Union contenting
itself in the main with fixing the weight and fineness of the various
types of currency, laying down quotas for the coinage of token
money, and imposing upon the individual States the obligation
of converting their token money. No attempt was made to
control the production of the mints, to fix the tolerated deficiency,
to make regulations for the redemption of worn coins of full legal
tender, or to provige safeguards against the dangers of excessive
issues of paper money. It was just at the end of the sixties of the
last century that it was currently reported that the coinages of
the Paris mint lacked exactness, and that no effective safeguards
existed in France against the circulating currency becoming too
greatly worn, so that in Germany, where long and bitter experience
had shown the effects of an inexact coinage and of a debased circula-
tion, the enthusiasm for a joint currency with France waned con-
siderably. To this was added the circumstance that, in the first
year after the conclusion of the Latin Union (1860), Italy found it
necessary to make its bank notes inconvertible. Notwithstanding
that the unit of money was nominally the same, and that a common
currency existed on paper, the Italian currency fell greatly
in value in its relation to the currencies of the other States of
the Union. Moreover, the Italian token coins were drained
away to those other States where, in accordance with the terms
of the convention, they had to be accepted by the Treasury
and the banks at their full nominal value; the 1-lira piece being
taken as a one-twentieth part of the gold 20-franc piece, while in
Italy itself it was, at first, in view of its inferior intrinsic value,
equal only in value to the depreciating paper money. Thus, any-
one could make a profit by buying Italian paper currency in France
at about 105 lire for 100 francs, changing it in Italy for silver
token coins, and then changing these in France at their nominal
value into gold money. At a later date, too, particularly in the
year 1893, Italy again found herself in the same position and
for the same reasons. The drain of her silver token coins to
other States of the Union was a serious burden on the Italian
money market, and as far as these other States were concerned
the influx of Italian token coins rendered illusory the fixed quotas
for the amounts of token money in circulation. In the interests
of both sides it was found necessary to make, in 1865, a supple-
mentary agreement, which excluded the Italian token coins from
the other States and imposed upon Italy the duty of taking back
these coins at their nominal value from those States.

The War completely destroyed the Latin Union. At the time
of writing (the middle of March 1922) the Swiss quotation on
Paris, Brussels, and Rome is 32-80, 28:50, and 2550 francs respec-
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tively for 100 francs of French or Belgian currency or for 100 lire
of Italian currency.

Though one may intend to provide, by agreement, all conceiv-
able safeguards for a common circulating currency, it is not
possible even with the greatest care to foresee, when drafting a
currency convention, all the contingencies which at some future
time might become of decisive importance. As an example we
need only recall the problems which arose from conditions, which
it would have been impossible to have anticipated, in connection
with the liquidation of the Austrian talers and pf the silver 5-franc
pieces. But even when all conceivable precautionary measures
have been taken there is still no guarantee that, at the decisive
moment, the agreements will be kept. Financial breakdown or
considerations of self-preservation on the part of a State can
nullify the most far-reaching contractual provisions, to the
detriment of all the States participating in the common currency.
Thus, the Vienna Convention of 1857 expressly provided that none
of the participating States should assign to inconvertible paper
money the power of full legal tender. Nevertheless, Austria,
which at the time when the agreement was concluded had a paper
standard currency, found it necessary, after a short-lived attempt
to resume cash payments, to reintroduce inconvertibility, and she
remained throughout the entire period during which the conven-
tion was in force on a paper standard.

With these experiences and considerations in mind, the com-
parative advantages of an actual universal monetary unit—the
saving in calculation and the avoidance of changing from one unit
to another—cannot be rated very highly. Aswe have seen, by far
the greatest majority of international monetary transactions take
place not by means of metallic money, but by bills of exchange
and similar documents. Even with a common unit of account the
bill of exchange would have a varying rate because circumstances
would still necessitate the actual sending of money from one
country to another, and cost would be incurred thereby. One
need only look at the fluctuations of the Paris rates of exchange
on Brussels and on Zurich, even in times of political peace
and of undisturbed monetary systems, to obtain an idea of how
little could be achieved by a common currency in the sphere
of international monetary transactions. The advantages of a
common currency would in the main accrue only in international
travel, and these advantages, compared with the disadvantages
enumerated above and the inconvenience of recalculating all
current obligations into a new and alien system of coinage, are
too unimportant to have given practical shape to the conception
of a world unit of money.

Nevertheless, the international need of the universal adoption
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of a common standard of currency has been placed beyond
doubt, especially since the ratio of value between silver and gold
became disturbed. Fluctuations in the relation between the value
of the currencies of individual countries, which so adversely affect
world trade, could by such means be reduced to a minimum,
possibly even to a vanishing point, and even without the additional
adoption of a common coinage. This aim could, in fact, be
attained on the basis of a common standard without the individual
States in any way binding themselves by contract or having to
adopt a common 1gedium of circulation, and, therefore, without
raising doubts and difficulties such as follow in the wake of inter-
national currency agreements. The condition precedent for this is,
however, that the economic, financial, and political conditions of
the various countries should permit of an organisation of the
currency, based on gold, being instituted and preserved.

9 y. The Double Standard Agreement

After the depreciation of silver had set in, it looked for a long
time as if even a common standard of currency could not be
achieved by way of the autonomous legislation of individual
States. It seemed that the actual course of the currency policy
of the various States and the developments in the field of produc-
tion of the precious metals would of necessity leave the world
divided into gold standard countries and silver standard countries,
between which only one bridge was conceivable—that is, the double
standard by agreement. Although the efforts to set up such a
system have no longer any practical importance, the construction
of the system is of interest in connection with the theory of
money, and we must, therefore, say something about it here.

The double standard by agreement, or bimetallism, d®es not
of itself by any means imply a common circulation such as existed
in the countries of the Latin Union. Neither does it involve
similar monetary systems, nor even a simple relation between
the different national units of account, such as was ultimately
proposed at the International Currency Convention held in Paris
in 1867. An agreement having for its purpose the introduction of
bimetallism should in fact in its very nature relate only to the
standard of the currency. The idea is that the various States
should merely undertake to introduce the double standard on the
basis of one and the same ratio of value between the two metals, 1.e.
a system in which gold and silver coins are absolutely interchange-
able at the nominal values assigned to them, and are freely coined
for private account, as legal tender, on the basis of one and the same
ratio of value to be fixed by common agreement. The system
could, of course, be put in force only if the fact of a common basis of
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coinage sufficed to exercise a dominating influence on the actual
relation of value between gold and silver. So long as this applied,
an agreement setting up bimetallism would in effect result in
complete stability between the rates of exchange of countries on
the gold standard and those on the silver standard, as well as of
countries using both these metals for their circulation.

The doubts expressed above in regard to the feasibility of a
common circulation for a large number of States do not, as such,
apply to bimetallism, as a common bimetallic system is possible
without a common circulation. At the same time very weighty
arguments exist against this system. ¢

The protagonists of bimetallism refer to the fact that modern
States do not shrink from restricting by international agreements
their freedom of self-determination in a number of spheres of con-
siderable economic importance. Post office and railway agree-
ments, ctc., are quoted as examples. From this fact the con-
clusion is drawn that there can be no objection in principle to an
international agreement regarding the currency standard. This
line of argument overlooks, however, a special factor which comes
into play in agreements relating to money. When a country
concludes an agreement relating to its postal service, or to its
trade, and the agreement ceases to operate after a time, this does
not entail any permanent burden on the State. It may be that
the State has had to suffer during the operation of such an agree-
ment from unfavourable provisions therein, but these ills are not
incurable. Inan agreement for the purpose of the double standard,
however, the position is different. Such a convention would
place each of the contracting States under an obligation to coin
whatever quantities of silver were brought to their mints for the
purpose, and it would thus make silver full legal tender. This
kind of undertaking would bring about consequences which
would by no means be disposed of by denouncing the agreement.
If the agreement ceased to operate either because one or other
of the parties did not keep loyally to its provisions, or because, for
inherent reasons, a bimetallic system could not permanently
be retained, then the position of all those States, which at the
beginning of the agreement had enjoyed a secure gold standard
currency, would at the end of it be substantially more unfavour-
able. The silver coins struck during the operation of the agree-
ment would be a source of continual responsibility to the States
concerned, and would constitute a threat to their monetary
systems, so that a return to sound currency conditions could be
affected only at a great sacrifice.

In this consideration lies one of the greatest obstacles with
which the movement in favour of bimetallism was faced during the
quarter century from the second half of the seventies to the end of
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last century. Most people placed in a position of responsibility
suffer from conscience more than they themselves suspect. This
fact manifested itself clearly in connection with the question of
bimetallism. Statesmen, who as irresponsible politicians and par-
liamentarians were enthusiastic and active supporters of the idea,
when placed in a position of government and faced with the task of
giving their ideal practical effect, found themselves hesitant.
This applied, for instance, to Arthur Balfour (now Lord Balfour),
whose entry into the British Cabinet aroused in German bimetallists
in particular great hopes in the second half of the last century.
Great was their disappointment, therefore, when, as Prime
Minister, Balfour failed them. Similarly, the Prussian Minister
of Finance, von Scholtz,! who also started with leanings towards
bimetallism, declared on one occasion that having in the course
of his duties studied the draft agreements for bimetallism which
had been placed before the Paris Currency Convention of 1881,
he had been converted to the opposite view. He stated that he
had never seen a draft agreement setting up bimetallism that
could be signed by any statesman who loved his country and had
no wish to betray it.

The developments in the last decade before the War, however,
showed that progress towards bringing about a common inter-
national standard was possible even without a double standard
introduced by convention. The need of the economically more
backward silver standard countries, and of those civilised States
which had slipped into a paper currency, for a closer connection
and undisturbed relations with the large trading countries which
dominated the world of commerce had—in conjunction with the in-
crease in the production of gold—led to the development explained
in the historical part of this book. It resulted in the first decade
of the twentieth century in gold becoming the basis of cutrency
of the majority of commercial countries of the world. The
damage which for several decades had been wrought by the fluc-
tuations in the exchanges between gold standard countries, on the
one hand, and silver standard, and especially paper standard, on
the other, was substantially diminished by this process of develop-
ment, and the international organisation of money was brought
by the gold exchanges very much nearer to that most desirable
ideal of stable relations between the currencies of the various
civilised countries. The War, which destroyed national monetary
systems and revolutionised the balance of international indebted-
ness, has driven us further than ever away from this goal.

1 [Adolf von Scholtz was Prussian Minister of Finance from 1882 to 1890.]



§ 3. THE DEMAND FOR MONEY, THE
SUPPLY OF MONEY, AND THE
VALUE OF MONEY

PREFATORY NOTE

IN the theoretical part of this book we have examined the
economic concept and the functions of money, and the organisa-
tion of monetary systems. There still remains for consideration
a closely interdependent complex of theoretical problems. The
monetary requirements of nations must be investigated: and the
causes also which determine these requirments and produce
changes therein. Closely connected with this group of questions
is the problem of the provisioning of nations with money. The
juxtaposition of these two groups leads to the further problem
of the equilibrium between the demand and supply of money
and of the effects of disturbance of that equilibrium. In the
case of economic goods, demand and supply and any change
in the mutual relations of these two factors affect the economic
value of such goods. A similar assumption may be made as
regards money. On this assumption, and beginning with the
elucidation of those monetary problems which may be regarded
as purely quantitative, we may proceed to an investigation of
the “value of money” and of movements therein, and be led
finally to a study of the concomitants and of the effects of
changes in the value of money.

CHAPTER VII

THE DEMAND FOR MONEY

§ 1. The Development of the Theory of the Demand
for Money

IN the early days of commercial enterprise, when money was
regarded as the real embodiment of wealth, the conception of
a demand for money arising out of the economic conditions and
circumstances of the period was quite unknown. A large accumu-
lation of the precious metals, which alone were regarded as
money, was held to be an object desirable in itself, quite apart
from any question of the specific purposes to which these metals
would be applied. Money, as such, was still regarded in the same
light as were the treasures of Indian princes, which are collected
for their own sake and to the accumulation of which there is no
limit set by considerations of utility.

It was only when it was realised that the utility of money, as
that of all other goods, consists in its serving definite economic
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purposes, and that it is redundant if it is not needed for the
performance of its special functions, that the first impetus was
given to a study of the magnitude of the demand for money.
When it was further recognised that those objects which perform
the functions of money are withdrawn from direct use and con-
sumption and serve only as a medium of transfer of economic
goods, the conclusion was ultimately drawn—a conclusion in direct
contrast to the original view—that it was of advantage to perform
the functions for which money is intended with as little money
as possible. Money is in some measure the machine which
effects the transfers inseparable from our modern economic
institutions. Just as it is an advantage to produce and work
ordinary machines as cheaply as possible, so also in economic
life it is of advantage to effect these transfers with as small
a quantity of money as possible. Adam Smith had already
compared the saving in metallic money made by the use of
paper tokens with the saving which would result if the transport
of goods, which necessitates roads and thercby withdraws
acreage from agriculture, could be partly carried on by air,
so that the road surface would again become available for
agricultural production.

The earliest views upon the quantitative demand for money
were to the effect that an equation must exist between the total
amount of money and the total amount of other goods in a
country. It can be shown that this view was held as early as the
year 1588 by Davanzati (Lezione sulle monete). According to his
theory the sum total of the things which satisfy human needs is
taken as equal in value to all the gold, silver, and copper, and the
parts are to each other as the wholes. Locke adopted this view
and exemplified it by the analogy of a pair of scales, with goods in
the one scale and money in the other. He considered that both
scales of this large weighing-machine must be in a state of constant
equilibrium. This view is not very far removed from the theory of
the value of money. The equation between money and goods can
be nothing more nor less than an equation of the value of the two
great categories of goods which are variable in quantity. A change
in the quantity of money, unaccompanied by a change in the
quantity of goods, leaves the aggregatc value of money unaltered,
but for that very reason brings about a change in the value of the
individual pieces of money. When the quantity of goods remains
the same, an increase in the quantity of money brings about a
corresponding diminution in the value of each individual piece of
money, and a decrease in the quantity of money leads to a corre-
sponding increase in the value of each piece of money.

It can, however, easily be shown that this view is incorrect.
Of the total stock of goods of a nation only a certain fraction is
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at any given time being transferred, and being thereby placed in
arelation to money. Moreover, in most economic units the stock
of cash is but a small fraction of the wealth held in other forms
of goods (such as land, buildings, machines, raw materials, objects
of utility and of consumption, etc.).

The observation of this most apposite fact led to a limitation
of the theory explained above in the sense that the quantity of
money can correspond in value only to the value of the quantity
of the goods which are being disposed of or are intended to be
disposed of. From this stage only a small step was required to
the further modification that demand for money exists only in
so far as goods are actually transferred. But one and the same
piece of money can in any given period of time pass many times
from hand to hand and can thus serve as a medium of repeated
transfer. This led ultimately to the theory, which was long held,
that the money demand of a country is determined, firstly, by
the aggregate quantity of the goods which are to be transferred
in a given period of time, and secondly, by the ‘‘rapidity of
circulation” of money. Attempts were made to elucidate this
theory by quoting the analogy of a ship the value of which for
effective transport purposes does not depend only upon how much
it can carry, but also on how many journeys it can make in a
given time. The theory has also been expressed in a mathematical
form. If we take the aggregate value of the annual turnovers
as n, the requisitc quantity of money as m, the average rapidity
of circulation of the money—that is the number of times which it
passes from hand to hand within the year—as s; then we obtain

the equation m=-?. John Stuart Mill expresses this idea by

stating that if each piece of money changes hands on an average
ten times, while goods are sold to the value of a million pounds
sterling, it is evident that the money required to circulate
those goods is £100,000. Sismondi formulated the theory as
follows : ' The sum of the circulating media in a country must be
equal to the sum of the payments made during a given period of
time divided by the number of times which these media change
hands within that time.” ,

Even in this form the theory of the demand for money has not
remained unassailed. Attention has been drawn to the fact—
which has, moreover, been accepted as self-evident by the classical
English economists—that the saving in the use of cash, through
the use of money substitutes, and especially through the develop-
ment of credit instruments, was, as well as the influence of rapidity
of circulation, an essential factor determining the amount of money
demanded. The greater the number of transfers effected with a
saving of cash, the smaller the demand for money. In the
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mathematical formula quoted above we should have, therefore,
to deduct from the quantity “»” (the aggregate sum of transfers)
a number corresponding to the sum of the transfers effected
without the use of money.

At the same time it was pointed out that it was by no means the
only function of money to act as a medium of transfer of goods,
and that money in economic intercourse was also largely a medium
of unilateral transfers of value and a medium of capital trans-
actions. If, in order to arrive at the demand for money, we take
as our starting-point, the payments (in the widest sense of the
word) which are to be made in a given period of time, irrespective
of whether these payments are based upon twofold or unilateral
transfers, even then a further residuum is left, as money, in its
function as a store of value, is the object of a detinite demand,
differing in intensity with the varying characteristics of indi-
vidual countries and of economic units. Thus Menger writes as
follows :—

“ Even those who attempt to calculate the demand for money
in a country on the basis of the value of the quantity of goods to
be transferred within some definite period of time, or on the maxi-
mum amount of the payments to be made within a period of time,
taking into account the ‘rapidity’ of circulation of the money
(estimated from the larger or smaller number of cases in which
it is the rule to make payments in the period in question with
the same pieces of money), fail to recognise the real factors which
determine the demand for money in a country. They overlook
the fact that the quantity of money which at any time may be
employed in payments constitutes only a part, and a relatively
small part, of the ready money which is nceded by a country,
and that another part of such money must (in the intergsts of
the undisturbed functioning of the economic machine) be kept
readily available in some form of reserve for the purpose of possible
payments, but which do not actually take place at all. The
reserves of ready money actually held in the safes of the note-
issuing banks, in the money coffers of the State, of public bodies,
savings banks, and credit institutions, and especially in private
hands, where they are held only against some indefinite nced,
some rare and unusual danger, although not usually drawn upon
for payments, constitute nevertheless a part of the demand for
money in the country just as do the small amounts of token coins
in the possession of individual households which pass from hand
to hand many times daily. The sums of money hoarded by
private individuals and, even to-day, by various public authoritics
must also be taken into account, as they must be considered when
calculating the demand for money in a country during definite
periods, although they do not normally find employment in money
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transactions during the periods of time in question. The demand
for money in a country, just as the demand of individual private
households, does not find anything like its correct expression in
the payments which fall due simultaneously within some specified
period of time, even if these are calculated on the most generous
scale.”

According to Menger, a theory of the demand for ready money
corresponding to the real state of affairs can be arrived at only
by an investigation, which adopts as its starting-point the demand
of the separate and communal units of which the aggregate
economy of the country is composed. The demand of a country
for money is a comprehensive concept obtained from the aggregate
of the money stocks of the individual and comrunal economic
units of the country, and its final measure is to be found in
that aggregate.!

Richard Hildebrand #* criticised the theory indicated above
even more strongly. He does not admit that it has any validity
whatever. First and foremost, he states, it is a mistake to bring
into direct connection the demand for money and the turnover of
goods, because for purchases which are merely the incurring of
obligations to pay, no definite quantities of money whatever are
required; these are only required for the fulfilment of obligations
to pay, which need not by any means coincide with the purchases.
Thus money is the object of a definite demand only as a medium of
payment and not also as a medium of transfers, and the demand
for money can therefore at any time be determined only by the
sum total of the obligations to pay which have fallen due and not
by the sum total of the transfers to be effected.

The second error in the theory which has gained acceptance is
to be found, according to Hildebrand, in the conception of the
“rapidity of circulation” of money. He claims that the analogy
with the speed of a ship is false, as in the case of a change in the
ownership of money we are not dealing with a mechanical process
which depends, as in the case of the ship, essentially on the
technical constitution of the object in motion. The so-called
rapidity of circulation of money depends wholly and solely upon
circumstances which are quite external to money, or in regard
to which money plays an absolutely passive réle. In view of
this, the rapidity of circulation of money tells us nothing in
regard to the actual factors which determine the demand for it,

! In the third edition of the Handworterbuch Menger added the following
sentence : ‘‘ The monetary demand of a country, therefore, does not follow
from a mechanical summation of the demand of individual households for
ready money. The functions of the institutions which, on the one hand,

offer a substitute for coin and, on the other hand, save cash, must also be
taken into account.”

* Die Theorie des Geldes, Jena, 1883, p. 33 eheeg.
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and the statement that the performance of a given volume
of payments within a given period of time requires a quantity
of money which is the smaller in proportion as more of these
payments can be effected with the help of one and the same piece
of money means, according to Hildebrand, nothing more than
that two and two make four. The entire theory which bases the
monetary demand on the rapidity of circulation of money is,
therefore, mere empty formalism which leads nowhere. More-
over, it is quite impossible to estimate even approximately, much
less to measure, the “mean rapidity of circulation” of money
in a country. The entire theory is quite fruitless.

In criticising the theory Hildebrand, however, did not desire
to remain as ineffectual as the theory itself. He sought, therefore,
to determine the demand for money in some new way. According
to his conception, the path to follow is to consider not the individual
pieces of money but the actual process of payment, and not a
whole period of time but a point of time. In this way the money
demand is determined quite simply by the aggregate amount of
payments to be made in the country in question at a given
moment, i.e. simultaneously, or, if it is a question of determining
the maximum demand for money within a whole period of time,
e.g. a year, this is determined by the maximum amount which
the payments to be made simultaneously within that period can
at any moment reach. Hildebrand, however, makes a reserva-
tion in this connection. His theory passively assumes that all
undertakings to pay must be met in cash. In reality, however,
a far-reaching compensation or cancellation of obligations to pay
can take place when dealing with a concentration of payments
at definite points of time, places, or institutions, and thus the
demand for money is correspondingly diminished.

¢ 2. The Really Determinative Factors in the Demand
for Money

A closer consideration of the ‘“dominant theory” outlined
above, and of the typical arguments of Menger and Hildebrand,
brings us to the following conclusions:—

The primary and basic factor of the magnitude of the demand
for money in a country must be the amount of the transfers to be
made through the agency of money. Not only unilateral but also
bilateral transfers must be considered, ¢.e. not only acts of exchange
but payments in the narrower sense, and capital transfers effected
by money.

It may appear questionable whether money is, in its other
functions, the object of a definite and determinable demand.
Clearly it is not, in it< fiunction as a measure of value. It is
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true that in order to express the value of an article in money
the existence of money is necessary, but it is quite immaterial in
what quantity it exists.

How far there is a definite demand for money as a carrier of
value through time and space is a more difficult question. The
separate function of money as a medium of transport of value is,
however, as has been shown, of such little importance that it can
quite properly be left out of account here. It is only the demand
for money for purposes of hoarding which must be considered in
this connection. Let us, then, following Mengder’s lead, look more
closely into the small and large reserves of money accumulated
and preserved in a country by private households and commercial
concerns, by banking institutions, and on behalf of the State
Treasury. We see immediately that there is a difference between
stocks of money which lie absolutely idle and unused—such as the
hoarded treasures of old, the miser’s long stocking, and the paper
notes locked up in the peasant’s box—and the cash balances of
individual households and concerns which are intended exclusively
and specifically for payments, or which serve, as in the case of the
cash reserves of large banks, as the basis of certain arrangements,
the purpose and ultimate effect of which is a more intensive ex-
ploitation of money as a medium of all kinds of transfers. These
purposes do not come into play when money is hoarded, not as a
medium of payment but only as a mere carrier of value. In so
far as the extent of the demand for money is concerned, this
difference is manifested by the absence of any kind of determinate
demand for money purely for the accumulation of wealth, irrespec-
tive of the function of money as a medium of transfers, any more
than wealth as such is a determinate factor of demand for com-
modities in a country. In this connection the mercantile theory
applies even to this day. On the other hand, the position is
different in the case of those stocks of money which are held either
specifically for purposes of payments, or as a basis of arrangements
which serve for the settlement of payments. In so far as such
money. stocks or balances are concerned, the money is, as Menger
rightly asserts, an object of definite demand. But the demand
for such cash balances and reserves cannot, as we shall soon see, be
in any way separated from the demand for money for payments
(in the widest sense of the word). This brings us to the stage at
which we must investigate both the question put forward by Hil-
debrand—that is whether a point of time, and not a period, should
determine money demand—and the connection between cash
reserves and balances and the ““rapidity of circulation” of money.

Let us follow Hildebrand and fix our attention on the total
stock of money, at a given point of time, intended to serve as a
medium of transfers. We find that only a part of such stock, and
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mostly only a very small part of it, is in motion, and accordingly
actually in process of fulfilling its normal purpose. The remainder
is at rest in the money bags of individuals and in the cash boxes
of the various concerns. Does, then, the demand for money of a
country actually cover, as Hildebrand states, only the money
which is at the time in motion, and does the maximum monetary
demand of the country over a period of time correspond,
in effect, to the highest aggregate reached at any point of time
within that period by the payments to be made? Or else is
Menger right in including the demand for money for reserves and
cash balances of all kinds, in addition to the demand for transfers
which are at any time due to be actually effected? The question
contains, at first sight, an answer in favour of Menger, for no one
could assert that cash balances, though inactive at any given
moment, are redundant in so far as the economics of the country
are concerned. Hildebrand'’s point of time of payments, which he
contrasts with the period of time, is no less of an abstraction
than the “rapidity of circulation” of money which he criticises
so severely. Concentration of payments at one and the same
moment cannot seriously be made the basis of investigation.
As soon, however, as the payments, said to be ‘‘simultaneous,”
are spread over a period of time, however short—be it an hour or
a day—there appears immediately the factor which Hildebrand
excludes from his line of investigation, namely, that one and the
same piece of money can be used for several payments. The
money demand of an hour or a day can thus, in certain circum-
stances, be smaller than the sum total of the payments which
fall due within the hour or day, even if we leave out of account
compensating cancellations of the payments due.

From the other line of approach we come to the fol.lowmg
considerations:—

If a certain sum total of payments falls due on a particular
day, and this total represents the maximum within a year, then
the amount in question can be regarded as the maximum of the
country’s demand for money for purposes of payment only if
the payments to be made on the following day can be made in
pieces of money all of which have already on the previous day
served the purpose of money payments. If on a given day there
be 100 million marks to pay, and on the day following only 50
million marks, but by persons who received no payments on the
first day, then, unless quite exceptional conditions apply, those
who have to make payment on the second day must already on
the previous day have had in their safes 50 million marks as cash
reserves. The maximum of the money demand of the country is,
then, not 100 million but at least 150 million marks. The case which
the theory of Hildebrand assumes to be self-evident, namely, that
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in which at the second point of time the same pieces of money
are set in motion for payments as served for this purpose at the
first point of time, can occur only in two sets of circumstances:
either the payments at the second point of time are to be made
by the persons and concerns who received sufficiently large pay-
ments at the first point of time to enable them to make the pay-
ments at the second point of time; or else the persons who are
under an obligation to make payments at the second point of
time must be able to lay their hands on the requisite money by
way of credits placed at their disposal by thgse who received pay-
ments at the first point of time. Where these conditions do not
apply there can be no question but that those who must make
payments at the second point of time must, at the first point,
have already been in possession of a stock of money which was
at rest, and that, at the same time, persons receiving payment
at the first point of time must leave their money lying idle at the
second point of time.

Can we, therefore, regard the demand for money for pay-
ments falling due at some later date, or payments which, by the
special nature of the contract or debt underlying them, can be
demanded at any point of time, as something different from the
demand for money for payments which have actually to be made
at the particular time? Can we, in other words, differentiate
at all the demand for means of payment which are at rest from
the demand for such means which are in motion? In our opinion
we cannot. In fact, a more careful examination of the question
leads us to a problem which is related to the problem of the
rapidity of circulation of money without being altogether coinci-
dent with it.

If, then, as we have just seen, the payments which fall
due at some particular point of time are got exclusively the
determining factor of the demand for money in a country, but
that this demand extends also to the money required for actual
payments made, or possibly to be made, at future points of time,
it follows that, to arrive at the demand for money, we must use
as a starting-point a period of time. In that case, however, we
must not take into account a demand for money for purposes of
storage or reserve, as well as the demand for purposes of payment,
because the demand for storage exists only in so far as the money
is actually, or may possibly be, required for purposes of payment
within the longer period of time. The cash balances lying idle at
any given point of time must be greater when, not the rapidity
of circulation of money (we are dealing here with a far wider con-
cept), but the intensity of exploitation of money, of which rapidity
of circulation is but a part, is smaller.

If the payments at the second point of time can be made wholly,
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or for the greater part, with the same pieces of money as those
used at the first point of time, then, at the first point of time, cash
reserves need not exist quite to the same extent as would be the
case if the payments at the second point of time had to be made
wholly or to a preponderating degree in other pieces of money.
The demand of the country for money is smaller in the first case,
because the intensity of exploitation of the ready money (which
in this special case is synonymous with rapidity of circulation)
is greater.

As has been explgined above, the increased rapidity of circula-
tion of money and the consequent smaller demand for it may
in the above case be due to the fact that the same individuals
and households within the country have to receive and make
payments in quick succession. But the various economic units
in a country are by no means similarly placed in this regard.
Side by side with wage-earners who reccive and spend their
wages day by day there exist the workmen who do so week by
week. In such households, leaving out of account the existence
of any considerable savings, large cash balances can never
accumulate. The official who draws his salary quarterly is in
a different position. Even if we leave his savings out of account,
and also the transitory spending of surplus reserves, even then in
such households we find at the beginning of each quarter sub-
stantial cash balances which are slowly consumed as the quarter
proceeds. Those pieces of money which are used for payment in
the last week of the quarter have been lying idle in the cash-
box during the whole quarter. The same differences which
arise regarding periods of receipt of money in the houscholds
referred to are also found in regard to the periods of payment
due by such households. Where rents and interest p%yments
are made annually the sums nccessary for this purpose must
gradually accumulate in these housecholds. This withdraws
larger sums from actual circulation than are thrown into
circulation by an equally large expenditure spread more evenly
over the year. Similar differences are to be observed in the
case of entire groups of economic undertakings. In agriculture,
the autumn, when the harvests are in, is the principal period
of receipt of payment. In industrial undertakings, however,
receipts are spread over the entire year, though, of course, not
equally in all industries. Here, too, the periods of spending and
receipt depend to a large extent on the change of seasons. This is
particularly so in the clothing industries. But on the whole, the
pulse of revenue and expenditure beats more strongly and more
regularly in the case of industries than it does in agricultural
undertakings. But, however greatly the principles of budgeting
in relation to payments differ in the case of the various households
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or economic units in the same country, there are certain general
observations on this point which are universally applicable. The
demand for money to which the sum total of the transfers to
be effected by means of money during a longer period of time gives
rise is the smaller the more evenly the payments are spread over
the whole period, and the greater is the preponderance of the
economic units in which receipts and expenditure follow each
other in quick succession. Districts which are densely populated
and have a highly developed and flourishing industry require,
therefore, in proportion to the magnitude of &éheir total turnover, a
smaller stock of money than do districts with a sparse population,
the people of which come into economic contact with each other
only at specified times, and in which the prevalence of agriculture
concentrates the receipt of money at certain times of the year.

Moreover, the cash reserves which individual private concerns
must hold can, for one and the same mass of transactions to be
effected by money, be the smaller, the greater is the development
of credit arrangements, which have the effect of transferring ready
money from the places where it is not at the moment required
to those in which money demand exists at the time. The more
the practice establishes itself of temporarily lending amounts
which are not immediately required, the more certain are indi-
vidual concerns of being able to procure for themselves, should they
find 1t necessary to do so, requisite supplies of ready money by way
of credit, and this diminishes the degree to which it is necessary to
hold large cash reserves. This brings us face to face with the
important facts that credit reduces the money demand not only in
the way assumed in the generally accepted theory—that is, by
acting as a medium in transactions which would otherwise necessi-
tate ready money—but also by producing turnovers which require
no new ready money but save it; that credit encourages the
transfer of cash from hand to hand, and thereby increases the
volume of transactions which can be effected within a given
period of time by one and the same piece of money; in other
words, that the rapidity of circulation of money is increased by
reason of the fact that credit leads to a more intensive exploitation
of the available supplies of money.

Whilst credit is thus an instrument adapted to diminishing
the requisite cash reserves which would otherwise be needed
for the same sum total of transactions, it is to be observed further
that certain types of cash reserves give rise by way of credit to
arrangements for effecting payments which make the exploitation
of the available supplies of money for economic intercourse as pos-
sible, or even more possible, as does any increase in the rapidity
of circulation of money. Under this heading we have the large
cash reserves of the banks which are the basis of cheque, bank
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account, and clearing business. As transactions of this nature
presuppose cash reserves, it is incorrect to assume that they are
effected with a direct and complete saving of cash. All that is
saved by such arrangements is the transfer of ready money.
In these transactions the ready money remains at rest in the safes
of the banks. But the arrangements represent a more intensive
mode of exploiting ready money than could be brought about by
the ordinary transfers of cash, and this more intensive exploita-
tion is not, as in the case mentioned above of money-lending,
obtained by an incrgase in the mobility of money, but, on the
contrary, as it takes place on the basis of cash reserves remaining
at rest, is accompanied by a decrease in the effective rapidity of
circulation of money.

Let us, first, consider the transfer of account-keeping by indi-
vidual concerns to banking institutions and the resulting bank
transfer and cheque transactions. It is clear that the concentra-
tion of the book-keeping for a large number of households and
concerns in a single place implies a saving of cash. A bank which
makes and receives payment for one thousand persons need not
keep nearly as large a stock of cash as would be necessary if the
one thousand personsinquestion acted without such concentration,
because the payments and receipts are spread over different points
of time, and as various clients of the same bank often have to
make payments to one another, such payments can be made simply
by cross-entry in the books of the bank. The clearing arrange-
ments between a large bank and its numerous branches reduce
the actual payments to be made to a very small proportion of the
total book transfers. By this concentration of payments a given
volume of settlements can be effected by means of a fractiqp of the
ready money which would otherwise have been necessary. As a
result, the banks are in a position to make a large part of the cash
reserves confided to them again available to the market by grant-
ing credits, and they can, to some extent, by giving credit, creatc
the very credit accounts on the basis of which they cffect settle-
ment of payments, for instance, by discounting bills of exchange,
and instead of paying the person tendering the bill in metal money
or notes, placing an amount to his credit in the books of the bank.

The possible exploitation of ready money is still further
increased when several banks enter into an arrangement to
clear each other’s accounts and to settle by clearances the
claims by one bank on another which result from transactions
with customers. The most complete form of this arrangement is
seen in the organisation of “‘clearing-houses,” the model and
first of which was started in London. Here individual banks
settle the claims which they have on each other in such a way
that even the residual balances of the banks are not actually
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paid out in cash, but are transferred as clearing balances in the
books of a central bank, such as the Bank of England or the
Reichsbank, without ready money being used at all.

Similarly, in the case of metallic standard currencies with con-
vertible bank notes, the combination of clearing arrangements
with the issue of notes results in an extraordinary increase in the
intensive exploitation of ready money. On this point we may
refer to the interesting experiences of the German Reichsbank.!
Current-account credits and note circulation are in one respect
similar. For while neither has a full covér of metallic money,
each nevertheless requires sufficient cover of metallic money
for cash payments and for the ultimate redemption of notes.
But it has been shown that the maximum and minimum points
of the so-called ** foreign moneys,” which are in the main current-
account credits, as well as of the note issues, do not coincide
in point of time, and that, therefore, movements of these two lia-
bilities tend to cancel each other in the long run. The variation
between the maxima and minima amounts of the total of claims
upon the Reichsbank falling due daily (notes plus foreign moneys)
was from 1876 until the outbreak of the War, with the exception
of one year, smaller in percentage than the variation between
the maximum and minimum amounts of the note circulation
taken alone. In most years the total variation in the case of
the total claims falling due daily was even smaller in absolute
amount than that of the note circulation alone. If we compare
claims falling due daily, which are not covered by a cash reserve,
with the similarly uncovered notes, we find that throughout the
period of time in question (from 1876, the date of the creation of
the Reichsbank, onwards), with the exception of two years, the
variation in absolute amount between the maximum and mini-
mun amount in the case of uncovered notes alone was greater
than in the case of the claims not covered by a cash reserve.
The greatest degree of compensation of notes and of “foreign
money "’ took place in the year 1892. In that year the variation
in the uncovered note circulation was 415 million marks, whereas
the variation in all the daily uncovered claims amounted to only
197 million marks. This mutual cancellation enables the bank
to keep a substantially smaller stock of cash as cover for notes
and for foreign moneys together than would be necessary for two
separate banks of which the one had a transfer business of the
same amount and the other a note circulation of the same amount.
In fact, from the experience so far gained, we can say that a
well-organised and well-managed central bank requires for its
notes and for foreign moneys together a scarcely larger reserve of
cash than it would require for its notes alone. In other words,

! Cf. the Memorandum, Die Reschsbank, 1876-1900, pp. 67 and 68.
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the combination of note-issuing with transfer business has made
it possible to increase the exploitation of the cash reserves lying
in the Reichsbank, and required for the purposes of cover for the
notes alone, by nearly the total of the transfer business which, in
the year 1913, amounted for the Reichsbank to 287 milliard
marks.?

There is no doubt that for the above reasons the cheque
and clearing business reduces the total amount of cash reserve,
which must be held for the purpose of effecting any given
volume of settlemen#s in any given time. At the same time,
these arrangements increase the ““visible reserve,’” because the
money concentrated in the banks becomes a matter of common
knowledge through the reports of the banks, whereas this
is not the case with the cash reserves of individual houscholds
and concerns. Again, these visible reserves of money are per-
manently at rest and are subject to relatively small changes as
compared with the changes in the reserves of cash of ordinary
households and concerns, which are alternately exhausted and
made up again at a more or less rapid rate. Whereas the cash
reserves of the various houscholds and undertakings are included
in the “money in circulation,” the visible reserves of the large
banks are regarded as being withdrawn from circulation.

Scharling ? has, in his work on banking policy (Bankpolitik,
published in 1900), used this difference as a starting-point for
far-reaching deductions in the theory of money and the prac-
tical course of the value of money in the last few decades. He
contrasts ‘‘circulating money” with ‘“money capital at rest,”
which latter phrase he takes to mean those sums of money which
the banks must keep in reserve in order to have sufficient,money
in hand to be able at any time to meet their obligations to clients
who have deposited sums of money with them. These reserves
form the basis of cheque and clearing transactions. Scharling
argues that this difference is derived from a difference in the
functions of money. In his opinion, in addition to its function
as a general medium of circulation, money also has another
function in that it represents disposable capital. The former
function is fulfilled by “circulating money,” and the latter by
“money capital at rest.” The inferences drawn by Scharling
from this fact in regard to the course taken by the value of money
cannot be investigated in detail here, but must be briefly indicated
for the sake of completeness and in order to see how far Scharling’s

1 [The * total daily habilities *’ of the Reichsbank consist of the Notes
and the Current Account (or Transfer) Balances ; the ‘‘ Foreign Moneys "
of the Reichsbank are the Current Account Balances and any liabilities to
third parties other than those arising from the issue of Notes.

* Danish economist and statesman.]
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analysis will take us. He asserts that a constant increase in
stocks of capital requires a constant increase in money capital
at rest, and that for this reason it frequently happens that only a
very small part of the new output of gold comes into circulation.
Money capital, however, so long as it remains at rest, can have no
influence on the commodity market, and accordingly also no
influence on the value of the circulating money or on the prices
of commodities. Only in so far as the bank notes and State notes
issued on the basis of the moncy capital at rest are increased does
the money in circulation undergo any increase.

We have here, in its most extreme form,’ the view that there
exists a demand for money, not only for payments in the widest
sense of the term, but also for purposes of reserve. But it is just
this extreme form which makes it clearly obvious that the differ-
cntiation between money demand for purposes of payments and
that for purposes of reserve is invalid. The money reserves of the
large banks are at rest only in so far as the turnovers and settle-
ments effected on their basis take place without necessitating a
transfer from hand to hand of individual pieces of money. But
they are not stocks of money at rest in the sense that they are
withdrawn from the performance of the function of money as a
medium of transfers. They are at rest in a physical but not in
an economic sense. The entire banking business involving
cheques and clearings is built up on these money reserves “at
rest ’’ and scrves the very same economic purposes as does ““circu-
lating money.” Money is an instrument of economic intercourse
irrespective of whether it passes from hand to hand as coin or
note, or whether it serves as a basis of methods and arrange-
ments for payments which save actual transfers of cash, except
that in the latter case its effectiveness as a medium of transfer is
substantially greater, and the same sum of ready money can serve
the purpose of a much larger volume of payments when it is used
as the basis of cheque and clearing transactions and is at rest in
a bank, than when it enters physically into the process of payment.

Thus we have established, in considering the effects of credit on
the demand for money, that, firstly, actual money-lending increases
the rapidity of circulation of money and diminishes the rescrves
of money which are at rest, not only physically but also economic-
ally, and this by transferring money from places at which it is not
for the moment required to places which have immediate employ-
ment for it; and secondly, that the arrangements for making pay-
ments which are based on credit, such as cheques, bank accounts,
and clearings, which save transfers of actual cash, make possible
a larger volume of scttlements on the basis of a smaller stock of
money, which is ready money at rest only in the physical but not
in the economic sense. In both cases credit brings about a more



460 MONEY

intensive exploitation of money. It makes possible a larger
number of transactions with the same stock of money, and thus has
a restrictive effect upon the demand for money.

There is a third manner in which credit makes itself felt.
This consists in instruments of credit, of whatever kind, serving
as a medium of transfer in the same way as money itself does,
and so leading directly to a saving of cash.

Here we must take into account first and foremost bank notes
not covered by cash reserve, and also Government paper notes, if
we are not to reckon these forms of paper, whose normal purpose
is to act as a medium of transfer, as themselves belonging to
“money.” Inany case such paper, which represents money, must
be considered in connection with any study of the demand for
money, and must be differentiated from metallic money, because
the satisfaction of the demand for money by the issue of such paper
is effected under quite different conditions to those which attend
the satisfaction of the demand by metallic media of circulation, a
problem which we shall have to consider in greater detail when we
come to treat of monetary supply. Moreover, the issue of such
paper, in so far as it is not simply a representative in circulation of
metallic money accumulated somewhere or other, but exceeds in
amount the reserves which are its cover, involves a diminution in
the demand for metallic money. In addition to Government
paper notes and bank notes, which themselves may be regarded as
money, other documents, which imply some kind of claim and the
normal purpose of which is not that of a medium of transfers, also
occasionally serve as instruments of economic intercourse. In our
discussion of the limits of the concept of money, in the first chapter
of the theoretical part of this book, we dealt in some detail with
those credit instruments which are not money, but which at times
usurp the function of money. We enumerated within this cate-
gory the following different types—cheques, bills of exchange,
interest and dividend coupons, postage stamps, etc. It might at
first sight appear to be a contradiction to enumerate the cheque in
this class, seeing that cheque transactions have already been
quoted as representing one of the arrangements for payment which
make possible a more intensive exploitation of available ready
money. But there is really no such contradiction. In point of
fact the function of the cheque is different when, on the one hand,
the drawer uses it for payment and the recipient for encashment,
whether directly or through the agency of a banker, and when, on
the other hand, the cheque is given by the recipient in payment to
a third person, who gives it to a fourth, and so on, before it is
presented at the bank, on which it is drawn, for encashment. In
the former case the cheque is simply an instrument which orders
the banker who keeps the account of the drawer to make a pay-



THE DEMAND FOR MONEY 461

ment, and it is nothing more than the vehicle of banking and as
such fulfils its normal function. In the latter case, however, the
cheque functions as a medium of circulation, just as do coins and
bank notes, and this function is in reality so foreign to the normal
purpose for which the cheque is intended that, as has been men-
tioned above, in those States in which cheque business is most
highly developed, a definite period of time—a few days—is
prescribed, within which the cheque must be presented for pay-
ment at the bank on which it is drawn. In so far, however, as the
cheque, in addition to its proper function, fulfils also that of a
medium of circulation, its employment in this capacity entails a
direct saving of ready money.

The same applies even more to the bill of exchange. In its
normal employment as a document establishing a short-term com-
mercial credit, the bill of exchange does not save either ready
money or, as in the case of a draft, any transfer of cash. It simply
shifts the point of time of the transfer of cash from the present
to some specified future date. If the spinner causes his supplier
of cotton to draw a three months’ bill for his acceptance, and if
this bill, without having in the meantime served any purposes
of payment, is presented for payment at the end of the three
months, it has in this way fulfilled simply its normal function
without having saved any transfers of ready money. If, how-
ever, the cotton dealer on his part gives the bill to a third person
in payment, then the bill functions as a medium of transfers in
the place of money just in the same way as the cheque did in
the case considered above.

Similar remarks may be made in regard to coupons, postage
stamps, etc. All these things can perform their normal functions
to the full without serving as money. In so far, however, as they
serve the purposes of money, they effect a saving of cash and
thereby diminish the demand of the country for actual money.
The saving of cash is in this case direct and absolute and contrasts
with the indirect and relative saving which results from the employ-
ment of credit for the more intensive explmtatlon of available
stocks of money.

We can summarise the various aspects discussed above as
follows :—

There is no doubt that Menger is right in regarding the sum
total of the money stocks required by the individual households
and concerns of a country as a measure of the demand for money
in that country. But these stocks which the various individual
units must hold are subject to certain general conditions, which
thereby become general conditions applicable to the monetary
demand. They are:

(r) The volume of payments which must actually be, or
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may possibly have to be, made within a definite period of time,
and also the distribution of receipts and payments in point of time
and in regard to the individual concerns within the country.

(2) The intensity of exploitation of money depending on the
development of money-lending and on the development of
methods and arrangements for payment built up on money
reserves at rest.

(3) The use as media of transfers of credit documents and
documents involving claims.

The demand for_money based on these factors is satisfied in
individual countries in a larger or smaller measure in proportion
as the prosperity of the country and the equable distribution of
wealth over very large sections of the population makes possible
a more generous provisioning, and in proportion as the spirit of
commerce enhances the degree of economic exploitation of the
media of circulation.

The considerable differences in the money reserves of various
countries, particularly in the average quota per head of popu-
lation—differences which existed even in normal times—may
be traced back to these factors. In pre-war days France, for
example, had a money reserve which per head of population, as
well as in the aggregate, was much greater than that of most
other important countries, and especially than that of Germany
and England. Although France was commercially less flourish-
ing than Germany and England, and her annual turnovers and
payments were smaller, this phenomenon can be explained on the
following grounds:.—

Firstly, the arrangements which conduce to the more intensive
exploitation of ready money were not developed in France to the
same degree as they were in Germany or England. Thus a far
larger amount of ready money was necessary for effecting the
same volume of transfers in France. France had, however,
a considerable pull, certainly over Germany, in the matter of
wealth in relation to its population, and in spite of not equalling
England in this respect, the wealth of France was nevertheless
distributed over much broader strata of the population and much
more evenly than was the case in most other countries. Thus,
a much larger portion of the population was in the position
amply to cover its demand for cash than was the case elsewhere,
and it is a fact that it is the strata of the middle classes which
in general require a larger supply of money in relation to their
total wealth than do the richer houscholds. Added to this
France showed a relatively low state of development of the
commercial spirit. The Frenchman does not care as much as,
say, the Englishman whether he loses interest on the cash which
he carries with him or has focked up in his money-box. This
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loss is, to his mind, more than counter-balanced by the con-
venience of being able at any time to lay his hand on a large
supply of ready money.

9 3. Fluctuations in the Demand for Money

In establishing the factors which determine the demand for
money, we have at the same time arrived at a basis for the in-
vestigation of fluctuations in that demand. The variations in
this demand over a period of time must be dedycible from a study
of those same causes which create the differences existing at
any given point of time in the demand for money of individual
countries.

It we desire to obtain a picture of the fluctuations from time
to time in the demand for money within one and the same country,
we observe the fact that the movements in the demand are not
represented by simple curves which move up or down in large
and more or less uniform waves. The large curves of these
movements are, in fact, subject to very considerable oscillations.

First and foremost we observe large changes in the demand
for money based on, one might say, the secular development of
countries, on progress in monetary institutions, increase in popu-
lation, development of production and of commerce, the raising
of the general standard of life, development of money-lending,
improved methods and arrangements for payment, and on the
general use of substitutes for money. These factors, inherent in
the state of a country’s general development, partly by re-
inforcing and partly by counteracting each other, determine the
broad outlines of the average demand for money taken over long
periods of time.

Within these large movements we observe periodic fluctuations
of shorter duration which depend upon the wave-beats of economic
life: that is upon the ups and downs of economic circumstances.
Even when the general character of a fairly long period is uniform,
we still have changes from times of trade boom to times of depres-
sion. The enormous development of individual economic areas
rendered possible during the last century and continued right up
to the outbreak of the War by the reorganisation of the methods
of production and transport; the incalculable increases in trade,
capital, and production of goods; and the rise in the general
standard of well-being have all occurred, not in a steady flow,
but in fits and starts. We observe tumultuous forward move-
ment in individual periods; the production of commodities
appears insufficient to meet the demand, and prices, both of
manufactured goods as well as of important raw materials, show
a general increase. This causes business men to expand their
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undertakings and to establish new ones. The demand for labour
increases, as does the demand for materials, and wages rise in
consequence. Transactions on the investment market increase
as the favourable returns from undertakings cause the public
to invest capital and to speculate in dividend-bearing securities,
which are consequently quoted at higher rates. At such times
the transactions in goods and securities increase not only in
quantity, but the higher prices, higher wages, and dearer stocks
and shares cause the same quantity of transfers in commodi-
ties and in industrial securities, etc., to require a larger quantity
of money. The general movement tends, therefore, to raise the
demand for money. As in commerce the bill of exchange is the
instrument by means of which various undertakings seek to
provide themselves with money by way of short-term credits;
the aggregate amount of bills of exchange put into circulation
at any time is a fairly reliable indication of such movements of
the demand for money. During the period of great expansion
which started about the middle of the nineties of the last century,
the aggregate amount of bills of exchange placed on the market in
Germany rose to a tremendous extent. It amounted in the year
1894 to roughly 14+7 milliard marks, and in 19goo to as much
as 23-3 milliard marks. In 1goz2 it stood at 21-5 milliard marks,
in 1907 at 30-7 milliard marks, and reached in the vear 1913 the
total of 34-4 milliard marks.

Such times certainly conduce not only to an increase in the
money value of the transfers to be effected, but at the same time
increase the intensity of exploitation of the available supply of
money. We must here leave out of account the more or less
problematic increase in the rapidity of circulation of the circulating
money. We must, however, invite attention to the established fact
that, under the pressure of an increased demand for money, the
large cash reserves of the country lying in the vaults of the banks
are diminished by these institutions placing at the disposal of
commerce larger amounts of cash by the discounting of bills of
exchange, etc., whilst at the same time the contracted reserves
serve as a basis for a larger volume of clearing transactions than
takes place in normal times. If we examine more closely the
great increase in the credit accounts of the Reichsbank from the
time of the creation of the bank to the outbreak of the War, we
observe that the increase in these accounts was in the main
registered during periods of commercial stagnation, whereas the
years of economic boom for the most part corresponded to a stand-
still or even to a set-back in these accounts. Above all, however,
we observe that the average turnover of the accounts in the years
of business activity was much higher than during the periods
of stagnation of trade. For every mark of the average amount
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of private credit in the Reichsbank (including the fluctuating
transfers) there was a turnover of 274 marks in the years 1894
and 1895. This turnover increased during the following period
‘of upward movement to 405 marks in the year 1900, and at the
same time the average ratio of cover, of metallic money to daily
liabilities, fell from about 63 per cent. to about 49:5 per cent.
In the year 1913 there was for every mark of the average amount
of deposits a turnover of 633 marks, the metallic cover of the
daily liabilities being only 51-43 per cent. If we divide the cash
reserve held by the Reichsbank to meet all itg daily obligations
pro rata amongst the various kinds of obligations (notes, private
accounts, etc.), we find that the clearing business of the bank in
the year 1913 was done in such a way that 51-43 pfennigs of the
reserve accomplished 633 marks of business, whereas in the
years 1894 and 1895 as many as 63 pfennigs effected an annual
turnover of only 274 marks. In other words, in the clearing
business of the Reichsbank 1 pfennig of the reserve resulted in
the years 1894 and 1895 in an annual turnover of 4-35 marks,
and in the year 1900 of 8:18 marks. In the following years the
intensity of exploitation of the metallic reserve in the Reichsbank
increased still further. In the year 1913 every pfennig of the
reserve resulted in a clearing business of the bank of 12-30
marks.

The typical fluctuations in the intensity of exploitation of the
money reserve, which is the basis of clearing business, show that
the demand for ready money need not in times of growing
economic development rise quite in proportion to the rise in the
transfers to be effected by the use of money.

The upward economic movement leads ultimately, as experi-
ence has shown, to over-expansion of undertakings, to over-
production, and over-speculation, and results, in the natural course
of events, in a reaction which takes the form of a fall in prices
and in rates for securities and in a resulting contraction of turn-
over and of new investments of capital. When this happens the
movements in the demand for money take place in the opposite
direction—the demand for money falls off and the exploitation
of the available money reserves is reduced in intensity.

In addition to fluctuations in the economic world, spread
over longer periods, acute phenomena may occur which it is
customary to describe as crises; these, when they are of an eco-
nomic nature, mark, as a rule, the transition from an upward
tendency to one of depression. The characteristic of such crises
is acute disturbance of confidence. These sudden shocks to confi-
dence affect, in the first place, the condition of credit. Money-
lending, which is of such importance to the exploitation of the
available reserves of money, undergoes marked contraction.
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Individual concerns are no longer certain of being able to obtain
by way of credit the ready money which may at any time be
necessary for purposes of payment. They are, accordingly, forced
to keep much larger stocks of ready cash than in normal times.
Money which has been lent is called-in in large amounts in so
far as it is represented by money at call, or can be called-in upon
notice being given, and this happens even though the creditor
may not have any immediate use for his money. In this way
large amounts of cash are allowed to lie idle, but the extensive
withdrawals of loaned capital cause an unusually swollen demand
for media of payment. The effect of the withdrawal of money
from bank deposits is to diminish very largely those methods of
keeping cash accounts which by means of cheques, transfers, and
clearing arrangements, economise ready money. The banking
institutions, finding it necessary to restrict the granting of loans,
in order to repay the sums demanded of them, themselves enter
the money market on a large scale as borrowers. Furthermore,
the employvment of credit instruments, especially of bills of ex-
change and of cheques, which in normal times restrict the demand
for money by acting as media of transfers, also falls largely into
abeyance, as by reason of the general lack of confidence the use of
such documents is more difficult than in times of unimpaired
business confidence. The contraction of credit, and of the arrange-
ments for payment which are based on credit, accordingly results
during these critical periods in an acute and considerable rise in the
demand for cash, a rise far exceeding the limits of normal develop-
ment in the demand for money. All these phenomena were
sharply defined at the outbreak of the War.

Just as we have observed periodic fluctuations in the demand
for money brought about by changes in the trade cycle within the
general economic development, which may affect the demand for
money for decades and perhaps centuries, so also is it possible
to note certain swings of the pendulum of demand within the
upward movements brought about by good trade and within
the downward movements caused by trade depression. These
swings of the pendulum recur with marked regularity in individual
years and may be described as the annual curves of monetary
demand. They may be clearly seen from the reports published
by the large European central banks, where the demand for
money of the country, in so far as it exceeds the amount
which happens at the time to be in circulation, tries in the long
run to find available supplies by the discounting of bills of
exchange, by loans on security, and by withdrawals of deposits.
Judged by these standards we find the ends of months, and still
more the quarter days and ends of the year, as generally registering
an increase in demand. At those dates there is a concentration
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of settlement of accounts and of all kinds of liabilities resulting
from Jarge- and small-scale transactions. Interest and dividend
payments, rents, payments for hire and of salaries, are made mainly
at these points of time, and bills of exchange also for the most
part fall duc on thesc dates. In short, a considerable part of
all payments which fall due within a year is, in accordance with
our custom, concentrated at such periods. Before the War, it
occurred more than once that in the last week of a quarter or of
a year, more than 100 million marks in metallic money was
withdrawn from the Reichsbank, which had a} the same time to
place upon the market four times this amount of cxtra notes. In
the first weeks of the new quarter or year, when the acute demand
for money fell off, a normal flow-back of these media of payment
into the treasury of the Reichsbank set in.

That the annual curves of demand for money show their
maximum points at the ends of months and quarters is not their
sole characteristic. It is also a fact that the general level of
demand for money within the various seasons changes in a
regularly recurring manner. When dealing with the factors
which constitute the demand for money, we pointed out the
extent to which the payments which fall due in a country are
distributed over the year, a distribution which depends upon the
periods of sale of goods and of payments in the more important
branches of production. In agriculture the main period of
business is in the autumn after the harvest; during this period by
far the largest part of agricnltural products is disposed of, and
with the means obtained from the sale of these products agri-
culture procures for itself the wherewithal for carrying on until the
next harvest. But numcrous and important branches of industry
also have their time of maximum business in the last quarter of
the year. Our climate has the effect of increasing the demand for
certain things in winter, particularly for clothing and heating
requisites, and this tendency is accentuated by the custom of
giving Christmas presents, which increases the volume of transac-
tions in the last week of the year, and as dealers and retailers must
obtain their supplies in advance, this increases the volume of
transactions in the last months of the year. Accor:lingly, year
in and ycar out, there recurs always the phenomcnon that from
September onwards the demand for money increases, and that
the central banks are faced in the last few months of the year with
much greater demands for money than in the other quarters.
For these reasons the curve of demand usually shows its maximum
at the end of the ycar. Before the War—that is, before the
Treaty of Peace with the reparation payments imposed upon
Germany had overshadowed the effect in Germany of all other
factors in the monetary system—there generally set in at the
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beginning of the calendar year a rapid and strong falling-off in the
demand for money, and this took place to such an extent—
measured by the position of the Reichsbank—that the demand
for money registered its minimum generally as early as the second
half of February. From that time onwards, right up to September,
no considerable changes occurred apart from the increases at the
end of each month and quarter. In September the revival of
autumn business began again to swell the demand for money.



CHAPTER VIII
THE SUPPLY OF MONEY

€ 1. The Production of the Precious Metals and the
Supply of Money

So long as metallic money constituted the most important form of
money, the production of the precious metals was of primary
importance in connection with the supply of money in various
countries. The upheavals in monetary policy which took place in
the last decades before the War and which deprived silver more
and more of its position of equality with gofd, also deprived the
production of silver to a certain extent of its importance in matters
connected with the monetary systems of civilised countries.
It is true, as has been shown elsewhere by figures which give the
amounts of silver minted from 1870 onwards, that this did not
take place completely, but the more the principle of a gold
standard, which is not compatible with extensive coinage of
silver, received acceptance, the more exclusively did gold come
to be regarded as the medium for the satisfaction of the
universally increasing monetary demand of civilised countries.
England, Germany, the countries of the Latin Union, and other
European States increased their circulation from the time of
turning away from silver right up to the outbreak of the War,
exclusively, or nearly so, by coining gold. The United States of
America, which under the Bland and Sherman Acts threw into
circulation silver to the value of several hundred million dollars,
became, from the year 1893 onwards, when the Sherman Act was
repealed, also a territory closed to silver, and the whole of the
tremendous increase in the metallic circulation of that country was
effected from that time onwards exclusively by an increase in gold
money. We must thus regard gold production as the source from
which, in the international scheme of currency as it existed in the
decades before the outbreak of the War, the circulation of the
entire civilised world was mainly fed.

The greater the value of a commodity per unit of weight and
of volume, the smaller are its relative transport charges and the
less important becomes the place of its production for the econo-
mics of the world. In the case of gold, cost of transport, even
over very long distances, amounts to a fraction, to be measured
by thousandth parts of its value. The mobility of gold is thus
almost unlimited. Whereas in the case of certain less costly
minerals, such as iron or coal, the question of producing them
within the country is of enormous importance to the entire
economic development of that country; because these important
materials are made much more expensive by transport, it is
almost wholly immaterial for the provisioning of any country
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with money whether or not precious metals are produced within
its borders. The European countries, such as England, France,
and Germany, which either do not produce gold at all or produce
it in only very small quantities, have participated very largely in
the gold output of the United States of America, Australia, South
Africa, and Russia. At the same time Russia, to take but one
example, notwithstanding her considerable production of gold,
was not able for many decades to forsake her paper currency
and to re-establish a circulation of metal. Similarly the United
States of America had in the sixties and seventies of the last
century, when they were already far and away ahead of all other
countries in the production of gold, a paper currency, and even
in the years 1893 and 1894 their currency was seriously threatened,
notwithstanding an annual production of gold of several hundred
million marks, by a considerable and continuous drainage of
gold caused by the coinage of silver and the purchases of that
metal.

As the precious metals have such a large degree of mobility,
the relation between the general world production of gold or
silver and of the general world demand for one or other of these
metals can be determined only in general outlines. The question
of how supplies available through the production of precious
metals become distributed among the several countries is a
question by itself, and will be dealt with later.

If the world’s demand for metallic money and the world’s
production of money metal are compared, the first question
which arises is whether and how far changes in the demand for
money and in the production of the precious metals correspond. A
cursory glance at the history of the developments in the production
of the precious metals suffices to show that no such correspondence
exists. Movements in the demand for money depend upon quite
different factors to those causing changes in the production of the
precious metals, which, moreover, by the very nature of their
occurrence, belong to that class of commodities, the extent of
the production of which is almost completely independent of
the effects of changes in the demand for them. When rich
deposits of gold are discovered, it is of no importance for their
exploitation, and accordingly for the output of gold, whether the
money demand of the world rises or falls. At times when the
known sources of output become exhausted, the diminution in the
production of the precious metals is unaffected by the question
of whether the demand for money in the world is growing at the
same time or not. However, the non-dependence of the pro-
duction of the money metals upon changes in the demand for
money is not absolute. Even without going more closely into the
details of the theory of the value of money, we can assume that
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a rising money demand with simultaneously stationary or falling
production of money metal affords suitable conditions for an
increase in the value of the money metal in relation to that of other
commodities, and for the working of such sources of the supply of
the metal as had been given up as unprofitable to be again to
some extent rendered profitable. The contrary is the case when
the demand diminishes, whilst the production of the metal remains
the same or increases. It is obvious, however, that we are here
dealing with effects (as compared with the large divergencies
in demand and production) which are quite limited and by
which the independence of movement in the production of the
precious metals and in the demand for money are unaffected.
This fact is of considerable importance when considering the
theories of the value of money.

Y 2. The International Distribution of the Precious
Metals

Turning now from the problem of the world supply of money
to that of the satisfaction of the demand of individual countries
for it, we must establish the fact that the provisioning of various
countries with metallic money does not by any means exclusively
imply a participation by them in freshly produced supplies of
money metal. It often happens that reserves of metallic
money which have accumulated over a long period of years
in one country serve the purpose of helping to satisfy the
demand for it of another country. Gold produced centuries
earlier and circulating as coin is just as mobile as gold which
is freshly minted, and the metallic circulation of a country is
by no means withdrawn from the general metallic supplies of the
world and entirely allocated to the purposes of that particular
country. Numerous examples exist of mobility in the metallic
circulation of individual countries. When, as a result of the
Civil War, the United States began in the sixties to use a paper
currency, they gave up to Europe not only a large proportion of
their new output of gold, but also a considerable share of their
already available gold supplies. At the beginning of the seventies
Germany introduced a gold standard and procured by means of
the French indemnity payments the enormous quantities of gold
which were necessary for the first issue of the gold coins of the
Reich, afterwards drawing largely upon the gold reserves of
France, England, and the United States of America. Similar
remarks apply to the gold procured in the nineties by Russia,
Austria, and Japan for the purpose of introducing the gold
standard, while with the aid of a considerable import of gold in
the second half of the nineties, the United States of America
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were successful in improving the state of their currency on the
gold standard basis. But the largest disturbances ever known
in the monetary stocks of the precious metals of individual
countries occurred during the War and in the years that followed.
It was shown in the historical part of this book (see p. 233 ef seq.)
that the European belligerent countries had to give up a very large
part of their monetary reserves of gold, and the neutrals, the
United States of America, and Japan registered an influx of gold
to an extent many times exceeding the fresh output of gold during
the period. .

Thus for providing the various countries with money, it is not
only the extent to which they can secure for themselves a share
of the annual new production of money metal that is of import-
ance, but also how far they can control the metallic money avail-
able and how far they can draw upon the stocks of metallic money
of other countries. In addition to the world production of the
precious metals, the so-called international movements of them
are of importance in determining the supplies of the various
countries.

This brings us to the question of the factors on which the
participation of a country in the international movement of the
precious metals depends.

This problem dominated the theories of political economy in
the early stages of the science. In the year 1613 the Italian,
Serra, writing in a manner characteristic of the theory then
current, adopted the following question as the title of his essay:
“How can a country which possesses no mines procure wealth of
gold and silver?” This point, in view of the failure to differ-
entiate between money and wealth, appeared perforce as the
kernel of all economic theory. Men thought they had answered
the question by making the import and export of precious metals
dependent upon the course of international trade balances. It
was assumed that a precious metal enters a country as an equiva-
lent in value for the exported goods, and that it leaves the country
as an equivalent in value of imported goods. Accordingly, it was
thought that imports of precious metal must take place as soon
as the exports of goods exceeded imports. In the former case
the balance of trade was accordingly regarded as ‘‘favourable,”
and in the latter case as ‘“unfavourable,” such designations being
retained to this day side by side with the colourless terms ““active”
and ‘“passive” balances of trade.

It has been shown above (p. 422 ef seq.) that the balance of trade
is but a part of the ‘“balance of international indebtedness.” In
the course of the movements of the precious metals from country
to country, as well as in the determination of international rates
of exchange, it is not the trade balance as such which must be
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taken into account, but only the balance of international in-
debtedness as a whole.

Even this balance of international indebtedness is not neces-
sarily the sole determining factor in the course of the international
movements of precious metals. To payments arising out of
obligations of all kinds, the voluntary transfers of money capital
from country to country must be added as a factor substantially
influencing the movement of the precious metals.

In this connection we can differentiate between short-term
capital transfers and long-term capital investments. Transfers
of the former type take place particulary for the purpose of
exploiting differences in the rates of interest in the several
countries. International money capital which seeks short-term
investment turns preferably towards those countries which show
at the time the highest rates of interest.

In contrast to the short-term transfers which are continually
in a state of flux, we have large transfers of capital which take
place only once, as, for example, international loan operations
or undertakings on a large scale which are carried out in a country
with the aid of foreign capital (e.g. railway construction in such
overseas areas as do not dispose of a sufficient accumulation
of capital). Displacements in the ownership of international
securities and such unilateral transfers as the payments of war
indemnities belong to this class.

All those factors which influence the international movement
of the precious metals can be derived from the functions of
money as a medium of exchange (balance of trade), as a medium
of payment (payments of interest, etc.), as a medium of capital
transactions (international loan operations), and as a medium of
transport of value (travel and migration).

¢ 3. The Effects of the National Demands for Money on
the International Movement of the Precious Metals

After determining the causes which underlie the international
movement of the precious metals, the further question arises—just
as it did before in connection with the production of the precious
metals—as to whether the demand for money has any decisive
influence. The old mercantile conception, according to which
international disturbances in the ownership of the precious metals
appear to be dominated solely by the balance of trade, altogether
excluded the demand for money from the exercise of any influence.
Whilst the sending of all other goods from country to country is
regarded as being obviously conditioned by demand for such
goods, it is assumed that the precious metals, because they are
the basic material of the money serving for payment for these



474 MONEY

other goods, are the only goods sent from country to country, not
in response to any demand for them as such, but because of an
entirely external factor, namely, the import and export of other
goods—that 1s, fundamentally, because of the demand for those
other goods. Because Germany has a demand for wheat which
is not covered by its own production, and not because America
requires gold, is it assumed that gold flows from Germany to
America.

This relation is not altered in principle when the wider con-
ception of the balance of international indebtedness is substituted
for the balance of tA:de as the motive factor. All claims and
liabilities which arise from the state of reciprocal credits between
the various countries, or from the working of undertakings abroad,
or, in short, from the operation of international agency business
of all kinds, are also determining factors in the international
movements of the precious metals, which factors have nothing to
do with the demand for money of the various countries per se.

On the other hand, it is clear that the demand for money
has a direct bearing in the case of those modifications which
are made in the movement of the precious metals by inter-
national money-lending. Just as the demand for goods finds
its expression in the level of prices, and by its effect on price
influences the transport of goods, so also does the demand for
capital find its expression in the level of rate of interest and
thereby influences international movements of capital. But we
must, of course, avoid any assumption that the demand for
capital and the demand for money are synonymous, and we must
beware against assuming that large intcrnational transfers of
capital, such as those caused by the poorer countries -aising
capital in countries which are rich in capital, take place exclusively,
or even in part, in terms of money. If, for example, a State such
as India raises a loan in England for the purpose of building
railways, it will receive a large proportion of this loan not in actual
precious metals or money, but in the form of railway lines and
other materials—that is, in the form of those goods representing
capital which are really required, and for the procuring of which
the money provided by the loan is simply the means. Of course,
the demand which leads to the raising of loans in foreign countries
can also be directed towards capital in money form. Such, for
example, was the case—and it is here seen in its clearest form—
with the large loans which were raised in the course of the last
three decades of the nineteenth century by Italy, Austria-Hungary,
Russia, and other countries, for the purpose of replacing the
existing paper currency by a metallic one.

In the case of foreign loans raised by States, cause and purpose
are in the majority of cases clear; in the case of international
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capital transactions, on the other hand, which result from the
requirements of capital by the individual concerns within every
country, the cause and purpose are not so clear, as it is more
difficult to make a survey of these transactions. The same
remarks apply, however, in both cases. The demand for capital
of each undertaking is directed, just as is the demand for capital of
the State itself, towards specific forms of capital of which money is
but one of many thousands. In so far as the total of this capital
demand cannot be covered within the country, and assistance is
sought from foreign countries, the forms in which the credited
values will be imported must depend entirely on which particular
forms of the capital required cannot be supplied by available means
in the country itself.

The demand for capital met by way of long-term credits is
directed only in exceptional cases towards money. The taking
up of short credits, however, is the method by which both the
financial administration of the State and that of other corpora-
tions, as well as private undertakings and other individual
economic units, try to procure for themselves means of payment
temporarily required. In this sense we differentiate between the
capital market as the market for long-term investment, and the
money market as the market for short-term credit. The rates
of interest of the individual national money markets depend to
a large extent upon the level of the demand for money. As
the level of the rates of interest for short-term credit in individual
countries exercises, in so far as these countries have a metallic
currency with free coinage of the standard metal, a far-reaching
influence on the movements of the precious metals, thisis a case in
which the demand for money of individual countries does have an
influence upon international movements of the precious metals.

Money-lending can thus, in fact, neutralise the effect on
the transport of money and of bullion, which is exercised by
international liabilities to pay, resulting from the trade in com-
modities and from other causes, just as an economic individual can
procuge for himself the requisite ready money not only by selling
commodities and calling in claims, but also by raising credits.

But as in transactions between individuals, so also in trade
between countries, the transfer of money by way of credit is not
unlimited. Loans for a long period are only made if there is
certainty of repayment. The magnitude or extent of the demand
is not the only decisive factor. Confidence in the debtor and his
capacity for performance are equally important. A continued
deficit in the balance of international indebtedness of a country
cannot, therefore, be liquidated by international loans, because,
in the long run, the possibility of repayment of the loans taken up
by the international money markets and with it the basis for
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the compensatory working operations of the international credit
system would disappear.

One thing is at all events certain, namely, that any balance
of international indebtedness which would not, in its effects on
the international movement of the precious metals, satisfy the
demand for money of a country, can be reinforced, at least tem-
porarily, by credit operations which thus influence the movement
of bullion by influencing the demand for money of individual
countries.

A further question remains to be answered, whether, in fact,
the demand for mongy of individual countries can operate on the
movements of precious metals only through the agency of inter-
national credit, and whether, in fact, the demand for money
exercises 7o influence on those other factors which can influence
the movement of the precious metals.

The original theory, according to which the inflow and out-
flow of the precious metals was merely the necessary and obvious
consequence of the state of the balance of trade, was alrcady
opposed by David Hume, who held that the transmission of moncey
from country to country is ultimately determined by differences
in the demand for money, just as is the case with the transport
of other commodities. When a country has an unfavourable
balance of trade, and must accordingly render up considerable
quantities of money to another country, then, other things being
equal, the first country will have a shortage and the second
country a surplus of money. This difference in the means of
satisfying the demand for money must find its expression in the
value of money in terms of other commodities. In the country
with the reduced circulation, the value of money in terms <f goods
will rise, and in the other country it will fall; or, in other words,
in the former country the prices of commodities in terms of
money must fall, and in the latter country they must rise.
This shifting of the level of prices in both countries must reverse
the balance of trade between them. Whereas previously the first
country imported more than it exported, and for that reason was
drained of its money by foreign countries, the import of goods
becomes now, in view of the lower prices in the country and
the higher prices obtaining abroad, more difficult, and export is
encouraged. In brief, the balance of trade, which had heretofore
been unfavourable, by reason of the outflow of money which it
brought about, the consequent shortage of money and the further
effect of these conditions upon prices, automatically becomes again
favourable and the export of money is replaced by an import.

This theory, instead of postulating a one-sided relation between
the balance of trade and thc movements of precious metals, as
the Mercantilists had done, sets up a reciprocal relation and
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enters into the question of factors which determine changes in
the value of money and into the effects of such changes. The
basis of this theory will have to be tested more closely below.
At the present stage we may content ourselves with the general
remark, that on closer examination it must appear absolutely
natural that the distribution of the precious metals between the
various countries is subject to the same influences as is the dis-
tribution of other commodities, and that these influences are the
strength of the demand on the one side, and the degree to which
means for obtaining supplies (purchasing power) are available on
the other. Just as every individual, so alge every country, can,
on the basis of its total economic strength, satisfy its various
needs up to a certain point by always using the available means
for the satisfaction of those needs which are the most pressing.
No reason is apparent why bullion should stand outside this
rule, and why a country, which can cover all its needs up to a
point by its own production and by foreign trade, should not also
be able to cover its demand for metallic media of circulation ug
to the same point, or should not be able to preserve a metallic
circulation corresponding to its requirements.

Of course, if the general economic position of a country
declines, if destruction of its productivity adversely affects the
degree to which it can satisfy its needs, then it will not be in a
position to cover its requirements for metallic media of circula-
tion to the same extent as heretofore, and in certain circumstances
it may not be in a position to cover them at all. The fact that it
has always been difficult for countries with disorganised economic
and financial conditions to maintain a well-ordered circulation of
money does not, therefore, contradict the conception that inter-
national movements of the precious metals are also influenced by
the demand for them and by the capacity to pay of the individual
countries concerned. The same applies to the fact that countries
which, owing to political and economic catastrophes, have lost
their metallic currency find it in most cases impossible to re-
establish a circulation of coins without foreign help (by the grant
ofloans). It istrue, however, that just in this matter of the satisfac-
tion of the demand for money we have to ¢onsider a special point.
When the cover for the demand is insufficiently met, no commodity
can be replaced with greater ease by substitutes than can metallic
money. In the place of metallic money we can have paper notes,
whereas those commodities which are used for food, clothing,
habitation, and other needs cannot be replaced in a manner equally
simple, almost free of cost, and by things themselves intrinsically
valueless.  All disturbances resulting from an insufficient cover
for the demand for media of circulation almost irresistibly compel
the authorities concerned, whether they be the financial adminis-
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tration of the State or a bank which has been given the privilege
of issuing notes, to issue more paper money tokens for the purpose
of meeting the demand for money. Hence the natural reaction
indicated by Hume, which an insufficiently satisfied demand for
money has on the balance of trade and on the movement of the
precious metals, is partly or wholly negatived. The margin
between the demand for money and the circulation, a margin
which would of itself tend to influence the international move-
ments of the precious metals, is wiped out by the issue of paper
money. The fact that countries finding themselves short of
circulating media, apd having rccourse, as a way out of the
difficulty to the issue of paper money, do not attract to themselves
metallic money proves, therefore, nothing against the theory that
the demand for money, if not met in this way, has the tendency to
procure for itsclf the necessary media by influencing the inter-
national movement of the precious metals.

The full analysis of these sequences, which have acquired, by
reason of the circumstances arising out of the World War, an
importance far greater than they had when the first edition of this
book was published, can only be undertaken on the basis of the
theory of monetary value, still to be dealt with. At this stage, in
order to strengthen the view that money metal tends in general to
distribute itself between individual countries according to their
demand, which again influences both the rate of interest for short-
term credit and the course of foreign trade, we must call attention
to an important example provided by a disturbance brought
about by external circumstances in the international conditions
of circulation, namely, the French War Indemnity and the re-
action which it brought in its train.

Only a very small part of the 5 milliard francs was handed over
to Germany, as is well known, in actual metallic money.! Apart
from small quantities paid in German and English gold coins,
about 273 million francs—that is, 220 million marks—were paid
in French gold coins. German silver coins represented about
24 million marks and French silver coins about 270 million marks.
By far the largest part of the media of payment transferred by
France consisted of bills of exchange and bank drafts on German
towns (totalling about 2400 million marks), bills of exchange on
England (for more than 500 million marks), on Holland (for about
200 million marks), and on Belgium (for about 1164 million marks).
Of all these, the bills of exchange on England were, in particular,
largely used for the purchase of gold on the London bullion market.
In the whole, the Government of the Reich obtained during the
years 1871 to 1873 French War Indemnity payments of about

1 Cf. with what follows the author’s Reform des deutschen Geldwesens
nach dey Griindung des Reiches, vol. ii, p. 236 et seq.



THE SUPPLY OF MONEY 479

1040 million marks in gold, partly in actual gold and partly in
remittances not consisting of gold, but for which gold was sub-
sequently procured. Germany received by far the largest part
of the milliards in the form of securities and goods. The French
banks disposed, through the agency of German banks, of large
quantities of Austrian, Italian, and other foreign securities to the
German public, which was in a position to take up these securities,
as large amounts of German State loans were being repaid. As
against these sales the French banks were able to draw heavy
amounts of bills of exchange on German towns, and these amounts
being placed at the disposal of the French Sovernment as pay-
ments for their loans, the French Government passed them on as
a medium of payment of the indemnity contributions to the
German Government. The extent to which the value of the bills
and drafts given in payment by France was represented by goods
is shown by the course of the German balance of trade. The excess
of imports over exports amounted in the year 1872 to 941,460,000
marks, in the year 1873 to 1,454,245,000 marks, and in the year
1874 to 1,251,579,000 marks. It is worthy of notice that in those
years France had an excess of exports instead of the excess of
imports which she had had hitherto.

Although only about a quarter of the entire indemnity pay-
ments were made in gold, the disturbance in the international
conditions of circulation caused by these payments made itself
strongly felt. The German reserve of metallic money, because of
certain counteracting influences brought into play by the currency
reform,! did not increase by the full amount of the gold received and
procured from the indemnity payments, but nevertheless careful
calculations * show that it grew from about 1985 million marks
at the beginning of the currency reform"(middle of 1871) to 2810
million marks towards the middle of the year 1873. This repre-
sented an increase within two years of 825 million marks, 7.e. of
more than 4o per cent. of the money reserve available in Germany
at the beginning of the reform of the currency, and this increase was
largely eeffected at the expense of the metallic reserve of other
European countries, particularly of France, Belgium, and England.
This produced a relative surplus of money in Germany and a
relative shortage in the foreign countries concerned. The re-
action to this displacement manifested itself in that, firstly, after
the payment of the milliards had finished, and after a stop had been
put to the extraordinary demand for money created by excessive

! In particular, the expulsion from circulation of large quantities of
foreign coins (Austrian gulden, 5-franc pieces, etc.) militated during the first
years of the currency reform against the increase in the stock of gold.

_* See the author's Reform des deutschen Geldwesens, vol. ii, p. 365 et
tnf. and p. 402.



480 MONEY

speculation and the crisis of 1873, the rates of interest for short-
term credit on the German money market were for a long time
lower than they were on any foreign money market; and, secondly,
in that, even after the contribution payments had been completed,
the Cerman balance of trade continued to register a very con-
siderable excess of imports. The stronger demand for money in
foreign countries, in so far as it showed itself in higher rates of
interest, made it a profitable business for German lenders to
invest money in foreign countries. Morcover, the fact that the
demand of Germany for money was covered to a much larger
extent than was ker demand for other commoditics gave an
impetus to the exchange of the relatively abundant German
money for those foreign products for which a higher demand
existed in Germany, and this exchange could take place only so
long as in Germany higher prices were paid for the commodities
in question than were being paid in foreign countries, 7.e. so long
as the relative surplus of money in Germany kept the value of
money in terms of commodities, the demand for which was
covered to a lesser degree, lower than in foreign countries.

The reaction caused by the enormous transfer of money to
Germany was thus partly the result of credit transactions and
partly of payments for imported goods, which created a back-
flow of money to foreign countries. This back-flow took place
from the middle of the year 1874 onwards, whilst foreign rates of
exchange were rising considerably, and it lasted on the whole up
to the year 1879. At times it was interrupted by the contraction
of the German circulation brought about by the German currency
reform. This was particularly the case in the second half of the
year 1875, when large amounts of circulating paper were with-
drawn, this having been made necessary by the coming into force
of the new order relating to note-issuing banks. In the follow-
ing years the calling-in of silver coins contracted for a time, to a
not inconsiderable degree, the extent of the German circulation,
and even, in its ultimate effect, resulted in a certain diminution
of the German circulation, as, with the fall in the price of silveg,
the silver coins which had been melted down commanded an
amount of gold coins much below the original nominal value of
the silver coins.

On the whole, the German metallic reserve, which increased
from 1985 million marks in about the middle of the year 1871
to 2810 million marks about the middle of the year 1873, fell
off, almost without interruption, during the following years to
2420 million marks towards the middle of the year 1879. Of
the 825 million marks by which the German metallic reserve
increased in the first two years of the currency reform, as a
result of the payment of the five milliards, there remained in the
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year 1879 only an increase of 435 million marks, an increase
which, distributed over the eight years from 1871 to 1879, no
longer looks exceptional.

From this example, which is important of its kind, we see the
extent to which and the manner in which the demand for money
by individual countries has an influence on the international
movements of the precious metals.

No similar reaction has so far taken place to the infinitely more
serious disturbances in circulation which the War has brought
about. The reason of this is to be sought for in the fact that
various national economic bodies, particulagy those of the de-
feated countries, had their productive capacity so tremendously
impaired that they have not so far been able to muster the
forces necessary for such a reaction, which would have to take
the form, in the first place, of an increase in their exports.
Moreover, the restrictions placed upon their trade (such as
boycott and the withdrawal from them of most-favoured-nation
privileges) counteracted such reaction, and, lastly, the burden of
reparations, which, in the case of France, were lifted within two years
of the conclusion of peace, presses indefinitely upon the defeated
countries, and does not permit of a natural economic reaction.

¢ 4. The Industrial Employment of the Precious Metals

Of the total quantity of the precious metals available to a
country or becoming available from the new output of such metals,
only a part is actually employed for monetary purposes, either
by being placed in circulation as coin, or by being used in the
form of coins or bullion for covering paper currency, or as the
basis of special systems of payments. The remainder, like all
other commodities, is used for ordinary economic purposes. It
serves as raw material for plate and for articles of jewellery, for
purposes of gilding and silvering, and for dentistry. These
applications of the precious metals for other than monetary
purposessare known collectively as the “industrial uses " of the
precious metals.

Theoretically there is little to be said regarding the relation
between the monetary and industrial uses of the money metals.
We have here the same circumstances as apply in the case of all
other commodities which may be considered as useful for a variety
of purposes. The intensity of the demand and its effectiveness,
as far as the different forms of employment are concerned, deter-
mine the relative proportions in which the total available stock is
distributed among the various uses. This is shown by the prices
which one or other of the elements of the demand is prepared to
pay. All supplies of the precious metals which cannot be taken up
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by the industrial demand at a price which corresponds to the mint
price, minus the costs of minting, find their way naturally to the
mints and to the banks, which are always open to accept precious
metal.

Just as the need for money of individual countri::s depends on
a number of factors of different kinds, so also does the employment
of the precious metals for monetary and ordinary uses. In
particular, the wealth of a nation and its even or uneven distri-
bution are of great importance in the matter of the degree to
which the precious metals are used for the production of jewellery
and plate, and are Ytored in the form of such jewellery and plate,
and this from other standpoints than those of the monetary use
of the metals. It is true that, as has already been shown above,
great national wealth, in view of the larger turnover, of itself
causes a rise in the country’s demand for money, and enables that
demand to be more fully satisfied. At the same time it results
also in an increased demand for the precious metals for articles
of luxury. The strength with which this effect is felt differs,
however, at least after a certain point. Firstly, all arrange-
ments for payments and all media of credit which restrict the
demand for money presuppose a certain degree of wealth and
can develop to the fullest extent in the case of the richest
countries, whilst the demand for articles of luxury can expand
without any such counteracting influences when the state of
welfare is on the increase. Secondly, the quite general observa-
tion applies here also that, other things being equal, the greater
the wealth of a country, the greater is the proportion of the
aggregate national income which can be used for the satisfac-
tion of less pressing wants: and there can be no doubt that
the industrial use of the precious metals serves, as contrasted
with the monetary use, for purposes of luxury. A similar
observation applies to the question of how the evenness or un-
evenness of distribution of the national wealth affects the relation
between the monetary and industrial uses of the precious metals.
The more uneven the distribution of the national weulth, the
greater is the wealth accumulated in the hands of a few; and the
lower the degree of well-being of the masses of the nation, the
greater will be that part of the entire national wealth which is
employed for purposes of luxury. We need only visualise the
one extreme example of an absolutely even distribution of
wealth and income. In such a case the masses would enjoy
a somewhat higher standard of living, but no one within the
country would be in a position to procure for himself any kind
of costly article. The demand for the precious metals for
articles of luxury would, therefore, shrink to an extraordinary
degree. On the other hand, we have seen—especially in the



THE SUPPLY OF MONEY 483

case of France before the War—that uniform distribution of
wealth tends to increase the stock of the precious metals held
in the form of money. The less even is the distribution of wealth
within a country, the greater is that part of the national stock
of the precious metals which is used for commodity purposes as
against the part used for monetary purposes.

The line of demarcation between the monetary and non-
monetary stocks of precious metals in a country is by no means
fixed. Having regard to the costliness of these metals, the form
into which they are wrought has a relatively small effect on their
value. Consequently, the precious metalyycan be transferred
from one use to another just as easily as they can be moved from
country to country because of their relatively low cost of transport.
Coined metal, in particular, is melted down in large quantities
and used as material for jewellery, etc., as the value of the
‘“fashion " of large quantities of coins produced by mass produc-
tion is absolutely negligible as compared with their intrinsic
value. For example, the seigniorage on coins charged by the
German mints was only 4-3 pfennigs for a 20-mark piece. The
difference between the value of coined and uncoined metal being
so very small, especially where only small quantities are con-
cerned, it has always been simpler and cheaper to procure the
necessary gold by melting down the coins, obtainable at any
moment on the open market, than to import gold bars.

But notwithstanding the higher value which attaches to the
form of jewellery and plate, the melting down of such articles
and the use of the resulting metal for coins is also by no
means unusual. This is a common experience, particularly in
times of acute increase in the demand for money, such as during
war and in political crises. Large quantities of ornaments and
plate are then melted down for coinage. During the Great
War, in Germany, as well as in other countries, the appeal to
the patriotic spirit of the public resulted in vast quantities of
gold ornaments being delivered up to the mints and to the
sentral banks in exchange for a moderate payment.

All these remarks apply simply to precious metals which are
freely coined. In the case of these the forces of trade, operating
on their own account, can determine the degree of employment of
the metals for monetary and industrial purposes respectively.
Such remarks do not, however, apply where the coinage of one or
other of the metals is restricted and depends upon the arbitrary will
of the Government, or is even wholly suspended. If coinage is
restricted, it is the authority of the State which really determines
the amount of the metal which should be used for monetary
purposes, and the remaining quantity of the metal is left for
ordinary uses and must find its outlet there. If it is the standard
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metal whose coinage is restricted or suspended, an increase in the
demand for money, which in the case of a free coinage would
attract metal to monetary uses and would thus tend to raise the
aggregate of the metal used for monetary purposes, shows itself in
another direction, namely, in a rise in the value of the money struck
from that metal over and above the value of the uncoined metal.

9 5. Statistics of the Industrial Consumption of the
Precious Metals

The problem of collating statistically the industrial and the
monetary consumption of the precious metals is more difficult
than the problem of determining the production of the precious
metals and of their international movements.

It is difficult to estimate how much gold and silver is annually
used for industrial purposes in individual countries owing to
the number of activities to be considered in this connection.
The most exact figures in regard to the industrial uses of
precious metals have been collected for some years past in
the United States of America, where the Director of the Mint
applied for the necessary information direct to the managers
of industrial concerns which worked up precious metals. An
investigation by the same mecthod was undertaken in Germany
in the years 1896 and 18y7. In pursuing this investigation
there is the difficulty that some of the firms approached either do
not reply at all or else give inaccurate information. Assume, how-
ever, that a rough figure has been obtained for the total annual
consumption of the precious metals; other questions then arise,
namely, what proportion of the worked-up metal is due to freshly
produced and what proportion to old material, how much has been
withdrawn from the circulation of the country itself, and how much
was obtained from the melting down of foreign coins. The latter
questions, as to the extent and origin of the precious metals sold to
industrialists, can be answered, at least approximately, by data
supplied by the mints, official assaying offices, refinenes, etg,
Statistics so obtained have, since the year 1889, formed the basis of
the reports of the Director of the American Mint on the industrial
consumption of the precious metals in the United States (data ob-
tained from the mint in Philadelphia, the United States Assay
Office in New York, and from private refineries). This method of
procedure, however, does not show the quantities of coins melted
down by goldsmiths, and by other manufacturers who use the
precious metals and who, accordingly, transfer these from monetary
to industrial uses. The Director of the American Mint makes a
more or less arbitrary estimate of these amounts. The German
inquiries of 1896, 1897, and 1908 used both the returns of refineries
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concerning the volume and the origin of material sold to manufac-
turers, and also information obtained through questionnaires sent
to individual industrialists. At a later date the Director of the
American Mint tried to supplement his reports by again directing
inquiries of a similar nature to the individual industrialists. But
there are practically no data for determining the origin of the
material worked up in industry, etc., in the reports relating to
gold and silver articles stamped by assay offices, such as existed
in France and Austria-Hungary before the War.

These remarks show the caution with which even the most
thorough estimates, based on the most gureful investigations,
must be treated. In the case of all such estimates we are
dealing, at best, with approximate values with an appreciable
margin of error.

Soctbeer gave the following table in 18861 concerning the
industrial consumption of gold and silver in the most important
Europecan countries :—

Gold. Silver
- . * . -
g |€3.| 8§ g |e3 .| &8
Country. Be] ak* -3 3 at® 3
2 a 83| 0 2 a 283 s
w58y L gw w288 5w
B2 837|284 | 582|827 282
5E° 325|437 |CF° |8=5| 23
= T2 = =1 TORK =
8 2= S 5] 3 5]
United States .| 21,700 10 19,500 | 135,000 15 115,000
Great Britain .| 20,000 15 17,000 | 90,000 20 72,000
France . .| 21,000 20 16,800 | 100,000 25 75,000
Germany . .| 15,000 20 12,000 {110,000 25 82,000
Switzerland .| 15,000 30 10,500 | 32,000 2 24,000
Netherlands and
Belgium . . 3,200 10 2,900 30,000 20 24,000
Austria-Hungary . 2,800 15 2,400 | 40,000 20 32,000
Italy . o | . 6,000 25 4,500 | 25,000 25 19,000
ussia . . 3,000 20 2,400 | 40,000 20 32,000
Other civilised '
countries . . 2,300 15 2,000 50,000 20 40,000
Total . | 110,000 - 90,000 | 652,000 .. 515,000

__The report of the American Mint for the year 1912 on the
industrial consumption (after deducting old material) of gold
and silver in the several civilised countries gives the following
figures:—

! Materialien usw., p. 38.
VOL. II. 32



486 MONEY

Country. Qold. . Silver.
Value in Dollars. Fine Ounces.
United States . . . 35,800,000 20,000,000
Germany . . . . 20,000,000 10,000,000
Great Britain . . . 18,000,000 10,000,000
France . . . . . 17,500,000 9,000,000
Switzerland . . . . 8,000,000 2,000,000
Austria-Hungary . . 5,000,000 2,000,000
Russia (including Fm'land) . 5,000,000 4,000,000
Italy . . 3,500,000 1,500,000
Belgium and Netherlands . 3,000,000 5,000,000
Denmark, Norway, and Sweden 1,000,000 600,000
Spain and Portugal . . 1,800,000 1,000,000
Australia and New Zealand . 2,000,000 900,000
Canada . 2,500,000 000,000

Other European and American
countries . . . 1,000,000 1,000,000
Total . . . 124,100,000 67,900,000
Egypt and Asia . . . 50,000,000 28,841,771
Aggregate total . | 174,100,000 96,700,000 3

The annual industrial consumption of gold in all civilised
countries would, according to the above figures of the Director
of the American Mint, appear to represent a total value of
about 730 million marks. Even as recently as the year 19oo,
Lexis estimated that the industrial consumption of gold of
the whole world (including India and the other Asiatic coun-
tries) amounted in the year 1897 to 250 million marks. In
the report of the American Mint it was also estimated that
in the year 18¢g7 the amount was still much below vhat 4
was in the year 1go7, namely, 59 million dollars—that is,
about 248 million marks—a figure which more or less corre-
sponds with the estimate of Lexis. Taking the estimate of the
Director of the American Mint for 1912 as being more or less
correct, the yearly consumption of gold in industry, etc., just
before the outbreak of the War, is seen to have amounted to
37 or 38 per cent. of the annual output, 62 to 63 per cent. of that
output remaining available for monetary purposes. However

1 Including about $20,000,000 of melted gold coins. The net con-

sumption of uncoined gold would thus be $154,000,000.
3 Approximate.
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this may be, it is clear that the increase in the production of gold
far outdistanced proportionally, as well as in total amounts, the
contemporary rise in the industrial consumption of gold in the
course of the last decades before the War. When Soetbeer
estimated the annual industrial consumption of gold at 250
million marks for the middle of the eighties, he calculated the
gold output over the same period as only about 435 million
marks. If we follow Lexis and assume that Soctbeer’s estimate
of the industrial consumption is too high, and if we reduce that
estimate by about one-quarter, even then the industrial con-
sumption of gold in those days would b; nearly equal to the
monetary consumption.

For Germany, in particular, the inquiry conducted in 1896
and 1897 showed an annual industrial consumption of gold of
about 16,000 kg. to the value of 45 million marks. This total
contained about 5300 kg., valued at 15 million marks, produced
by refineries from old native material, 7.e. from old jewellery
and plate as well as from industrial waste. Deducting this
quantity of gold, we obtain for Germany a net annual consumption
of about 10,700 kg. to the value of 30 million marks, figures
which have been incorporated in the report of the Director of the
American Mint. Of this net consumption 7100 kg., valued at
20 million marks, fell to the share of German gold coins, and 1800
kg., valued at 5 million marks, to foreign gold coins, and the same
was the share of gold bars supplied to industrialists by German
refineries, and to a small extent also by the Reichsbank. The
statistics collected in the year 1go8 regarding the industrial
consumption of gold in Germany in the years 19go6 and 1907
gave substantially higher results. The average yearly consump-
tion by industry amounted to 31,400 kg., to the value of 877
million marks. German gold coins which had been melted down
represented no less than 47-5 million marks, and foreign gold
coins only 2-5 million marks.

The estimates of the industrial consumption of silver have
lost much of their erstwhile importance since silver no longer
occupies its position as a standard metal. The industrial use of
silver in all civilised countries has, from the time of the sus-
pension of coinage of silver, ceased to be a factor which has any
importance in connection with the supply of money. The contrac-
tion of the monetary consumption of silver, especially from the
year 1893 onwards, coupled with the increase in the production of
silver during the last decades could not but increase the con-
sumption of silver in European countries. In the United States,
where statistics are most reliable, the industrial consumption
of silver in the year 1883 was found to have a mint value
of only 56 million dollars, in 1goo it had a mint value of
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14-8 million dollars, and in 1907 one of nearly 30 million
dollars. The returns of the Director of the American Mint for
the year 1goo give the consumption of silver for industrial
purposes in Europe and America as 1,277,000 kg., a figure more
than twice as high as that of the 515,000 kg. calculated by
Soetbeer for the middle of the ecighties, but still far below the
contemporary output, which amounted to more than 54 million
kg. This fact created considerable doubts as to even the approxi-
mate accuracy of the estimates which had been put forward.
The data collected by the Director of the American Mint for the
year 1910 led him to assume for the industrial consumption of
silver in Europe and America a figure of 67-g million ounces, to
which was added a further 28-8 million ounces for Iigypt and
Asia. This makes in all about 96} million ounces—that is, about
3-1 million kg.—while the production of silver was nearly 7 million
kg. Thus, no satisfactory returns were available for the con-
sumption of about half of the annual silver output.

€ 6. The Definitive Consumption of the Precious Metals

By being turned into coin or employed for articles of ornament,
etc., the precious metals are by no means finally consumed. In
fact they accumulate in very large quantities in these multifarious
forms, and these stocks can be again converted into bars by being
melted down and can at any time be translated from one form
into another and turned from one purpose to another. For the
problem of the money-supply of the civilised world, it is not only
of interest to find out how much of the quantity of gold oroduced
annually becomes available for industrial and for monetary
purposes, but also how much precious metal finds its definitive
consumption in both these branches of its utility.

The definitive consumption of the precious metals results from
the wear of coins in circulation, the wear of jewellery and plate,
and from the employment of the metals for purposes in which it
is impossible to recover the metal again—above all, for gilding .
To this must be added the unavoidable waste in melting and
recoinage and the losses caused by careless use, burying, ship-
wreck, etc.

It is quite impossible to obtain accurate statistics of this
ultimate consumption of gold and silver. For the wear of coins,
however, certain data are available. In England in the nineties
of the last century, when the gold coins struck before the reign
of Queen Victoria were called in and melted down, the loss in
weight of the sovereign averaged -3 thousandth parts per annum
and of the half-sovereign -8 thousandth parts. The average
annual abrasion of the 2o-franc pieces was calculated in France
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and Switzerland to be -2 thousandth parts. Soetbeer states
that careful weighings of larger quantities of German double
crowns showed that after many years the average annual abrasion
was no more than ith of a thousandth part. Smaller coins are
more subject to abrasion than larger ones, as the surface ex-
posed to rubbing is larger in proportion to the metallic content.
Similarly, it may be assumed that the abrasion increases in later
stages, because the raised edge of a new coin protects from exposure
the greater part of its surface. Subject to these considerations, the
annual loss of gold due to abrasion can be estimated at about -4
thousandth parts of the total monetary stock of gold.

Loss by abrasion of silver coins is relafively greater, if only
because these pieces, which represent a smaller value, pass more
rapidly from hand to hand than do gold coins. For large silver
coins, numerous investigations enable us to estimate the average
annual abrasion at between -2 and -3 thousandth parts. Obser-
vations of the abrasion of the silver 5-franc pieces give more or
less this figure. The melting down of talers during the German
currency reform showed an average yearly abrasion of -25
thousandth parts in the case of coins dating from 1817 to 1822, -21
thousandth parts for coins from 1823 to 1856, and -22 thousandth
parts for coins from 1857 to 1871.  On the other hand, the abrasion
of the 4rd taler pieces was found to be 1-3 thousandth parts per
annum. The smaller silver coins showed a still greater loss of
weight. The abrasion of the French 1-franc pieces is alleged
to have averaged 1-6 thousandth parts per annum.

No reliable data are available for determining the abrasion
to which gold and silver metal is liable when in the form of
jewellery and plate.

The loss of the precious metals resulting from waste, ship-
wreck, etc., is clearly unimportant in relation to the total stock
as well as in proportion to the yearly output of gold and silver.
The same applies to losses in melting. Improved technical
methods have reduced the waste from the latter cause, so that,
fog_cxasnple, the loss in the melting and coining by the United
States mint amounts to only about ‘1 of a thousandth part.

On the other hand, a large amount of both metals is put to
uses which as a rule make it impossible for the metal to be re-
covered. This is the case in the production of gold leaf and
of rolled gold goods, in galvanic gilding, in photography, etc.
In America about 74 per cent. of the total industrial consumption
of gold is in the manufacture of gold leaf alone, and of the industrial
consumption of silver about g per cent. is absorbed by the pro-
duction of chemicals for photography. The German inquiry of
1896 and 1897 showed that of the industrial consumption of gold
in Germany an amount of about 4800 kg., valued at 135 million
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marks—that is, about 30 per cent. of the total industrial con-
sumption of gold—fell to the share of so-called * irrecover-
able gold.”

Lexis estimates that the irrecoverable gold amounts to at
least 20 per cent. of the annual industrial consumption of gold.
On this estimate we find that, before the War, the total definitive
consumption of gold amounted to about 225 million marks per
annum. This would be between - }yth to g35th of the total stock
in those days of gold in the form of coins, articles of ornament, etc.

For silver Lexis' last estimate of definitive consumption was
about 34th of the total stock.

\

€ 7. The Supply of the Circulation with Paper Money

The question of meeting the demand for money by the issue
of paper currency requires special consideration.

The State can exercise greater arbitrary powers in the issue
of paper money of all kinds than it can in the issue of metallic
currency, which is dependent on the production and movements
of the precious metals. Thus it would at first sight appear that
this provides the means of systematically adjusting the supply of
money to the demand for it.

The money machine can include the following different kinds
of paper tokens:—

(1) Paper notes which are issued against a deposit, to the full
value of the notes, of coined or uncoined money metal. Such
notes are called ‘““certificates.” They do not add to a country’s
total currency circulation, but simply give the public a more
convenient in place of a less convenient medium of circulation.
Thus, for example, the United States of America had recourse
to the issue of certificates when it became apparent that it was
inconvenient to throw into circulation as coin the large quantities
of silver purchased in accordance with the Silver Acts of 1878
and 189o.

(2) Paper notes which are issued as part of a metallic stangdgrd
system, without any specific metallic cover, or in amounts con-
siderably in excess of their metallic cover.

(3) Paper notes which are an independent currency, not based
on any metal.

In cases under (2) the paper circulation is intended simply to
supplement the metallic circulation. The notes are, accordingly,
either because of their convertibility or in some other way derived
from the metallic currency. The issue can be regulated in accord-
ance with the existing state of the demand for money, not, how-
ever, to an unlimited extent, but within limits imposed by the
convertibility of the notes. As a rule, the issue of paper notes
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takes place through the agency of a bank, by the grant of short-
term credits. Cases in which, a metallic standard being in force,
paper notes are issued in addition to bank notes by the State
itself, without the agency of a bank, are exceptional. In such
cases the amounts—as, for example, the Treasury notes of the
Reich before the War—were always very small.

The issue of paper currency through banks offers the following
advantages: in the first place, the issuing institution finds it neces-
sary, in the interests of its own solvency, to preserve the continued
convertibility of its notes and accordingly their incorporation in an
unobjectionable manner in the metallic standard system. Secondly,
the fluctuations in the demand for money in the country make
their influence immediately felt on those issuing banks through
demands for credits directed to them. Such an institution finds
it necessary, therefore, when the demand for money is rising, to
expand its note issue, whereas when the demand for money falls
off the notes which had been issued flow back to the bank of their
own accord by the closing of the credits granted. Within the limit
set by the necessity of preserving equality of value between paper
and metallic currency, a limit which is dependent upon the special
circumstances of the currency and on the banking organisation of
the country, there is thus a certain automatic adjustment of the
paper in circulation to the changes in the demand for money.
Finally, it must be noted that the issue of paper currency by banks
makes it possible for banks of issue, by regulating the rate of
interest at which notes are placed at the disposal of the market
for short-term credit, to exercise control, within certain limits,
upon the extent of the demand for money.

As against paper notes incorporated as part of a metallic
standard currency there is the separate paper currency which can
be regulated without any restriction on its own account. Here it
is immaterial whether the State issues the paper itself or whether
it delegates the issue to a bank freed from the liability to convert.
Theoretically, it would be possible completely to adapt the issue
of a_pure and simple paper currency to the fluctuations of the
country’s economic demand for money and to obviate thereby
certain disturbances which may occur in the case of a metallic
standard currency through displacements in the equilibrium
between money supply and demand. In practice, however, the
amounts of paper money issued in the past in paper standard
countries were chiefly determined by other considerations than
the country’s money requirements, except where, as in Russia
and Austria-Hungary in the nineties of the last century, it was
sought to establish an artificial connection with a metallic basis
by regulating the rates of foreign exchange and by adopting
thereby the principle, necessary in a metallic standard currency, of
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restricting the issue of paper. The very establishment of a paper
standard and the multiplication of the circulating paper are, as
a rule, brought about not by the impossibility of satisfying the
country’s economic demand for money with metallic money, but
by Treasury requirements caused by exceptional circumstances
or by financial mismanagement.

In particular, an increase in the circulation of paper such as
occurred during the War in all belligerent and in most neutral
countries, and which continued to an unprecedented extent in the
defeated countries after the conclusion of peace, is not attributable
in the first place to a rise in the countries’ demand for currency,
but rather to the finangial troubles of those countries. The im-
possibility of balancing their internal budgets by re-establishing
equilibrium between revenue and expenditure, together with the
burden of reparations, compel those States to procure for them-
selves the means which they require by discounting Treasury bills
at their note-issuing banks, and thus increasing by this process the
quantity of paper in circulation independently of the country’s
economic demand for currency.

In any event, these matters are not as simple as they would
appear at first sight. The circumstances of indebtedness created
by the War and the Treaties of Peace exercise, particularly in the
case of the hardest hit countries, a heavy pressure on the value
of their money on the international market, and this necessarily
reacts on the purchasing power of the money at home. Prices
and wages rise and, independently of the State’s demand for
money, this makes the expansion of the paper currency an
economic necessity. This interesting position of affairs, for which
the course of events in Germany in the last few years provides
a most important and instructive example, can only be touched
upon here. We shall deal with it fully when we examine the
relations between the quantitative changes of the circulating
currency and the value of money during the War and the years
that followed.



CHAPTER IX

THE VALUE OF MONEY
9 1. The Essential Character of the Value of Money

IN the prefatory note to this section we explained that the
examination of the demand for and the supply of money itself
leads to a study of what is the “ value of money,” a value which,
like that of all other goods, is affected by the magnitude and the
nature of the requirements and by the stocks available to meet
these requirements. When, however, we come to study this
problem, we find our way barred by a question which was present
to the minds of the earliest serious student4 of the nature of money.
The question is: Must money have a ““value” by its very nature?
Does it stand on an equality with all economic goods in so far as
the quality of value is concerned? Is it itself an economic good,
i.e. “a commodity”? Or can money as such be without the
property of value? Is it, as compared with economic goods,
merely a ““token” and a “symbol”? ?

1 A discussion of these problems will be sought in vain in Knapj's work.
Thc omission is the necessary consequence of Knapp’s study of the subject
purely from thelegal point of view. We have already had occasion to remark
that this method excludes economic aspects, which are just asimportant and
essential to a complete understanding of the money machine as are the legal
aspects.  This is most clearly brought out in the problem of value which
is, in 1ts nature, an economic problem. Knapp knows money only as a
“ creation of law,”’ 7.e. as a medium for the settlement of debts which is
regulated by legal rules.  Consequently, he knows only a historically defined
“ validity ** of money and not an economically determined ‘‘ value.”

Knapp even goes so far as to deny the very existence of the problem of
monctary value, arguing as follows : In order to make clear the idea of
value we must cach time quote a commodity with which to compare it.
“ If the commodity of comparison is not expressly mentioned, then in
speaking of the value of a thing we mean the ‘ hitrical value,’—that is, the
value obtained by companson with what has come to be the general medium
of exchange.  I'rom this again it follows that we cannot in this sense speak
of the value of the medium of exchange itself ”’ (p. 7). In this argument
therc is still the limitation ‘‘in this sense,” but that limitation is soon
c.oppf A few pages later (p. 25) Knapp writes: ‘‘ Neither ought we,
as is well known, apply the conception of value to the media of payment
themselves, and, therefore, also not to money, but only to things which
are not themselves media of payment, as in speaking of value we always
presuppose the existing medium of payment to be an object of comparison.”

The mental jump, by which the problem of value in money is here
eliminated and to some extent relegated to the sphere of metaphysics, is
obvious. We, however, remain absolutely on solid ground and within the
sphere of problems to be explained by science if we put the question: What
are the factors which condition the usually variable exchange relations
between money and other objects of economic intercourse, and in what way
do these variations in the exchange relations take place? This and nothing
else is the problem of the value of money. And that this problem is no
mere phantom of the mind, but a reality, and at times a terrible reality,
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The view that money has no value of its own, and need have
no such value, was very strongly held, especially at the time of
reaction against the Mercantilists, who held emphatically that
money represented the embodiment, in quite an especial degree,
of value and wealth. Even Locke expressed the view that
humanity had agreed upon giving to gold and silver an “imaginary
value.”” He asserted that by universal consent gold and silver
were a ‘‘common pledge,” for which economic individuals were
able to receive with certainty things to a value equal to that of
the things which they had given in exchange for money. David
Hume described money as a mere ‘‘ representation of labour and
commodities,” as a token which serves only for the purpose of
measuring and estimating the value of labour and commodities.
Similar views were expressed by Montesquieu and by a number
of more modern writers (such as Oppenheim, Macleod, etc.).

The opposite view was held mainly by the Physiocrats (Turgot),
the classical school of English economists, and by their followers
in France and Germany, as also by Karl Marx in his Capital.
Roscher made the following pointed and oft-quoted remark in
regard to the contrast of these two views: *The false definitions
of money are divisible into two groups: Those which regard it as
something more, and those which regard it as something less, than
an economic commodity.”

Quite recently certain phenomena connected with paper cur-

there can no longer be any doubt in our times, marked as they are by an
unexampled revolution in the exchange relations between money and all
other objects of economic intercourse.

In the second edition of his book, which appeared in 1917, Knapp added
a concluding paragraph ** Regarding the value of money and prices.”” His
theory is pregnantly expressed in the following sentences :—

“ The State makes it a primary condition that on all occasions on which
the question of price arises use should be made of those units of value
which are sanctioned by law, and payments should bc made in this value-
expressing [ Valutarisches "'} money.  Whatever might be the results of a
statistical investigation into prices has not the slightest effect in law. The
State has no cognisance of any changes in the ' value of money." The
declaration by the State that certain pieces are current implies that Extsoing
debts can be settled with those pieces ; the same applies to new debts, and
in the case of these it is assumed that the contracting parties preserve their
advantage.” The revolution in gold prices which began during the course
of the War does, in fact, causc Knapp to make observations regarding the
interests affected by this process. ‘‘ The situation in regard to class in-
terests is a matter of great importance, but it has nothing to do with the
constitution of the monetary system as outlined in the State theory of
money.” ' Is it not possible in every monetary system that the relative
powers of the economic partics should become disturbed and that far-
reaching changes in prices should ensue > War compels us to revolutionise
our normal civic life, and paper money is only a means of carrying out
the necessary revolution. Surely it betrays remarkable narrowncss of
outlook to throw all the blame on paper currency.”
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rencies and with currencies with restricted coinage have fanned
anew the controversy regarding the value of money.

In conformity with the emphasis hitherto placed by most
theoretical writers on the function of money as a ‘‘measure of
value,” the question whether money must have a ‘“value of its
own” has been treated in the main from the point of view of
whether the function of money as a measure of value necessarily
involves an intrinsic value of its own or not. Thus Knies writes
as follows :—1

““The laws of nature necessitate that for measuring, #.e. for
determining the quantitative relation in terms of some quanti-
tatively determinable object, we can emgloy only such an object
as a measuring instrument or standard of measure as itself
possesses to a special degree the quality which is to be measured.
The unknown quantity in the object to be measured is then deter-
mined by the application to it of the known quantity of the same
kind in the instrument of measurement.” A distance of length
can be determined only by a medium which in itself has length,
such as the foot, the pace, the yard rule, etc., and an expanse of
surface only by an area, such as a square having the standard area
of a square foot or a square yard, etc. It may, of course, happen
that the form of the words in which a relation as to magnitude is
expressed is in contradiction with the statement made above,
but in all such cases a little careful consideration is sufficient to
disperse the apparent contradiction. Thus, for example, if we
measure a distance in space by a length of time, such as “hours”
or ““days” of travel, or if we measure time by space, such as the
space through which the hands of a watch travel, then in actual
fact we measure nothing more than, in the first case, a space
length by a space length in paces, of which a definite number
of consecutive steps is to be counted as falling within an hour or
a day, and, in the second case, we calculate duration of time by
the length of time of minutes or hours which the hands of a clock
take to pass from one mark on the face of a clock to another.
‘' Tt.has therefore been absolutely established that if and so far
as this special quantity of economic value which concrete goods
contain can be and is to be estimated and measured, that is
possible only by means of an object which itself has economic
value—that is, which is itself an economic commodity."”

This apparently convincing line of argument is based on the
assumption of the ‘“measure of value function” of money, which
was rejected by us after careful consideration (Book 2, Chap. III,
para. 5). It is a fact that money does not, in analogy with
measuring instruments, serve the purpose of determining an
objectively fixed ‘‘quantity of value” contained in goods, but

! On page 147 of his work already referred to.
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that it is, more strictly speaking, the common denominator for
expressing the value of other exchangeable commuodities resulting
from actual exchange transactions.

Before, however, entering upon a discussion of the conclusions
to be drawn from this, we must mention a very ingenious and
clever attempt, based on the same assumptions regarding the
function of money as a measure of value on which Knies based
his arguments, to disprove Knies’ conclusions. In his work on
the philosophy of money Simmel argues as follows:—*

It is certainly correct to say that the quantities of two different
objects can be compared only when these are of one and the same
quality. Where, therefiore, measuring can be performed only
by directly equating two quantities, this presupposes that the
quantities have the same quality. But in addition to such direct
comparison there is still a second kind of measuring which is
possible. Where we have to measure a change, a difference, or
a relation between any two quantities, it is sufficient that the
proportions of the measuring substances should be mirrored 1In
those to be measured in order to determine these completely,
without the necessary existence between these measuring and
measured substances of any kind of constitutional similarity.

In elucidation of his view Simmel points out that the force
of wind which breaks a branch of a trec can be compared with
the hand that does the same thing only in so far as this force is
available qualitatively in both wind and hand. But the force of
wind can also be measured by the thickness of the branch which it
bent. The bent twig does not in fact express in itself the quantity
of energy of the wind in the same sense as that could be expressed
by the application of the force of the hand, but the rclat:on
between the forces of two gusts of wind, and accordingly the
relative strength of each gust, can be measured by the fact that
the one has broken a twig which the other has not even succeeded
in hurting. Simmel regards the following example as conclusive:—

“The most dissimilar objects known to us, which are as poles
asunder and which neither metaphysics nor natural sciencedias
succeeded in reducing to a common factor, arc the material
movements and the phenomena of consciousness. In the pure
extensiveness of the one and in the pure intensity of the others
it has not so far been possible to discover a point which can in an
absolute manner be convincingly regarded as their unit. Never-
theless, the student of psycho-physics can, by changes in external
movements which affect our senses by exciting them, measure
the relative variation in the intensity of conscious sensations.”

If, therefore, a constant relation subsists between the quan-
tities of the one factor and those of the other, the magnitudes of

1 Philosophie des Geldes, 2nd ed., p. 101 et inf.
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the one determine the relative magnitudes of the other without
any kind of qualitative relation or equality existing between them.
This disproves the logic of the principle that the ability of money
to measure value must in effect depend on money having a value
of its own.

Without forsaking for the present the ground trodden by Knies
and Simmel, let us turn to the arguments in turn directed against
these criticisms.

As a matter of fact we have to differentiate between two
different types of measurement. In the case of the first, the object
to be measured is directly compared with the measuring object,
and in such a case it is absolutely necessaty that the two objects
should be the same in kind. The second type is more complicated.
Magnitudes exist, the direct measure of which bysimilar magnitudes
is not possible, because it is impossible to place them directly side
by side and to compare them directly with each other. This
applies to all abstract magnitudes, to the force of wind and the
strength of conscious sensations such as, say, heat and time. In
reality only magnitudes which have concrete dimensions are
directly comparable. Accordingly we find it necessary in the
case of most measurements, 7.e. in determining the quantitative
relation of two qualitatively similar substances or forces, to make
use of an intermediate object by means of which we can establish
a constant relation between the two magnitudes which are to be
compared, but which are not directly measurable on the one hand,
and those magnitudes and processes which are directly comparable
on the other hand. Thus we measure time by movements in
space, and in fact by all kinds of methods, whether by direct
observation of changes in the position of the sun or by making
use of a sundial, an hour-glass, or a clockwork mechanism which
moves a pointer. Thus also we measure heat by the varying
expansion in space of a column of mercury exposed to the effects
of different quantities of heat, the relation of two masses by the
movement in space of the two scales of a balance; and we can
furthary to use the examples of Simmel, measure the strength of
the wind by the thickness of branches which it can break, and the
differences in the strength of conscious sensations by variations in
external movements.

Clearly, Knies is right in so far as the desired result of a process
of measurement in all cases, whether involving direct or indirect
comparison, is that a heretofore unknown quantity of an entity
of any kind should be expressed in terms of a quantity known,
or regarded as known, of an entity similar in kind. Just as in the
example given by Knies a quantity of time when measured by
means of the watch is expressed in a unit of time during which
the hand of the watch passes through a certain distance on the
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watch dial, so also, in the examples of Simmel, the force of wind
when measured by the thickness of branches is expressed in terms
of a definite quantity of energy which is required to bend a branch
of given thickness, and the intensity of conscious sensations when
measured by movements is expressed in terms of other intensities
of sensations which presuppose or release certain definite processes
of movement. But having established the fact that the aim and
final result of a process of measurement is only to determine a
quantitative relation between magnitudes of a similar kind, we
have not yet justified a complete rejection of Simmel’s contention.
The “instrument of measurement” or ‘‘standard of measure,”
of which Knies speaks; must itself possess the quality which it
is to measure only when it is a question of measuring by direct
comparison. A yard measure must have length, and a measure
of capacity must have volume; but processes in space and the
relations of magnitudes in space by means of which we measure
time ““intervals” or ““spaces of time,” as we significantly call them,
quantities of heat, quantities of energy, intensity of sensations, etc.,
are not of a kind similar to those of the magnitudes to be measured.

The application of these results to money would, to be sure,
still leave open the question whether money functions as a measure
of value by way of direct comparison and must, therefore, neces-
sarily itself have the quality of value, or whether it is simply an
indirect instrument of measure for the purpose of comparing the
value of commodities and can accordingly itself be without the
quality of value.

Simmel elucidates the latter possibility as follows:—

He assumes that we are given some quite general relation,
which he does not further define, between quantity of goods and
quantity of money: a relation such as is exemplified by the con-
nection—often obscure and subject to numerous exceptions—
between growing supplies of money and rising prices, on the one
hand, and growing supplies of goods and falling prices on the other
hand. “We form thereupon—without for the present defining
things any more closely—the conceptions of a total supgly of
goods and a total supply of money, and of a mutual inter-
dependence between the two. Every article is then a definite
part of that available total quantity of goods. Let us call this

latter a. The former is then-ﬂ% a. The price which it commands
is the corresponding part of that total quantity of money. If
we call this latter b, then the price is’—:; b. If, then, the magni-

tudes a and & were known to us, and if we also knew how large
a part of the saleable values generally a specific object repre-
sents, then we should know its money price, and vice versa.
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Quite independently, therefore, of whether money and that
particular object of value are in any way qualitatively equated,
and independently, therefore, of whether the former is itself even a
value or not, we have the result that a definite sum of money
can determine or measure the value of the object” (p. 104).!

We need not pursue the details upon which this theory is based,
nor its consequences. The fundamental error in the whole con-
struction, of which Simmel himself was obviously aware, can be
seen from what has already been said. The error consists in the
fact that the assumed general relation between the total supply
of money and the total supply of commodities is, in so far as such
a relation can be admitted at all, not otheswise conceivable than
as a relation of value realisable in a possible exchange transaction.
It is true that Simmel asserts that his construction by no means
involves the circular argument that the ability of any given sum
of money to measure the value of a single commodity is based
on the equation between all money and all goods, but that this
in itself already presupposes the possibility of measuring the one
by the other; because the measuring of relative quantities is
made possible when their absolute quantities stand to each other in
some kind of relation which need not constitute measurement or
equality. What kind of relation, apart from an equation of
value between the total quantities of goods and money, this may
be conccived to be, Simmel does not say. If we measure time
by a space relation involving movement, the connection between
the spatial standard of measure and the time which is to be
measured is given by the fact that movement in its very nature
belongs equally to both time and space. If we measure conscious
sensations by external movements, we have here—although the
logical connection has not vet been explained—an empirically
determined relation of cause and effect, just as we have in the other
cases in which the force of the wind was measured by the thick-
ness of the branch which it could break, or in which temperature

' Simmel’s hypothesis is found wanting when considered, for example,
from tl.c following point of view to which S. . Altmann (in his contribution
Zur deutschen Geldlehre des 19 Jahyhunderts to the Festgabe for Prof. Schmoller,
1908) drew attention in a manner which is very much to the point :—

The expression '——; a for the value of individual goods presupposes that

the value of all goods has been reduced to a common denominator. Only
then can there be a comparison between particular goods and the total
stock of goods. The common denominator is, however, nothing else than
the expression of value in terms of money as seen in commodity prices.
The existence of moncy prices for all goods is, therefore, a condition ante-
cedent to comparison between particular goods and the total stock of goods,
whereas Simmel aims at calculating—or at least considers such a calculation
to be theoretically possible—the money price of particular goods from the
relation between these goods and the total quantity of goods.
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was measured by the changes in the length of a column of mercury.
But what could be the nature of the connection between the total
quantities of money and of goods if we do not assume a relation of
value realisable in exchange? Locke himself, though he gave to
money merely the position of a subsidiary pledge of fictitious value,
nevertheless urged that the value of the total quantity of money
must always be equal to the value of the total quantity of goods,!
and thus he indirectly admitted the necessary existence in the
case of money of the quality of value. So long as no other possible
connection has been proved to exist between the total supply of
money and the total supply of goods than a relation of value which
can be realised in exchange, we come to the conclusion, even on
the lines of Simmel’s argument, that money must possess the
quality of value.?

Let us, then, drop the hypotheses on which Knies as well as
Simmel base their arguments, namely, that goods contain a
definite ‘‘ quantity of exchange value,” and that we have in money
an actual instrument for measuring this quantity of exchange
value. If we return to a more realistic method of studying the
qualitative nature of the value of money, we shall find a clearer
light thrown upon it than can be cast by any more or less artificial
hypotheses and constructions. The ““exchange value " or “value
in economic intercourse” of an economic object is, as we have
seen,® merely an abstraction from the fact that economic objects
are exchanged for one another in some kind of quantitative
relation. To the process which takes place in the mind of the
individual in estimating the value of things, we have, as has been
shown above, as a counterpart, only onc¢ objective fact for the
concept of exchange value, namely, the ratio in which sconomic
objects of different kinds are exchanged one for another. From
the exchange transaction, and from the quantitative relation
between the objects exchanged to which the transaction has given
concrete shape, we deduce the abstraction that each of the two
objects is endowed with a definite objective quantity of value,
which is designated as its exchange value. Such an abstraction
is not only a thing of everyday language, but it is also scientifically
quite admissible. We must, however, always keep clearly before

1 See above, p. 446.

t Dr August Koppel (Fir und wider Karl Marx, Karlsruhe, 1905,
p. 85) fails to distinguish between * quality of value” and * intrinsic
value " (' Wertqualitat ”* from ‘‘ Substanzwert ") if he concludes from the
above remarks, taken bodily from the first edition of this work, that I hold
that money must have ‘“ intrinsic value.” Koppel need only have read what
is said in the following paragraph concerning the * intrinsic and functional
values of money *’ to have seen that any interpretation of the conception of
the ““ quality of value ' is much wider than what is commonly known as

‘‘ intrinsic value.”
3 Cf. above, p. 322 et inf.
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our minds the fact that we are dealing with an abstraction
derived from certain actual assumptions.

Each of the two objects exchanged finds the expression of, or,
if we so prefer to call it, the measure of its exchange value in the
object given as an equivalent for it, and as soon as all other
economic objects come to be exchanged almost exclusively for
money, the price in money, and, therefore, money as such, becomes
the common measure of all other economic objects. The function
of money as a measure of value has thus been logically derived
from the function of money as a general medium of exchange,
and if exchange value is nothing else than an abstraction from
acts of exchange, then we must admit ghat money—primarily
because of its function as a medium of exchange, and therefore
indirectly because of its function as a measure of value, which
is conditioned by its function as a medium of exchange—can have
exchange value just as all other economic objects can, which are
exchanged for each other or for money.

But even if we leave out of account the conception of ‘‘ exchange
value” obtained byabstraction, and revert to the original phenome-
non of value, our argument still leads us to the conclusion
that the possession of value cannot be denied to money. We
share the view of Simmel, who, as has already been mentioned
above,! argues that every definition or determination of value only
make known the conditions which give rise to value without,
however, creating it, and that all proofs that an object possesses
value establish nothing more nor less than the necessity of ascrib-
ing the value assumed for one object to another object. If we
assume that goods have a value, can there exist any more cogent
necessity for assigning such value also to money than the fact that
exchanges between money and goods are continually taking place?
If value, in all the forms in which it appears, is derived from the
judgment or estimate formed by the individual in regard to the
importance to him, or to humanity in general, of the objects of the
external world, and if the individual decides to give or to receive
money for goods in a definite ratio, then this can only mean that
money, just like goods, is an object of estimates of value, or, in
other words, that it possesses, and must possess, the quality of
value in order to be able to fulfil its function as a general medium
of exchange.

This line of argument is open to only one objection, already
mentioned at the very beginning, namely, that in exchanging goods
for money we do not receive a thing as such, but only a claim, a
representation, or a symbol for other things, and therefore, that in
a transaction in which a commodity is exchanged for money, we
really have an exchange of one commodity for another commodity,

1 Page 318.
VOL. 1I. 33
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obtainable for the money received, whilst the money itself is only
an inessential intermediary or agent in the transaction.

This objection is, however, in no way justified by the position
occupied by money in our economic scheme of things. If money
were not goods, but only a token or a claim for actual goods, then
in exchange for it there would perforce be obtainable specific
goods in specific quantities from specific sources, because it is not
conceivable that there should exist any kind of claim or substitute
or symbol without that which is claimed, substituted, or symbolised
being definitely determined. It is, in theory, conceivable that an
economic mechanism might be brought about in which the
position occupied by money as a medium of transfer would be
occupied by claims to goods. The idea discussed above, of an
““exchange bank,”! is based on this principle. But this very
principle is regarded, and rightly so, by those who support it as
something diametrically opposed to the principle which operates
in our economic intercourse. When an individual receives money
he obtains nothing which gives him the right of enforcing against
anyone else a definite claim for another commedity, and in so far
as the money is taken in exchange for other things, it is, as is any
commodity which is exchanged for another, subject to a free
valuation in terms of those things. The fact that in our economic
scheme of things all transferable articles are, in general, actually
obtainable in exchange for money is, in so far as concerns goods
produced for a market, a difference in degree but not of kind.
Just as money is taken mainly in order that other goods should be
procured for it, so also are goods in our economic system produced
to serve as a means by which the things actually needed by the
individual producer can be procured. If we dcprive the claim of
its content: implying a definite claim on specific persons for
specific goods, and if we restrict it to right of acquisition of un-
specified commodities in unspecified quantities and from un-
specified persons, then not only money, but also every commodity
which is put on the market, becomes a claim. Frum this definition
of the concept of a claim, however, two things follow: either we
must deny to all goods brought to market the possession of the
independent quality of value, or else we must admit that “claims,”
in the wider sense discussed, can also possess independently the
quality of value. If, however, we are not to strain the meaning of
words unduly, and if we are not to obliterate the limits of the
concepts, we must definitely keep in mind the fact that the
contents of a claim can only be such as are definitely specified, and
that accordingly a claim cannot be exchanged or transferred for
the things specified therein on a fluctuating basis; but where in an
act of exchange the valuation fluctuates, it is a basic condition

! See p. 339
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that the objects exchanged should possess the characteristic of an
independent and mutually exclusive value. Money as such is thus
not a claim upon any particular objects of value, but is itself
an object of value.

This conclusion, however, does not, of course, in any way pre-
judice the investigation of the special conditions and assumptions
upon which the value of money and that of other economic objects
rest.

¥ 2. Intrinsic and Functional Values of Money

The fact being established that money by its nature possesses
the quality of value, leads us to consider the nature of this value. .

The question to be answered here, whether only a ‘“substance
which itself has intrinsic value” can be money, or whether money
as such can be conceived of as existing without its being based
upon a substance of value, has been frequently enough discussed as
if it were inseparable from the problems just dealt with, viz. the
indispensability of the quality of value to money. As a result of
discussing these two questions together, which ought really to be
kept apart, writers have sacrificed a good deal in clearness.

The view that the quality of value is an integral property of
money by no means stands or falls with the more far-reaching
view that money can derive its quality of value only from a
‘“substance which itself is of intrinsic value,” or, as has been said,
that the value of money must be an intrinsic value. Equally,
the observation that money may exist without any intrinsically
valuable content need not necessarily lead to the conclusion that
money can do without the quality of value. In fact, it is possible
that quite a different basis than that of the value of its substance
can be provided for the value of money.

As against the view, which was so largely held in former times,
that money must have “intrinsic value,” we have the modern
phenomena of “‘free currencies,” 7.c. paper currencies as well as
those with suspended coinage of the original standard metal, and
these phenomena have led people more and more to recognise
the fact that the value of money can, under certain conditions, be
independent of the value of any monetary substance. Both in the
historical part of this book, as well as in the section which dealt
with monetary systems, we came across systems in which the value
of money is not determined by its substance, and is not even
derived on the basis of credit or of convertibility from some in-
trinsically valuable substance, but in which it is based wholly and
solely on the fact that the coins and notes declared to be money
have been given by law the privilege of fulfilling the monetary func-
tions which are indispensable to the economic life of the country.
Even though, in the case of a paper currency, the substance of
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‘which the money is composed is valueless, and furthermore, even
though the paper notes carry no right of claim to a substance of
intrinsic value, yet the paper money, so long as it is accepted in
exchange for all sorts of other economic goods, has none the less a
value which is variable in relation to all other values, and which
is accordingly independent of all other values. This value, as the
paper notes cannot be put to any other economic use, must be
based solely on its function as money. If, further, in a silver
standard currency with suspended coinage, the valuc of the
money unit is substantially higher than that of the quantity of
silver of which it is composed, then the higher value of the coined
money can only be due ¢o the fact that this money fulfils functions
which in the existing monetary system cannot be fulfilled by the
metal in uncoined form.

For these reasons the functional value of money has been
recognised as being distinct from the ntrinsic value.

If the phenomena which have been mentioned as existing in
the sphere of modern monetary systems actually prove that money
can possess a value independent of any intrinsic value, then a
theoretical study of the relation between ‘‘intrinsic” and
“functional”’ values will show that both types of value, although
regarded as essentially different in kind, yet have their roots in the
same general conditions upon which every economic value is based,
and, in fact, so much so that the apparent opposition between
functional value and intrinsic value completely vanishes.

We have already, when discussing the functions of money as a
measure of value, used as a starting-point the fact that value is not
a property inherent in things themselves, such as are dimension,
hardness, colour, etc., but that it is rather something based
simply on the relation of man to the external world. The value of
things is thus shown neither to be contained in the substance of
things, nor to be the result of the mere existence of things. In fact,
we have seen that the conditions which govern the economic value
of things are the phenomena that, on the one hand, these things are
objects of human needs, and that, on the other hand, the satis-
faction of those needs meets with obstacles which can be overcome
only by labour and sacrifice. Objects of need are by no means only
those things which serve directly for the satisfaction of human
needs, but they include also all those things which can be employed
indirectly for the purpose of producing or procuring consumable
goods. Foodstuffs and clothing, articles of ornament and dwell-
ing-places are, in this matter, on an equal footing with tools and
machines, with raw materials and auxiliaries serving for the
manufacture of directly consumable goods, and also with means
of transport, which do not only enter into the process of production
but transfer the finished products to the places of consumption.
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But money too, which performs the important duty of acting as
an agent for the transfer of goods, of utilities, and of services from
person to person, belongs to this category. By bringing together,in
the process of production, the material means of production and the
forces of labour, and by transferring the finished goods from the
hands of the producers to those of the users, it serves for the satis-
faction of wants exactly in the same way as do all those other kinds
of goods which are in the nature of intermediaries or agents. The
only difference is that consumption goods, and the actual agents of
production and of transport, are in every economic system objects
of a need, whereas money simply serves for the purpose of meeting
a need which exists only in our particulag economic system, based
as it is on the free self-determination of individuals, on the private
ownership of property, and on division of labour. So long, how-
ever, as this cconomic order of things continues, money must,
like all other economic goods, comply with the one condition
of economic value, which requires that it should be an object
of human nceds. At the same time all other goods share with
money the property that they possess value not by the fact of
their mere existence, nor by virtue of their mere substance, but
only because, by performing certain economic ‘‘functions,” they
serve directly or indirectly for the satisfaction of human needs.
In fact, the precious metals themselves, as soon as they are
employed as money, derive their value just as much from their
function as money as from their usefulness as raw material for
jewellery and plate. Strictly speaking, therefore, every economic
value is a “‘functional value,” and there does not exist any such
thing as “‘intrinsic value.”’ !

The second condition of economic value, namely, that labour and
sacrifice must beinvolved in the attainment of the object concerned,
is clearly fulfilled in the case of money if the money substance can
be produced only at a considerable cost, or if the money substance
is, on the one hand, naturally rare, whilst, on the other hand, it is
subject to any considerable demand for purposes other than money.
This is_the case with money made of the precious metals.

If, ﬁowever, money is manufactured from a substance which,
like paper, can be produced almost without cost when compared
with the value of the money produced therefrom—is, then, the
second condition of economic value also sufficiently met? We
must bear in mind that the difficulty of attainment need not
lie in the resistance and parsimony of Nature, which places at the
disposal of man the means of satisfying his needs at the cost only
of labour and sacrifice, and to an extent only which cannot suffice
for the complete satisfaction of all his wants. Difficulty of
attainment may also be due to the law of the land or to the

1 Cf. also Simmel, p. 151.
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usages of society. This is the case, for instance, where a person or
a corporation has the monopoly of producing or of owning things
which are objects of necessity to others. These others will then
be obliged, in order to obtain these things, to offer something in
exchange. The natural difficulty of attainment is, therefore,
replaced or supplemented by a social difficulty rooted in the
organisation of society; a social difficulty which is capable of
bestowing a value upon the objects concerned or of increasing their
value. In the casc of money this is particularly clear. According
to our law, the State has the exclusive right of producing or of
delegating the right to produce those coins and notes which have
the property of money., The individual can obtain money from
the State only by giving or by performing some service. The State
is thus undoubtedly in the position, even when its natural diffi-
culties in the way of obtaining money (the ““costs of production"’)
are negligible, to create, by exploiting its monopoly, an artificial
scarcity of the money which it produces, and thus to secure for it
the second condition of economic value.

The apparent contradiction in principle between money with
intrinsic value and money with merely functional value is, by reason
of the above explanations, removed in the following way :—

The value of both the above types of money depends on the
two cardinal conditions of all economic value, viz. the ability to
satisfy human need and the difficulty of attainment. There
remains only the difference in degrec in that money which has
merely ““ functional value” can, by its constitution, perform only
the duties of money, whilst money with so-called “intrinsic value "’
can, by rcason of the substance of which it is made, serve also for
the satisfaction of other requirements.

It is true that one may argue against the above that it is a
petitio principii, that an object which cannot be used for any
other purpose should nevertheless be able to perform the function
of money. This objection is in one respect not unjustified,
because there is this difference between money and all other
economic goods. In the case of the latter the ability to, satisfy
wants is simply one of the two conditions of value, but it is not a
fact that they acquire, as a result of the difficulty involved in their
attainment, actual value, which would show itself in their being
given and taken in exchange for other valuables. Water quenches
thirst quite irrespective of whether, by reason of its scarcity and
difficulty of attainment, it represents value or not. Only in the
case of money is the position different. Money can clearly fulfil its
function as a medium of transfers of value solely on the condition
that it is valuable. A money without value, for which therefore
no one would give anything, can neither serve as a medium of
exchange and measure of value, nor as a medium of capital
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transfers; contracts of payment would not be made in such a
medium, and it could not be considered as a carrier of value
through time and space. If, then, money can be of use only in so
far as it possesses the quality of value, then it does not seem feasible
that it should derive its quality of value solely from its utility as
money. Infact, it would appear that only such things can function
as money as already have a value by reason of other utilities.

As was shown in the historical part of this book, the goods
which first actually served as media of exchange and payment and
as a measure of value were such as also possessed value as useful
commodities. It was only after such goods were used as money,
and had so altered the economic schemg of things as to render
money indispensable, that the value of the things employed as
money was based upon their money function. In order, however,
that money should be entirely based on such a function, the
regulation of the monetary system by the State and the evolution
of an obligation to pay became necessary. As has just been ex-
plained, it must be taken for granted that no one would accept
a thing without value in exchange for a valuable commodity.
Moreover, the legislature of a country could not compulsorily
impose upon_ the public as a medium of exchange a commodity
which would be rejected as such by the public, and this is equi-
valent to saying that a thing which is not already of value for other
reasons cannot acquire value either from its voluntary or from its
compulsory employment as a medium of exchange. On the other
hand, the position is different in the case of the function of
money as a medium of payment. It is true that no one would
be inclined to stipulate for a future payment in a valueless thing.
Once, however, the practice has become widespread that contracts
of payment should be concluded in money, and once the legislature
of the State is in a position to determine the things in which the
creditor must accept payment, then the State can bestow the
power of legal tender even on things which in themselves are of
no other use, and thereby give them a utility capable, in conjunc-
tion with the State’s monopoly of producing money, of forming
an independent basis of value. No one who has to make pay-
ments nced question whether the thing-in which he has legally to
make the payment can be used for any other purpose. The
function of acting as medium for the fulfilment of an already exist-
ing obligation to pay thus becomes a utility which is independent
of all other utilities, and so long as the article used simply as a
medium of payment can only be obtained by those who are under
a liability to pay, by overcoming difficulties, a condition which
applies in the case of restricted issue, this is in itself sufficient to
give the article a value. As a result of such value, evolved simply
from the power of legal tender and from the difficulty of attain-
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ment, the thing itself can then serve also as a medium of exchange
and can be used for the performance of all the other functions of
money. Chronologically, of course, money must have come into
existence before contracts of payments in terms of money, and
accordingly before a money was evolved which was useful only as
money. The evolution of money had, therefore, to begin in the
manner already explained, by the employment of economic goods
as media of exchange and of payment, etc. As soon, however, as
at a later stage of evolution we find obligations to pay expressed in
terms of money, as soon as the State reserves to itself the task of
making regulations regarding the settlement of money debts and
the production of money, we have the logical and practical possi-
bility of creating money whose utility and value depend simply on
its function as money.}

This possibility naturally exists in a higher degree in propor-
tion as, by the development of credit institutions, obligations to
pay increase in number, and the function of money as a medium
of settling such obligations gains in importance as compared with
the function, which is outside the sphere of influence of legisla-
tion, as a medium of voluntary transfer (especially as a medium
of exchange), and in proportion as the organisation of the State
grows more intricate and influences to an ever-increasing extent
the economic relations between individuals. But the possibility
indicated is nevertheless not absolute, whatever may be the stage
of development of the State and of the country’s economic life.
The commercial world can, in fact, when the money supplicd to it
by the State does not correspond to its requirements, deprive the
possibility of the requisite conditions. If the State cannot, by a
wise management of its monopoly of money production, sccure
that the trading community should have confidence in the money
which it produces from valueless or inferior substances, a con-
fidence which is enjoyed by money of intrinsic value by reason of
the value of its substance for other purposes, then, as many
historical examples show, the commercial world can, in the case of
new debts, agree upon modes of payment which withdraw the debts
from the influence of the State, and it can thus create for itself
a new money. Examples of this are the return of the commercial
world to the use of bars of precious metal in place of coins in
times of considerable abuse by the State of its sovereign powers in
currency matters, and the use of foreign metallic money in States
whose paper currency becomes strongly depreciated. If no fresh

1 This line of argument coincides with that of Knapp, who (on p. 45)
says as follows: ‘‘ Previously the unit of value had to be dcfined in terms of
real things; debts then in turn evolved in terms of these units of value; now
wc know debts in terms of the old units of value, and from these debts we
define the unit of value—no longer in terms of real things, but historically.’
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contracts are entered into in the money of the State, then gradu-
ally the sole basis on which money without “intrinsic value” is
conceivable must vanish.!

A good and recent example of this phenomenon is provided by
the most recent developments in the German monetary system.
Notwithstanding all counter-measures taken by the State, the
public is gradually turning away from the German paper mark,
which to all appearances is condemned to unlimited depreciation.
Contracts in foreign currencies are obviously gaining ascendency
even in the home trade.? The State is finding it necessary to
make concessions in the matter of foreign moneys. Although the
Order dealing with foreign exchanges, datgd the 12th October 1922,
provided that, in transactions between parties both of whom were
domiciled or resided in the country, it was prohibited to demand,
offer, agrec to give or to accept payment in foreign currencies
except in the case of payments for deliveries of goods intended for
export, yet the second Order of the 27th October 1922 found it
necessary to make many exceptions in the principle laid down by
the first Order. Apart from this, we have witnessed attempts to
introducc some remarkable innovations. Special mention need
only be made of leases requiring payment not in the Imperial mark,
but in specific quantities of rye. Moreover, we have instances of
mortgages on land secured by ‘‘rye bonds,” and the issue of “rye
mortgage bonds” or “rye drafts” secured by such “rye bonds.”

The State Bank of Oldenburg was the first to give this new
idea practical shape in the following form:—

It issues “rye bills,” which have a currency of four years
(1st April 1923 to 1st April 1927). The price of issue is to corre-
spond to the value at the time of issue of 125 kg. of rye. The
repayment of capital and of accrued interest is to be effected on
the basis of the future value of 150 kg. of rye. This gives a rate
of interest in rye value of 20 per cent. for four years, or of 5 per
cent. for one year. The amounts which the bank obtains from
the sale of such rye bills are used exclusively for granting pro-
ductivgcredits to landlords and to communities, and the aggregate
amount of the rye bills issued must be covered by letters of lien
issued on a similar basis, which must, therefore, also be repaid,
both as to capital and interest, in rye values.

A similar innovation has occurred with industrial bonds. At
the beginning of the year 1923 the company supplying the pro-
vince of Baden with electricity 3 issued for public subscription a

! This condition, to which the power of the State over the monetary
system is subject, is overlooked by Knapp.

* [What is said in the text as to concitions in Germany previous to
stabilisation is now (August 1926) true of France and Belgium.]

* Badische Landes-Elektrizititsversorgung, A.G. (Badenwerk).
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“coal value loan” at 5 per cent. The issue, which met with
great success, consisted of bearer bonds to the money value of
10,000, 5000, 2000, 1000, and 500 kg. of coal (Westphalian nuts,
grade 4, sifted and washed, as at pit mouth, including tax). The
capital and interest to be paid when the bonds are redeemed
is, in point of fact, paid in German money, but the amount is
calculated on the basis of the average price of the coal during
the half-year preceding the payment. Should the Government
officially create a ‘‘definitive new German currency,” every
bondholder has the option of having his bond exchanged by the
company for one in terms of the new currency on the basis of the
price of coal on the day ,of the coming into force of the currency
in question.

The Free State of Saxony issued in January 1923 a “coal and
electricity loan’ on a similar basis. InMarch 1923 thecity of Breslau
announced the issue of a ““coal value loan”" at 6 per cent. Other
local authorities and corporations followed these examples.

Such recent developments do not altogether exclide the
State’s money, because the issue, as well as the payment of interest
and capital, of these rye and coal value loans does not take place
actually in rye or coal but in legal tender German money. These
bonds, therefore, are still money bonds, but they are no longer
expressed in terms of specific sums of German money, and the
value which they represent is determined by specified quantities
of rye or of coal, as the case may be, at a price expressed in German
moncy.

The numerous proposals and attempts to make contracts of
payment of the most varied kinds, particularly as to wages and
salaries, no longer in definite, but in variable, sums of money,
the amounts of which depend on index numbers, also come to
the same thing, and are, 1n fact, intended to separate the value
of money debts from the money in which payment is to take place.
This strikes at the root of the nominalist value theory of money
as developed in a modern State. Money becomes deprived of its
essential characteristic and degenerates into a mere form, a form
without definite content which cannot remain permanently in
being and must crumble into nothing.

In the autumn of 1922 a new idea was started. It was that
the State Treasury should issue exchequer bills in gold marks or
in foreign currencies. This idea assumed actual shape in March
1923 in the dollar exchequer bills which were issued by the Reich
for the specific purpose of supporting the Reichsbank’s policy of
bolstering up the mark. This is a simple recognition by the State
that German State money, as such, has ceased to be a suitable
medium of capital transactions and of storage of value. Should
this idea be extended in practice it would amount to the Reich
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itself sacrificing the monopoly position of the German paper mark,
which was defended even in the most recent Order regarding
foreign exchanges, and would introduce side by side with the mark
a second currency meeting the elementary economic needs of the
country for a currency with value and with the greatest possible
stability.

The most recent developments in the monetary system and
in the theory of money shed a new light on the problem of value
and on the question already put by Aristotle, whether money is
“vouw” or “¢ioe,” that is, whether it rests on an order of things
created by law or by Nature.

o

¥ 3. Changes in the Quantitative Purchasing Power
of Money

We have seen in the previous paragraph that the value of money
is subject to the same conditions as apply to all economic values—
ability to satisfy wants, and attainment only by sacrifice. Having
dealt with the qualitative problem, we now come to the quantitative
problem. In common parlance, we now have to discuss the
question of how the ‘“ purchasing power of money "’ is determineds

In the treatment of this new problem we must also bear in
mind that the theory according to which various goods are
endowed with a variable but measurable quantity of exchange
value is simply an abstraction from the fact that various
economic goods are exchanged for each other in quantitative
ratios which are subject to continual changes. Now, no exchange
whatever of two economic objects can take place without the
quantitative ratios in which the two objects are exchanged
one for the other bheing determined by factors operating on
both sides. If an ox is given for eight sheep, then this ratio
of exchange can only be the result of considerations and facts
which relate both to the ox and to the sheep. The degree of
utility and the intensity of the demand based upon it, the greater
or lessey difficulty of attainment and accordingly the intensity
of supply, all these facts which exist in varying degree in both
the objects to be exchanged form the basis of the ratio in which
the exchange takes place. It is possible, however, that the varia-
tions which take place in the ratio of exchange between any
exchangeable objects may be caused by ome only of the two
objects, namely, by the factors which determine the ratio of
exchange on the side of that one object changing, while those
operating on the side of the other object remain unchanged.
This applies to the fact that the value of money is based on
the same conditions as is the value of all other economic objects,
and it applies to the ratio of exchange between money and
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other objects as well as it does to the ratios of exchange of other
economic objects amongst themselves.

The problem of the purchasing power of money and of the changes
therein comprises therefore two essentially different questions.

(1) The question relating to the ratio of exchange actually
existing between money and the other cconomic objects. As
exchanges of money for other objects are designated by the word
“purchase,” and the equivalent in terms of money in such an
exchange is called ““price,” this aspect of the problem is identical
with the amount of and changes in the *“ general purchasing power
of money ” and in the ““general level of prices.” The question
is merely one of a statistical nature, and its task is to determine
the prices (in the widest sense of the word) actually ruling and the
changes therein.

(2) The question relating to the factors which determine
changes in the ratio of exchange between moncy and other
economic objects. This question is of an analytical character. It
goes beyond that of determining the actual ratio, and its solution
necessitates the determination of the causes of certain facts and
phenomena of economic intercourse.

The first question has been described as the problem of the
“outer exchange value,” and the sccond as the problem of the
“‘inner exchange value” of money.! The latter description of the
factors operative on the monetary side, which determine the ratio
of exchange between money and other goods, is, as we must cver
keep in mind, only possible upon the hypothesis that cach of two
economic objects which are exchanged for one another in some
kind of quantitative ratio contains a definite quantity of exchange
value. The factors which, on the side of money, determine the
ratio of exchange are regarded as to some extent concretised forms
by this quantity of exchange value, which is, however, hardly con-
ceivable as an absolute at all.

For the sake of simplicity there is something to be said in
favour of including all the factors which operate on the side of
money and which thus determine the ratio between money and
other goods in the comprehensive term *inner exchange value of
money,” or, more simply still, in the designation ‘ value of money.”
In the earlier editions of this book the author expressed himself
in favour of the differentiation recommended by Menger of an
“outer” and an ‘‘inner exchange value” of money, and the
description “outer exchange value of money” was used for the
purchasing power of money in the sense defined above, whilst the
description ‘‘inner exchange value of money,” or simply “‘ value of
money,” was employed in relation to the cffects of the factors on

1 Thus by Menger in his article ““ Geld ”* in the Handwdrterbuch der
Staatswissenschaften, 3rd ed., vol. iv, pp. 588-593.
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the side of money which determine the ““outer exchange value” of
money and the changes therein.

The disturbances in the ratios of exchange between money and
other goods which the War, the Revolution, and the Peace Treaties
have brought in their train have caused the author to examine
anew the question of whether this terminology can be retained.
The decision appears to depend upon whether the factors which
are primarily responsible for changes in the ratios of exchange
can be divided with sufficient precision into those which operate
on the side of money and those which operate on the side of
other economic objects.

This division is not altogether possible.

The last few years have furnished ‘Instances in which the
determining factors on the side of money and those on the side
of other economic objects, not only of goods but also of services
of all kinds, are inseparably interwoven with each other and
dependent upon each other. We shall give a few important
examples of this.

The pressing need for the necessaries of life and for war
materials called forth by the War caused abundant offers of money
from the belligerent States. These States were able to make these
offers by meeting the home demand for money with a large circula-
tion of paper money and by using their existing gold circulation to
a large extent for purchases of goods in neutral countries and in
the United States of America. Are we, then, to regard the general
rise in prices and in wages, which from the beginning of the War
occurred throughout the world, as having been caused by the
increase in the demand for goods or by more abundant offers of
money? In other words, was the cause to be found in factors
on the side of the goods or in those on the side of money? We
cannot tell, because both processes—the increased demand and
the increased offers—are simply two forms of the same basic fact.

The actual state of affairs becomes particularly clear if we
study a little more closely the course of events in neutral countries.
Here thg politico-financial measures taken by the States did not,
as they did in the belligerent States, li)lay any important part.
The belligerents, governments as well as private individuals,
entered the neutral markets with an urgent demand for necessaries
of life, raw materials, munitions of war, etc., and offered, in so
far as they could not buy on credit, payment in cash, which in
the last resource mainly took place by transfers of actual gold.
Was the rise in prices which was brought about by these circum-
stances to be considered as having been caused by the demand for
goods or by the supply of new money? The offer of gold—the
*“gold inflation ’—against which, for instance, the Scandinavian
States tried to defend themselves by special protective measures
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directed against gold,? was only one of the most important forms in
which the demand for goods made itself felt. Without the very
urgent and extensive need of the belligerent States for the products
of neutral countries the inflow of gold would not have occurred,
and, at the same time, if the belligerent States had not been able
to give up gold, a large part of the demand for the products of the
neutrals could not, however great might have been the need, have
become effective, and could not, therefore, have influenced the
level of prices.

Let us take another case. During the period immediately
after the Revolution in Germany it was found that the then un-
limited power of the working-classes enabled these, whilst pro-
ducing considerably less, not only to keep wages at their high war
level but even to increase them further. This fact must of itself
necessarily have conduced to a rise in the prices of commodities
and accordingly to a reduction in the purchasing power of money.
The tendency set in motion by this was reinforced at times by the
depreciation of the German currency, but it continued also at
times in which the German currency remained relatively stable
or even rose in value. The rise in wages and prices contributed
without doubt to inflation through the issue of paper money, if
only by increasing all the expenditure of the Reich on goods and
services. If the Reich had not been able to issue paper money,
the forcing upward of wages and thercby also of prices would
assuredly have found a serious obstacle in the impossiblity of
procuring the means of payment of wages and of prices. Thusalso
in this case factors operative on the side of money and on the side
of wages and prices are so interwoven that it is impossible to
ascribe the decisive influence either to the money or to the goods
side of the equation. The one thing which is certain is the simple
fact of the alteration in the exchange ratio between German money
and all other exchangeable objects. But it is not possible to say
in what measure this alteration was brought about by factors
operating on the side of money and in what measure by those
operating on the side of the other goods, or, in order to gxpress it
in Menger's terminology, what share of the change in the *outer
exchange value of money ” falls to the change in its "' inner exchange
value,” and what share falls to changes in the value of the other
economic objects.

In view, therefore, of the lessons taught by the events of the last
eight years, it does not appear to be desirable to retain the abstrac-
tion that the factors on the side of money which detemine the
changes in the exchange ratio express themselves in the
“inner exchange value” conceived as an absolute quantity of
value. If we are to remain on safe ground we must be content

1 See above, p. 217.
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to recognise that the only real fact is the alteration in the
ratio of exchange between money and other goods, and that it
is vain to attempt to deduce from the existing ratio of exchange
absolute and measurable quantities of value on the one side or
the other, and to deduce from variations in such exchange ratios
variations in these absolute quantities of value.

As regards terminology, we then obtain the result that the
conception of value in its application to the exchange ratio and
to changes therein must be retained in its strict relative sense,
that the value of money appears only in its purchasing power (the
phrase ‘purchasing power’ being taken in its widest sense as
covering also utilities and services of all kinds), and that changes
in the value of money merely reflect changes in prices, wages, etc.

One is even tempted to draw from this the further con-
clusion that it is superfluous and perhaps even misleading to
employ the phrase ““value of money” at all in a quantitative
sense, to speak of changes in the value of money, and that it
would in fact be sufficient to use only the phrase *purchasing
power of money.”’

This terminology could be adopted if our language—and the
languages of all other civilised countries—were to be formed anew;
but as things are, the word ““ value” has established itself so firmly
in everyday language in connection with matters such as those
which we are considering, that our conceptions would not gain in
clearness were we absolutely to eradicate the word from our
scientific terminology. The whole world speaks nowadays of the
‘“depreciation in the value” of German money. Should science
declare that there is no such thing as a ‘“depreciated value” of
money, that there can be only a rise in prices and wages, etc.,
expressed in terms of money, or only a change in the purchasing
power of money? I see but little reason for thus attacking the
common usage, especially as those who are in the forefront of the
attack on the use of the word “value” in connection with the
exchange relations between money and other economic goods raise
no objection to our speaking of a “value” arising from exchange
relations in regard to objects which do not represent money. But
we must always bear in mind that the phrases ““depreciation of
money "’ or ‘“rise in the value of money,” when used in this sense,
give us no information as to the causes underlying the changes in
the exchange relations implied in those phrases. The analytical
problem enunciated under (2) above remains. The question, well
worth examining, still remains to be answered as to the causes
which can bring about, and have in important cases actually
brought about, alterations in the exchange ratios between money
and other goods. It might then be found that these causes may be
partly on the side of money, partly on that of the other economic
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goods, and partly also in complicated and many-sided processes,
and that it is not possible to allocate them definitely to money, on
the one hand, or to the other goods on the other.

9 4. Statistical Aspects of the Value of Money

The statistical problem of the value of money comprises the
study of the actual movements in the monetary equivalents of all
goods, utilities, and services which can be exchanged and obtained
for money.

The problem to be solved cannot, however, be confined to the
ascertainment of prices and quotations of building or ground
rents, of wages and salaries, and to the evaluation of local differ-
ences and periodic changes in those prices, etc. In point of fact,
it must build up from a confused medley of innumerable individual
cases a comprehensive picture of the purchasing power of money, of
its local differences, and of its periodic variations.

But even the preliminary statistical work cannot be completely
performed. It is quite impossible to collect and tabulate statistics
of all prices paid in any given economic area for movable and
immovable goods, of all retail and wholesale prices, of all property
and ground rents, wages, state and private salaries, fees for
professional services, etc. It is usually only possible to consider
characteristic groupings of the phenomena which illustrate the
purchasing power of money.

The ascertainment of the wholesale prices of the principal
staple commodities is relatively simple. ~Official quotations of
prices are continually being issued for specific groups of these.

But even if we confine ourselves in the first place to wholesale
prices, it is not possible to obtain a uniform and comprehensive
picture of the variations in prices of the selected commodities
simply by taking the average of those prices for the different points
of time to be compared. If, when the German gold standard
currency was operative, a ton of wheat cost 160 marks, a ton of
coal 20 marks, a ton of silver 120,000 marks, it is clear that one
could not take as the average price of the three articles the figure of
40,060, a price which, in the event of the cost of wheat rising to
200 marks, the price of coal dropping to 10 marks, and of silver
to 90,000 marks, would fall to 30,070.

In order to obtain some kind of useful common measure of the
movement of wholesale prices, the method of so-called index
numbers has been used. This method proceeds as follows : Certain
articles are selected for the purpose of determining ““ general price
levels.” The price of these articles at a definite point of time
and at a definite place is called 100, and the relative numbers
for prices at subsequent points of time are calculated on this
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basis. The average is then taken, not from the actual prices, but
from the relative figures for each point of time. The relative
figures thus obtained for the various points of time have been
called the “index numbers.”

In the example quoted above the index numbers for the three
articles would work out as follows:—

Wheat. Coal. Silver.

Ton . Ton . Ton . Index
Mark. Relative. Mark. Relative. Mark. Relative. Number.

1st point of

-
|
|
!

time .| 160 100 20 100 {120,000 100 100
2nd point of
time .. 200 125 10 50 Q90,000 75 83-35

This method was elaborated on broad lines in the year 1865 by
Jevons. He worked out the average prices for the six years
1845-1850 for a number of important wholesale articles, and on
this basis he calculated the relative figures and their average for
the following years. The statistician Newmarch and the editors
of the London Economist continued and improved this system in
the years that followed. The index numbers of the Economsist,
which are issued regularly to this day, are based on the prices of
twenty-two articles, and on the averages adopted by Jevons for
the vears 1845-1850. The index numbers of the English statis-
tician Sauerbeck, published in the Stafist, are constructed on a
similar system, except that forty-five wholesale prices are taken
and the average of the years 1867-1877 is set down as 100. In
Germany Adolf Soetbeer was the first to introduce comprehensive
calculations of wholesale index numbers. At his instigation the
Department of Trade Statistics in Hamburg worked out at the
beginning of the eighties of the last century “‘a table of percentages
of change in the average prices of 100 articles of commerce during
the period from 1851 to 1888 in five-yearly and ten-yearly periods,
comparMhg them with the average prices in the years 1847-1850.”
This work was subsequently continued, but unfortunately only
up to the year 18go.! '

The results yielded by index numbers depend in these calcula-
tions largely upon the choice of the commodities. Thus, for
example, the twenty-two articles chosen by the Economist include
cotton in four of its various stages of manufacture, and also raw

! The calculations were published up to 1885 in Soetbeer’s Materialen
sur Evlduterung und Beuvteilung dey wivtschaftlichen Edelmetaliverhdlinisse
und der Wahrungsfrage, 2nd ed., Berlin, 1886, and up to 18go in the
Jahrbiicher fiir Nationalokonomie und Statistik, 3rd issue, vol. iii.

VOL. II. 34
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silk, flax, hemp, and wool once each. Thus the materials which
are important to the textile industry appear eight times. At the
same time foodstuffs appear only five times. The index numbers
must therefore in this case necessarily give a different result to
that given, for example, by Sauerbeck’s numbers, in which, out
of forty-five articles, textiles appear only eight times and food-
stuffs nineteen times.

This leads us to the question whether a simple addition of the
index numbers of the various commodity prices can give at all
useful results when the different degrees of importance of the
several commodities are considered. The point was raised and
tested in connection with the earliest calculations of index
numbers. The Economist used to append to its index-number
tables a note to the effect that the index number does not
correctly express changes in prices, as it leaves out of account
the factor of the relative importance of the various commodities.
Wheat ranks equally with indigo, and during the years when
prices of cotton and cotton manufactures soared this circum-
stance unduly increased the general index number. The note
added, however, that subject to certain reservations the general
index number nevertheless yields important conclusions.

Other economists and statisticians have held the view that it
is necessary and possible to work out index numbers on a more
complicated basis with due regard to the relative importance of the
several kinds of commodities. This is done in the following way.
The relative numbers calculated for the individual types of
commodities are multiplied by cocfficients, which correspond to
the economic importance of these commodities, and the numbers
so obtained are averaged for each point of time (" weighting”).
Interesting attempts of this kind were first made by Inglis
Palgrave.! He took the statistics of the Economist as his start-
ing-point, calculated for cach of the twenty-two articles the value
of their consumption in the United Kingdom, and deduced from
this the coefficient of importance of cach group of commodities.
His example was followed by the American statistician, Roland
P. Falkner, in his index numbers built up on the basis of 223
American wholesale prices.?

The index numbers which take into account the relative
importance of the several commodities are called—in contrast to
“simple” index numbers—‘‘ weighted "’ index numbers.

Both systems have continued in use since then. The system of
weighted index numbers is theoretically preferable, but in practice

! Published in Appendix B to the third report of the ‘' Royal Com-
mission on the Depression of Trade and Industry,” London, 18806.

¢ Published under the title, Wholesale Prices, Wages, and Transportation,
Washington, 1893.
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it is found that the difference between the final results which
follow from the employment of each of these systems is so remark-
ably small ! that it is scarcely worth while to go to the considerable
additional trouble involved in working out the weighted numbers,
especially as these can only represent approximate values, owing
to the impossibility of including all kinds of goods and of exactly
evaluating their economic importance.

The War and the disturbances in the various monetary systems
which followed in its train have given particular importance to
questions of changes in price levels. Previously, movements of
index numbers were of interest only to a narrow circle of scientific
economists and persons interested in trade and industry. They
were regarded as a kind of trade-baromefer. Nowadays, however,
they directly influence the daily life and earnings of the masses.
Accordingly, greater care has been bestowed in all countries on
their preparation, and the results have received greater attention.
Not only the official statistical departments of the various States,
but also local authorities and private concerns—especially tech-
nical and trade periodicals—have concerned themselves with the
preparation of continuous statistics of prices and with the calcula-
tion of index numbers.

Among the German wholesale index numbers we must mention,
in addition to those of the Imperial Statistical Office (Statistisches
Reichsamt), those of the Frankfurter Zeitung and those of the
Industrie und Handelszeitung.

The wholesale index numbers of the Imperial Statistical Office
are based on the prices of thirty-eight commodities, divided into
seven groups, namely:

Group 1. Rye, wheat, barley, oats, potatoes.

Group 2. Butter, fats, sugar, beef, pig-meat, haddock, codfish.

Group 3. Hops, cocoa, coffee, tea, pepper.

Group 4. Ox-hides, cow-hides, calf-skins, sole-leather, box-
calf.

Group 5. Cotton, cotton yarn, cretonnes, linen yarn, raw

. jute, jute yarn.

Group 6. Lead, copper, zinc, tin, aluminium, pure nickel,
petroleum. ‘

Group 7. Pig-iron, coal, brown coal.

These subgroups are collected together into the following
main groups:—

Foodstuffs (Groups 1, 2, 3).
Domestic articles (Groups 1, 2, 7).
Imported commodities (Groups 3, 4, 5, 6).

t See Irving Fisher, The Purchasing Power of Money.
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These prices are compared with those ruling in the year 1913 by
the average prices of that year being taken as equal to 100, and by
the present-day prices being calculated relatively to those pre-war
prices. The numbers which are thus obtained for a particular date
or period of time for the various commodity prices are added
together within the individual groups, and the sum is divided by
the number of the prices. The result is the index number for the
group. From the seven group indices the index numbers for the
three principal groups mentioned above and the aggregate index
numbers are calculated, by each group number being first multi-
plied or weighted by a coefficient corresponding to the economic
importance of the group, and the sum of the products thus
obtained being then divided by the sum of the coefficients or
weights. The weights have been calculated on the basis of the
consumption during the years 1908-1912, and they amount to:

For Group 1 . . 30  TForGroupjs . . 4
. ., 2. . 10 ! [ § B . 3
t
" " 3 . . 3 l ” " 7 . . IS

" . 4 . D ¢

The index numbers of the Imperial Statistical Office are thus
weighted numbers.

The index numbers are calculated for three key days in the
month, namely, the sth, 15th, and 25th, and for the averages
of the month.

The Frankfurter Zeitung bases its number on the prices of
ninety-eight commodities, which it divides into five groups.
Group 1: Foodstuffs—26 articles. Group 2: Textiles, leather,
etc.—13 articles. Group 3: Minerals—i18 articles. Group 4:
Miscellaneous—18 articles. Group §: Manufactured articles—23
articles. In contrast to the calculations of the Imperial Statistical
Office and to those of the Industrie und Handelszeitung, the Frank-
Sfurter Zeitung includes also manufactured goods (such as motor-
cars, bicycles, steam-kettles, typewriters, furniture, bottles, boots,
stockings, and string)—that is, articles for which it is very much
more difficult to determine exact prices than it is for the actual
staple articles of wholesale trade. The point of departure and
comparison for the index numbers was at first taken to be the 1st
January 1920. In 1922, however, the Frankfurter Zeitung found
it necessary to work out the prices of the commodities on which
its statistics are based retrospectively for the middle of the year
1914, and to use these for calculating the relative and index
numbers. The calculation is made every month for a key day
chosen at the beginning of the month.

The calculations of the I'ndustric und Handelszeiung are based
on the prices of forty-four commodities, as follows:—
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Group 1. Coal (6), iron (4), other metals (4), building materials
(2), oils (3)—total, 19 commodities.

Group 2. Textiles: cotton (1), wool (1), yarn (1), flax (1)—
total, 4 commodities.

Group 3. Hides (1), skins (1), leather (1), rubber (1)—total,
4 commodities.

Group 4. Cereals (4), flour (1), potatoes (2), fertilisers (1)—
total, 8 commodities.

Group 5. Meat (3), fish (1), milk (1), sugar (1), fats (3)—
total, 9 commodities.

The basis is the last week of the year 1913. Average prices
of the various commodities are worked out for each week, and
they are recalculated into relative figures on the basis of the
average prices ruling in the last week of the year 1913: From
these relative figures the arithmetical mean is derived for the
calculation of the group and aggregate index numbers.

Although the construction of these three systems varies
enormously, the resulting curves of the general index number
agree to a very large extent, which proves that the errors com-
pensate each other to a considerable degree.

Although the collection of index numbers of wholesale prices
is interesting and important, it does not lead to any theoretically
or practically conclusive survey of changes in the purchasing
power of money. The actual economic purpose, the satisfaction
of human wants, is not a thing for which prices of staple articles
of wholesale trade are directly and primarily the most important
factors; for this purpose retail prices of articles ready for use are
incomparably more important. But the difficulties of collect-
ing and working out satisfactory statistics of retail prices are
much greater than those concerning wholesale prices, which are
based upon standard types. This is the reason why attempts to
work out index numbers of retail prices have not yielded results
as generally recognised as the results of calculations of wholesale
prices..

Furthermore, retail prices (as they are the prices charged to the
consumer) do not of themselves give a picture of any theoretical or
practical utility. In general, the statistics of retail prices are
collected less as a preliminary for the preparation of a retail index
number than as a preliminary for the purpose of determining the
so-called *‘cost of living.” In this connection, in addition to the
necessary expenditure on food and clothing, we must also take into
account rents, light and fuel, expenditure on travel and transport,
and, to a small extent also, expenditure on intellectual needs.
The estimation of prices and of charges for all such expenses is of
incomparably greater importance, but also of incomparably greater
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difficulty, if only because of the strongly individualistic character
of the needs to be met. In fact, it cannot be solved in any way
which is quite free from objection. Various attempts to work out
the‘ cost of living” have, therefore, led to very divergent results.

The Imperial Statistical Office works out index numbers for
the cost of living on the following basis:—

The groundwork is supplied every month by the official
inquiries into prices in seventy-one German citics—large, medium,
and small, partly industrial and partly agricultural, distributed
over the whole Empire. The statistics are based upon the re-
quirements for four weeks of a family of five on the following
lines:—

Foodstuffs Fuel
Rye bread . . 47 kg. Pit coal . . 3 cwts.
Flour . . . 4 . Or brown coal . .5 .,
Miscellaneous (natmeal, ,, brown coal briquettes 4 ,,
groats, peas and ,, coke . . .3 .,
beans, macaroni, etc.) 1§ S , peat . . . 6
Potatoes . . . 70, ,, firewood . . 6 .,
Vegetables . . 15 ,, ,» £as (cooking) 40 cu. metres.
Meat . . . 3.
Haddock . 15 4, Light
Bacon . . . 15 ,,
Fats . . . 45, Gas . . . I5cu. metres
Salt herrings . . 10, Electricity . 5 kw.
Dried fruit . . 30 ,
Sugar . . . 35,
Eggs . . . I0 pieces
Milkj(full cream) . 281 kg

Cheese (of skimmed milk) 1:75,,

Data regarding expenditure on clothing are collected for fifteen
typical articles of clothing.

The sum of all these figures, which are collected monthly, gives
the cost of living figures. The actual index number of cost of living
for the whole Reich is obtained by taking the average of the index
numbers for the seventy-onc local areas and relating it, to the
corresponding figure for the year 1913-14, which is taken as the
basis. The calculation of the average is performed by the method
of weighting, the “weights” being fixed with regard to the size
of the populations of the local areas which supply the information.

Separate index numbers for the Reich are published for food-
stuffs, light and fuel, rent and clothing. These are then com-
bined into a general index number of the cost of living, including
clothing, and a similar general number, excluding clothing.

In addition to the cost of living figures, which are continually
published by the Imperial Statistical Office, other similar statistics
are collected. Of these the statistics of Richard Calwer are par-
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ticularly well known. He bases his calculations on the weekly
expenditure of a family of four persons, which he takes to be
three times the peace-time ration of a soldier in the marines.
Of the other statistics the following should be mentioned :—

Kuczynski, Director of the Statistical Office of Berlin-Schone-
berg, continues to give calculations of the monthly average
minimum cost of living for a married couple with two children in
Berlin (foodstuffs, rent, fuel and light, clothing, and miscel-
laneous expenditure).

Silbergleit, Director of the Berlin Statistical Office, takes into
account simply the food requirements of an adult. He bases
these on a specified number of calories.

Elsas bases his calculations on the Yequirements of a family
of four in Frankfurt a/M., adopts the figures of Calwer for food-
stuffs, and adds to these figures the cost of clothing, rent, heat-
ing, lighting, and miscellaneous expenditure.

The calculation of the cost of living, in so far as it comprises
all the necessaries of life, presupposes that in addition to retail
prices of foodstuffs, clothing, and fuel, comprehensive statistics
must be collected in regard to wfilities and services, particularly in
regard to rents. Here, however, it is not possible to calculate
index numbers which would express in one number a complex
of phenomena, and all that can be done is to sample and
observe typical phenomena.

It is even less possible to embody movements in the prices of
land, both rural and urban, built upon or not, in index numbers.
Here, too, the data necessary for a general estimate must be
supplied from the observation of isolated cases, and must depend
upon the judgment of the statistician.

On the other hand, there is another sphere of activity to which
the method of index numbers has been largely applied—namely,
that of stock exchange securities.

Of the many calculations made in this sphere we need only
mention, as an illustration, the method adopted by the Imperial
Statistigal Office.

This office calculates separate index numbers for stocks and
shares, rates of interest, and foreign exchanges. The numbers are
worked out on the basis of the weekly and monthly averages of
the daily quotations on the Stock Exchange. The rates of the
31st December 1913 are taken as 100.

The stocks and shares index number is worked out from the prices
of 300 stocks and shares quoted on the Berlin Stock Exchange.
These are divided into thirty-three groups. The method of
weighting is applied in the formation of these groups by the
number of securities included in each group being adjusted to
the total nominal capital invested in the corresponding industry
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on the 31st December 19z0. The thirty-three groups are split
up into three main groups:

1. Mining and heavy industries.

2. Manufacturing industries.

3. Trade and commerce.

The values of the application-rights from the 31st December
1913 are added to the prices on which the calculation is based.

The bond-index is worked out on the basis of the prices of
ninety-five fixed interest-bearing securities (exclusively paper with
4 per cent. interest). These are collected into six groups:

1. German state loans.
German provincial‘loans.
German city loans.
Prussian mortgage bonds.
Land mortgage bonds.

. Industrial bonds.

Finally, the index of foreign securitics is worked out from the
rate of twenty so-called ‘‘valuta stocks.”

These three stock exchange index numbers differ so much
in significance that it would be ridiculous to combine them into
one index number. The rates of the foreign securities are in-
fluenced primarily by movements in the rates of the foreign
currencies in which they are expressed. The prices of home
fixed interest-bearing securities reflect, in general, movements in
the long-term rate of interest. In times of violent fluctuations
in the value of domestic currency, the prices of such bonds are not,
except in quite special circumstances, influenced by these cxchange
movements, as these bonds themselves represent only claims to
domestic currency, and their prices are expressed in such currency.
On the other hand, shares imply participation in industrial and
commercial undertakings, and accordingly, even when their
nominal amounts are expressed in the currency of the country,
they embody *commodity values,” the movement of which is
essentially independent of that of the value of the currercy, but
need not be on lines parallel to that of foreign currencies. While
the index of foreign securities scarcely reflects more than the course
taken by foreign currencies, and the index of fixed interest bonds
is, in general, indicative only of the ratc of interest, but not of
the changes in the exchange relations between money and other
values, the index of stocks and shares gives important indica-
tions in regard to the purchasing power of money in terms of
industrial and commercial undertakings.

In recent years much time and trouble has been bestowed
throughout the world upon the study of the problem of statistics
of wages and salaries. Collective agreements have unquestionably

ovpwN
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made this problem easier to solve. Nevertheless, the difficulties
of collecting exact statistics of wages are extraordinary, even
where such agreements are customary. Mention need only be
made of the differences in piece-rates, which vary with locality,
branch of industry, individual output, and the state of business;
nor are the additions representing marriage and family allowances
by any means uniform; special payments are, moreover, made
for overtime.

The Imperial Statistical Office is continually working on the
statistics of wages paid in the various branches of industry. It

calculates, from data supplied by various industries, average
mdex numbers for the several locahtles using the method of

“weighting.” Special figures are calculated for the several
groups of labour—male and female, skilled, semi-skilled, and
unskilled workers, married and single, etc. The data available of
the wages paid in State undertakings and of the salaries of State
officials supplement these statistics. These absolute figures of
wages and salaries are then worked up into relative figures; the
wages and salaries at the end of 1913 being taken as 1. Recently
the Imperial Statistical Office started to calculate, from the
average figures of wages paid under collective agreements and
the wages of the State workers, a general average for the several
groups of labour.

The statistical problem of the value of money thus divides itself
into a number of individual problems, the subject-matter of each
of which is a complex of economic phenomena allied to, dependent
on, and yet differing from each other. How greatly the exchange
relations between money and its counter-values can vary within
each of these different complexes has been strikingly shown by
the course of events in Germany since the outbreak of war, of
which we shall have more to say below.

€ 5. The Analytical Problem of the Value of Money

We have defined the analytical problem of the value of money
as being the problem of the factors which detefnine the move-
ments in the exchange ratio between money and other goods.

The problem can be considered theoretically and practically.
Each of these methods of approach must supplement the other.

The theoretical treatment must start from the general prin-
ciples of the theory of money. The question of the factors which
determine movements in the ratio of exchange between money
and its counter-equivalents must link up with the fundamental
facts which are the basic conditions of every * value '—that is to
say, the utility and the difficulty of attainment of the objects to be
exchanged.
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We have, of course, in the so-called ‘“ theory of marginal or final
utility ” a brilliant attempt to place the exchange value of goods
into direct relation with the degree of their utility. If a definite
supply of a commodity is available, then from this supply first
the most pressing needs, and then those which are the next most
pressing, are satisfied. If the commodity can be used for the
satisfaction of only a single want, then the more units of the
commodity are consumed, the greater is the degree of satiation
reached, and the smaller is the degree of the unsatisfied needs.
The minimum utility which a commodity can afford, given a
definite quantity thereof, is called its ‘“marginal utility "’ or *“final
utility.” The marginal utility, as will be seen from the remarks
just made, falls with increasing supply and rises with increas-
ing demand. The marginal utility of individual commodities is
supposed directly to determine their exchange value. A person
will only give up a unit of a commodity in his possession in
exchange for another commodity if he can secure in the form
of the latter a higher utility than that given by the smallest
utility which he can still obtain from the commodity to be
exchanged. The exchange value which can be realised in actual
transactions can thus fluctuate only between the limits which are
given by the differences in the marginal utilities, for the two
exchanging individuals, of the commodities to be exchanged. If
we consider a market with a number of buyers and sellers, then
the marginal utility would find its expression in the fact that the
sellers are forced to be satisfied with a price which corresponds to
the lowest estimate of utility at which supply must accommodate
demand—that is, with a price determined by, and expressing in
money, the lowest degree of utility which the existing supply
can afford to the demand.

Opinions differ as to the success of representing prices and
exchange values in terms of utilities. In particular it has been
pointed out that the degree of utility to individuals of units of
goods is not by any means quantitatively determinable, and that
it therefore cannot give an actual basis for quantitatively deter-
mining the exchange value of goods.

We need not here launch upon a critical examination of the
theme, especially as there is a peculiar obstacle which prevents the
application of the theory of marginal utility of money.

This theory sets out to determine the exchange value of goods
from the degree of their utility to individuals, but the degree
of utility of money to individuals obviously follows from its
exchange value. We are here face to face with the same pheno-
menon as we met in paragraph 2 when dealing with the *functional
value” of money. There we saw that money can operate use-
fully only on condition that it possesses the quality of value.
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Here we observe that the degree of utility of money is also deter-
mined by the quantitative factor of the ratio of exchange between
money and goods—that is, by the amount of the “ exchange value”
which it realises in actual transactions. What estimate the indi-
vidual will form as to money will therefore depend on what goods
for direct use or consumption—whether in a household or pro-
ductively—can be obtained by him for the money, or what other
goods he must surrender for the purpose of obtaining the money
necessary for payments due. The marginal or final utility of
money to a given individual is, therefore, the smallest utility
which he can derive from the goods which he can procure for the
available money, or must give for the requisite money, and this
marginal utility is already conditioned by a definite exchange
value of money, so that the latter cannot be deduced from the
former.

If we consider the economic life of a country as a whole, we see
that the theory of marginal utility is not applicable to money for
the following reason: The conception of marginal or final utility
is based upon the fact that with a given quantity of goods only
a definite amount of needs can be satisfied, and that accordingly
only a definite series of utilities can be yielded thereby. The
smallest utility which can still be obtained is, given the demand
and the supply, a fixed quantity. It determines, according to the
theory of marginal utility, the value of the commodity in relation
to the other goods offered in exchange by excluding a part of
the demand which the existing supply cannot meet, and, further,
that part of the demand is excluded which is unable to offer in
return for the supply a marginal utility equal to the marginal
utility represented by the supply. The primary condition that,
given a quantity of goods, this in itself gives the possible utility
which in turn will determine the value, applies in fact to all
other commodities but not to money. With a thousand tons
of wheat a definite number of human beings can be satisfied up
to a given point, and this irrespective of the exchange value of the
wheat. Qn the other hand, the utility of a given quantity of
money is, not only for individuals but also for the country as a
whole, directly dependent on the exchange value of the money.
The higher the value of the money unit as against other goods,
the greater are the quantities of goods which can be exchanged
through the agency of the same number of money units. Of course,
the demand of an individual for settling an old debt relates to
a definite sum of money which, as such, is independent of the
present value of money; but the demand for money as a medium
of exchange in the present, and the extent of the undertakings to
pay which result at any point of time from the buying of goods
for credit, etc., is guided absolutely by the value, in relation to -



528 MONEY

other goods, which money actually has at that given point of
time. Even David Hume had already put forward the proposi-
tion, which is in the main undoubtedly true, that the quantity
of money as such is of no importance in so far as the economic
importance of the money is concerned, that half the quantity of
the money available in a country would, if doubled in value,
perform the same services in regard to the other goods as the
whole quantity of money would originally have done. Whereas
in the case of all other goods the value results from the restriction
of the possible utilities when the supply is given, and is in general
higher, the higher is the class of utilities which are shut out by the
contraction of supply—the utilities of the supply as such, however,
not being increased by its exchange value—in the case of money
the utility of a given supply can expand at will by the rise of the
exchange value of the money unit.

We thus see that in an individual household, as in the national
economy as a whole, the utilities of money—in contrast to those
of all other goods—are not limited by its quantity, but are con-
ditioned by its exchange value, and that its exchange value itself
cannot therefore be derived from the limitation of its utilities by
a limitation of supply. In the case of money, therefore, we must,
even more than in the case of other goods, refrain from attempt-
ing to compute the amount of the value directly from the factors
which condition value.

But even though the conditions which govern value—that is to
say, utility for satisfying a want and the difficulty of attainment
—do not enable us directly to deduce the amount of exchange value
possessed by commodities, nevertheless the different and varying
degrees in which these conditions obtain in the case of the various
goods afford certain general indications as to the course of, and the
changes in, their exchange value.

As soon as we cease to be concerned with exchange transactions
between isolated economic individuals, and come to deal with
exchanges in the ‘““market,” f.e. with transactions between a
multitude of competing individuals, supply and demard are the
factors directly regulating the exchange relations. The greater
the supply, the smaller in general will be the equivalent value to
be obtained, because some at least of the sellers will prefer to
accept a smaller equivalent rather than have the goods left on
their hands. The more intense the demand, the greater will, in
general, the equivalent value obtainable be, because some at least
of the buyers will be willing, if necessary, to satisfy their demand
at higher prices.

The relation is, however, not quite as simple as it would at
first sight appear. It is not only supply and demand that affect
the price to be obtained, but the very price obtained can also
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exercise a certain reflex influence on supply and demand. A high
price can restrict demand and increase supply, and a low price
tends the other way.

In the degree of this reciprocity we find the root of the most
important characteristics of the price formation of the various
categories of economic commodities. The more indispensable
a commodity, and accordingly the greater and more pressing the
demand for it, the higher will the price have to rise when supply
is short, in order, correspondingly, to limit demand. The smaller
the margin of expansion in the demand, the more must rising
supply depress prices to enable stocks to be disposed of. This
explains the well-known fact that the prices of those commodities
which up to a certain quantity are necebsary to everyone, but
whose accumulation beyond a certain measure is of no interest
to anyone—such as, for example, the principal foodstuffs—are
liable 1o greater price fluctuations than are articles of luxury,
which, although dispensable, can at the same time be disposed of
to a degree which has no limit in practice.

On the side of supply the possibility of expansion and contrac-
tion also varies considerably with the commodity. The less the
supply of a commodity can contract, the more will the price drop
when demand falls off. Thus, for example, the price of rapidly
perishable commodities is liable to fall much more than is the
price of durable goods, the supply of which can, at all events
temporarily, be withheld. At the same time, the more difficult
it is to expand the supply, the higher must prices rise when
demand is on the increase. This explains why movements of
prices differ so much for commodities, the supply of which can
be increased at will without a rise in cost, and commodities the
supply of which cannot be increased at all, or only at a rising cost
—in which connection the impossibility or difficulty of increas-
ing supply may be due to natural as well as to legal causes
(monopolies).

We need not emphasise the fact that, as regards the conditions
which opegate on the side of supply, we have the factor of difficulty
of attainment, and in the case of those which affect demand, the
factor of utility for satisfying needs.

Applying these general principles, which we have just elabor-
ated for the exchange value of goods) to the particular problem
before us, the result is that those factors also which, operating on
the side of money, determine the ratio of exchange between money
and other goods, are to be sought in supply and demand, ¢.e. in the
changes of money supply and money demand. The real inward
significance of this statement, which alone does not convey much,
is gathered from the detailed analysis to which we subjected
moncy demand and money supply in the first two chapters of this
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section. A study of the particular characteristics of each of these
two factors gives the following results for the value of money:—

The supply of money is, in the case of metallic money, in
general, a relatively stable quantity. The durability of the pre-
cious metals has resulted in such large stocks of them having
accumulated in the course of centuries that the annual production
of fresh supplies and the variations therein have an infinitesimal
influence on the stock of the precious metals available in a country.
Only such enormous changes in the production of the precious
metals as those brought about by the discovery of America, and
in the nineteenth century by the opening up of the Californian
and Australian goldfields, or such very great displacements in the
distribution of the woild’s stock of the precious metals as were
caused by the Great War, can cause sudden and sharp alterations
in the monetary stock of the precious metals of individual
countries.

In a country provisioned with money by the issue of paper
notes, no general statement can be made, as the extent of, and
changes in, supply depend in such a case on the policy of the State
or of the bank issuing the notes, which may or may not be volun-
tary, but is certainly not conditioned solely by the requirements
of the monetary system. The money hunger of the State, not
that of the country itself, is often the decisive factor in such a case.

The demand for money, which depends upon the many and
complicated conditions explained above, is subject to certain
definite changes in the long run, as well as within the shorter
periods of the economic evolution of countrics. As to the general
development of the monetary demand of nations whose institu-
tions are completely based on money, we observe that the various
factors which affect the demand for money tend to compensate
each other. The economic progress of a country is accompanied
by increases, on the one hand, in the numbers of transactions
which take place through the agency of money, and, on the other
hand, in the intensity of exploitation of the supply of money;
and these two processes cancel each other up to a certain point,
in their effect on the aggregate demand for money.

As to the reflex action exercised on the supply of money by its
purchasing power, we may remind the reader of the remarks which
we made when analysing the supply of money. The first factor
which enters into the question of provisioning countries on a
metallic standard, that of the newly produced supplies of precious
metal, can be influenced only to a small degree by the course
taken by the purchasing power of money. When this rises, the
profitable exploitation of poorer sources becomes possible, for of
course an increased purchasing power may mean an increased
command over labour and mining materials, whereas when the
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purchasing power falls off, the working of the least profitable
mines is suspended.

In considering this factor, however, we must not forget that
the supply of any individual country with metallic money—and
this is the only thing which matters in this particular case—is not
directly influenced by the general circumstances relating to the
production of the precious metals, but by the movements of the
metals, including the accumulated stocks of all countries which
participate in the world’s commerce. These movements are very
decidedly influenced, within the limits indicated above, by the
relative intensity of the demand for money in the several countries
and by the purchasing power of the metallic money in various
areas, whether in terms of goods, securities, etc., or by interest on
money loans. The international freedom of movement of the
precious metals, as it existed before the War, meant that each
country was in a measure insured by the others against fluctuations
in the demand for money. The direction of the changes in that
demand varied, but the changes tended to cancel each other in
their effect on the value of the money metal.

Further, the precious metals are largely used for luxury
purposes. Here demand is just as easily contracted as expanded
by changes in the supply and by the effect of these changes
on the obtainable equivalent. Moreover, stocks of money metal
accumulated in the form of jewellery and plate furnish an im-
portant reserve against any considerable rise in the demand for
money and in the gquid pro quo obtainable for money. The first
years of the War showed the extent to which this reserve could be
mobilised in case of need. The degree to which the supply of
money can adjust itself to the demand is thus enhanced by the
fact that the precious metals can be used for luxury purposes.

Finally, in the case of monetary systems on a metallic basis,
the circulation of money can be closely adjusted to changes in the
demand by the issue through banks of paper tokens. When
banking is rationally regulated and the policy of the banks properly
handled, an elastic note circulation should suffice to meet the
fluctuations in the demand for money caused by changes in
economic circumstances and by the uneven distribution of pay-
ments within the individual years, so that these periodic fluctua-
tions in the demand for money drop out of consideration, or at
least lose importance as factors determining the value of money.

In those monetary systems in which the issue of currency is
entirely at the pleasure of the Government—that is, especially
in the case of paper currencies—it is theoretically conceivable
that the circulation should absolutely adjust itself to changes in
the demand for money. It is a fact, however, that in most cases
of paper currencies these are not issued at the ““will” of the
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Government, but are due to sheer necessity, and as often as not
the State is not a free agent in manipulating the printing-presses,
and cannot follow sensible principles of adjusting the circulation
to the changes in the country’s demand, but finds itself forced
by circumstances which are stronger than any considerations of
a well-ordered monetary system.

As to the degree to which the demand for money can be
adjusted, in normal circumstances, the fluctuations in the transfers
to be effected by the agency of money can to a very large cxtent be
met by a more or less intensive exploitation of the available
media of circulation, by the elastic issue of notes, and by supple-
menting the circulation proper by credit documents, the normal
purpose of which is ndt the actual performance of the functions
of money. Accordingly, it follows that an increase in the transfers
to be effected through the agency of money, as exemplified above
in particular by clearing-house transactions, need not by any
means lead to an increase in the demand for media of circulation
in general, and for metallic money in particular.

Above all, however, the reflex effect which the purchasing
power of money has on the demand is more intensive than in the
case of any other commodity, and this is so because, as already
repeatedly mentioned, money is the only commodity which
derives its utility from its exchange value and which rises or falls
with that exchange value. In the case of all other commodities,
when the relation between supply and demand changes, these two
factors can be brought into equilibrium again only by means such
that, should demand excecd supply, that part of the demand
which cannot be covered by the supply is forcibly excluded by
rising prices; and that, on the contrary, should supply exceed
demand, the volume of demand is increased by a fall in prices and
new and less effective purchasers are attracted and the existing
purchasers are induced to extend their demand. The fluctua-
tions in prices must thus be the wider the greater is the resistance
of demand to the reflex action of prices. Now, in the case of
money, the resistance of demand both to the restrictive and to
the stimulating influcnces of changes in the exchange value
is almost non-existent. As soon as the determinant factors
operating on the side of money have prevailed in regard to the
exchange relation between moncy and other objects, and have
led to a rise in the volume of other objects which can be
obtained for a given quantity of money, a greater demand for
money can be met by the same gquantity of money seeing that
it now possesses a higher exchange value. On the other hand,
a drop in the exchange value of money leads to the same
quantity of money being required for the satisfaction of a
smaller demand. The demand in an economic system for money
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does not call for a specific qguantity of pieces of precious metal or
of paper notes, but for a specific volume of purchasing power.
For that reason any money demand whatever can be brought
into equilibrium with any supply of money by way of a corre-
sponding alteration in the exchange relation between money and
other goods. A discrepancy between the demand for and supply
of money can, because of this special position of money, occur
only in so far and so long as any alteration in the determinant
factors affecting the exchange ratio has not yet fully adjusted
that ratio itself. The effects of such discrepancies will be
further discussed below.

The idea that the stock of money available in a country can
adjust itself, and strives to adjust itself, to the demand for money
by alterations in its exchange value, lies at the root of practically
all theories of the value of money. The shortcomings of individual
theories are due to the complicated factors of monetary demand
and supply not having been correctly judged. The old theory of
Locke assumes that the demand for money in a country is given
by the total supply of its goods. Certain modern variants of
the “quantity theory” see the changing factor amongst all the
determinants of the value of money solely or mainly in the supply
of money, as represented by the current production of the
precious metals, in the case of metallic currencies, and by the
extent of the issue of paper money in the case of paper currencies.
These theories, which take into account only one factor amongst
all those which operate upon the exchange relation between
money and goods, and regard it as decisive, overlook, or at least
underestimate, the numerous counterbalancing factors, and this
must necessarily lead to an overestimate of the fluctuations in the
purchasing power of money, and thereby to an overestimate of
the effect which money has on changes of prices, etc. A fuller
and deeper analysis, such as has been attempted here, of
the demand for and supply of money and the reciprocal relation
between these two factors, leads to the result that, in the case of
scarcely any other commodity, do the factors which are of primary
importance for determining exchange value guarantee in their
total effect such a degree of stability as they do in the case of
money, because of its special economic position, and, above all,
because of the organisation of modern monetary systems based
on metal and supplemented by an elastic note issue.! Of course,
if the quantitative changes in the monetary system take place
to such an excessive degree as the War brought about, not only
in the case of the belligerents but also in the case of neutrals, the
exchange relation between money and its manifold equivalent

! Cf. herewith Lexis, Aligemeine Volkswirtschaftslehres, 1910, pp. 100
et inf, 115, 116, 127.
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values must be shaken to the utmost notwithstanding the corrective
effects which flow from the nature of money as such.

9 6. The Organisation of Monetary Systems as a Problem
of Value

~ Having seen the presuppositions and determinative factors of
value in general and of money value in particular, we are now ina
position to obtain an idea of the deeper significance and of the
effective limits of those measures by which the State co-ordinates
the several types of money, consisting of different materials, into
a uniform system, and gives to this system a foundation of value
in one of the precious metals. We have now to elucidate from the
principles of the theory of value the internal structure, with the
effects of which we have already had to deal in the historical
part, and in the section of the theoretical part which deals with
the organisation of money.

The two primary conditions of value are utility and difficulty
of attainment. The absolute amount of value is conditioned by
the extent of the demand, which is in turn dependent upon utility,
and the magnitude of supply, depending upon difficulty of attain-
ment. Considered from these points of view, how will the
measures appear by which the ratio of value between money and
the money metal, or between a third object of value and the
individual types of money is fixed?

In free coinage we found the means by which a fixed ratio
can be established between coined money and the uncoined metal.
The question which still remains to be answered is what effect
free coinage has on the degree of utility and on the difficulty of
procuring money and money metal.

From the fact that the precious metals can ipso facto be trans-
formed by free coinage into money, we obtain first and foremost the
result that the value of the precious metals is no longer governed
exclusively by their usefulness for the manufacture of jewellery,
plate, etc., but is derived very largely from their employment as
money. The fact that the so-called “intrinsic value” and the
“functional value’ of money are essentially synonymous is seen
with especial clearness here, because, in the event of free coinage,
the value of the monetary substance (the standard metal) is in
part conditioned by the possibility of utilising this substance in
the money function. All quantities of the precious metal which
fulfil monetary purposes are withdrawn from their employment
for ordinary purposes, not permanently and irrevocably, but
at all events for such time as they are employed for monetary
purposes. In previous editions of this book we summed up this
point as follows: “‘If the whole enormous stock of the precious
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metals which functions as money to-day could be replaced in that
function by something else and thrown on the industrial market,
then by such contraction of its sphere of employment we should
bring about a considerable diminution in the value of the precious
metals. In the case of silver, the course of events in the last
decades has given us sufficient opportunity to observe the effects
of a contraction in monetary employment on the value of the
metal.”” Nowadays we can add the fact that the mobilisa-
tion of the gold contained in jewellery and plate, such as was
carried out during the War in the belligerent countries, and
especially in Germany, combined with the actual restriction of
the employment of gold for monetary purposes in belligerent
countries, has greatly reduced the value %f gold as against other
economic objects all over the world.

Whilst, then, on the one hand, the value of a freely coined
metal is conditioned to a preponderating extent by its employment
for monetary purposes, free coinage, on the other hand, places the
value of the coined money in a definite relation with the value
of its metallic contents. When the State declares itself ready to
strike gold coins free of charge or for only a very small charge for
anyone who delivers to it any quantity of gold whatever, it limits
the difficulty of obtaining! gold coins to the difficulty of obtain-
ing the quantity of gold which such coins contain by regulation,
plus a fixed seigniorage and any other costs involved in coining
(loss of interest, etc.). The value of gold in the form of money can,
therefore, only exceed the value of bar gold by very small amounts,
whilst at the same time the value of gold coins can naturally be
no lower than the value of the gold which they actually contain.

As every demand for money can be met, when gold is freely
coined, by procuring gold, all factors which have an influence on
the value of money affect also the value of gold. In recent times
people have been inclined to overestimate this aspect of the
reciprocal relation between money and money metal. In fact,
some have even gone so far as to challenge the statement that
free coinage makes the value of money depend upon the value of the
money metal, by asserting that the value of the so-called standard
full-value gold money is derived from' functions as means of
exchange and means of payment, just as independently of its
intrinsic value as in the case of any inconvertible paper currency.
One of the most notable adherents of this view, Otto Heyn, put
forward the following proposition with regard to, not the German
paper currency of to-day, but the German gold currency as it
existed before the War: the value of the mark, determined by its
purchasing power and power of legal tender, and not the gold

t The " difficulty of acquisition ' should be distinguished from ‘‘ cost of
production.”’
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contained in the gold coins of the Reich, is the decisive factor
regulating the value of German money, and it is accordingly
wrong to call the German currency a ““gold currency”’; it is a
‘““mark currency.”

As under free coinage there is a definite ratio of value between
the money metal and the coined money, it would necessarily follow
from the view set forth above that the value of the uncoined money
metals would be determined by the value of the gold coins. But
a brief consideration will show that this view is incorrect. The
factors which influence the value of money of any particular
gold standard country—factors which, as we have seen, affect
the value of gold—could completely determine the value of gold
only if the metal wert to be employed for no other purposes
than those of money in that particular State. But just as
its use for German money, so also its use in English, French,
American, and other currencies influenced the value of the gold
metal, as long as all these States were actually on a gold standard.
In a similar way, though perhaps in a smaller degree, the value
of gold is influenced by its use for industrial purposes. These
various possible uses of the metal, taken together, give the
degree of the utility of gold and accordingly furnish one of the
factors in the determination of its value. This factor determines,
together with the difficulty of procuring gold, the value of the
metal. Where free coinage sets up a definite ratio of value
between the money unit and a specific quantity of metal we
obtain a double-sided relation, in that the value of the money
unit is placed in a fixed relation with the value of the money
metal, which, in its turn, is influenced to a certain degree by the
demand for the money of the country in question.!

A clear recognition of this relation is important not only
because of the nature of free coinage and of the scheme of things
to which it gives rise, but for un understanding of the general
construction of monetary systems.

If in the equation between money and its substance, resulting
from free coinage, the value of the substance were uncogditionally
and one-sidedly dependent upon the value of the money, there
would be no difficulty whatever in placing the various types of
money, differing in substance, in a fixed relation of value towards
each other. If the value of the mark is a given quantity, and
if, gold being freely coined, the value of a pound weight of fine
gold were fixed at the value of 1395 marks, then silver, being
also freely coined, the value of a pound weight of fine silver could
be fixed at any arbitrary amount in marks, and the same would
apply to the value of nickel and copper. The co-ordination of
coins made of different substances into a uniform monetary

1 Cf. Heyn, Irrtiimer auf dem Gebiele des Geldwesens, 1900, pp. 1-12.
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system, and, above all, the introduction of bimetallism, would
thus never have constituted a problem. The nature of the
historical difficulties arising in these two directions becomes, how-
ever, clear as soon as we recognise the real relation between the
metal and the coins struck from it which exists under free coinage.
Just as the value of gold was not determined by the provision
that from a pound weight of fine gold 1395 marks of German legal
tender money were to be struck, but by the possibilities of using
it for all other monetary and industrial purposes in addition to its
use for German money, as well as by the conditions affecting the
supply of gold, so it was with silver and the other monetary sub-
stances. The State, which gives the right of free coinage both to
gold and to silver, assigns the power of legal tender at a fixed ratio
of nominal value to coins struck from both metals, and which
declares these coins to be interchangeable on the basis of this
relation, does, in effect, regulate the utility and usefulness of both
precious metals, but this regulation applies only to the usefulness
of the metals for specific purposes and not to the entire complex
of purposes for which they can be used. At the same time,
the difficulty of procuring gold as well as silver remains wholly
unaffected by any regulations relating to the monetary employ-
ment of the two metals. In the case of neither of these metals,
therefore, can the legislature of the State, by provisions regarding
free coinage and the legal tender power of the coins produced by
it, exercise a dominating influence on even one of the two factors
which condition the amount of value. State legislation in cur-
rency matters cannot do more than simply modify in a more or less
far-reaching degree the effect of one of the factors which determine
value—the factor of utility. It is, however, clear that the setting
up of a fixed ratio of value between two objects is conceivable only
on condition that either the possibility of use of the one is absol-
utely dependent on that of the other, or else that a similar relation
exists between their respective conditions of production.

This shows the theoretical impossibility of the double standard,
the impracticability of which has already been proved in the
historical’part. There is no doubt that the double standard can
have an influence on the ratio of value between the two precious
metals by placing their use for a specific purpose in a definite
relation. This influence would, moreover, be necessarily greater
in proportion to the extent of the sphere of employment of the
precious metals affected by it. An isolated double standard
regulates only the monectary employment of gold and silver
in a particular country, and not that of both metals in other
countries. Just as little does it regulate the general sphere of
the industrial uses of the metals. A double standard set up by
a convention, including most of the important trading countries,
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would, on the other hand, fix the relation of the monetary employ-
ment of gold and silver for the whole area covered by the conven-
tion, and would thus regulate a far larger proportion of the general
sphere of employment of the two metals. If France and England
had a double standard based on the same ratio of value, then a
demand on the part of France for media of payment to England
could be satisfied by either gold or silver. It could not, therefore,
disturb the French ratio of value between the two metals in the
same way as would happen if England had free coinage only
for gold, and a money demand for payments to England could
therefore be met only by gold. But in the case of such a con-
tractual double standard the field of industrial employment, and
also the difficulty of proguring both metals, would remain outside
the sphere of influence of currency legislation.

Thus, even in the case of a world-wide bimetallic system, the
possibility of fluctuations in the ratios of value between silver and
gold could by no means be wholly excluded.

If, then, when both metals are freely coined, the gold coins
are placed in a fixed rclation to a definite quantity of gold, and
the silver coins to a definite quantity of silver, what in such a case
is the effect on the monetary system of fluctuations in the ratio
of value between gold and silver? There are two alternatives.

1. Either the assignment of the quality of legal tender to the
freely coined silver and gold pieces has the actual effect up till now
assumed, that the monctary employability of a specific quantity
of gold is absolutely the same as the monetary employability of a
specific quantity of silver. If, however, for a particular purpose
two different commodities are absolutely interchangeable, then,
as demand seeks to satisfy itself with the least possible sacrifice,
only that commodity which is the easiest to procure finds employ-
ment for that purpose, whilst the other commodity is set free
for those employments in which the commodity, easier to procure,
cannot be substituted for it. In such a case, therefore, only the
metal which, in relation to the face value assigned to it, is the
easier to procurc would find employment as money.

2. Or else, the assignment of the quality of legal tehder at a
definite ratio of nominal value to two types of money composed
of different substances has not an unconditional effect on the
ratio of value in which the two types are employed as money.
In such a case the fluctuations of value between silver and gold
could, and necessarily would be, transferred to the freely coined
gold and silver pieces.

The same applies to paper currencies. If paper money is made
by law equally utilisable as a means of settling money debts, and
if the difficulty of procuring paper money is not by special arrange-
ments maintained at the level of difficulty of procuring metallic
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money, then it will not be long before the paper money is used as
a medium of payment and the metallic money is used for the
other purposes for which it can be employed, or is retained in
circulation only whilst commanding a premium. '
We have in fact seen above that the provisions by means of
which the State gives to specific objects the capacity of serving
as a medium of settling existing money debts do not by any means
give to the State an absolute power over money. The State can
compel the creditor to accept in settlement of his outstanding
claim the objects which have been endowed with the power of
legal tender; but it cannot permanently prevent new loan con-
tracts from being concluded in other objects of value than those
which it has declared legal tender; it cannot permanently prevent
the creditor from accepting a specific type of current money, which
for some reason or other he values more highly, at a higher value
than the legal face value; it cannot permanently prevent sellers
from selling only in terms of specific types of money, or from
making different prices in different types of money, or from
adjusting their prices to the value of the inferior types of money
which alone are still in circulation. Finally, it cannot prevent
the demand for hoarding purposes from being in the main, or
exclusively, directed towards types of money made of a specific
substance or from turning away completely from the money of
the State. For all these reasons the assignment of the power of
legal tender and of reciprocal interchangeability at a definite
ratio to two types of money consisting of different materials is
by no means synonymous with the establishment of a definite
ratio even in regard to the monetary employment of both types.
If the State desires to establish a fixed ratio of value between
types of money of two different substances, it can do so only by
regulating the conditions of acquisition, at least in so far as one of
these types of money is concerned. If the value of the gold coins
is brought by free coinage into a fixed relation with the value of
their gold equivalent, then the assignment of a definite power of
legal tender to types of money made of different substances can
link these types up with the gold coins in a definite ratio of value
only if the State, by actually exercising its monopoly of production
of money, i.e. by restricted coinage and issue, raises the degree
of difficulty of obtaining these types of money up to the point
at which equality of value with gold coins is secured. If, in
addition to gold coins, silver coins are also freely struck, then the
difficulty of procuring silver coins is determined by the difficulty of
procuring a definite quantity of silver plus the charges of coinage.
Only by the State being disinclined to transform whatever quantity
is desired of silver into money can it raise the difficulty of meet-
ing the demand for silver money over and above the difficulty of
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procuring silver metal to such an extent that it corresponds to
the difficulty of procuring gold money. Similarly, in the case of
the issue of paper money, a stringent restriction of the issue is the
only means by which the difficulty of acquisition can be maintained
at the level of that of metallic money. Correspondence between
these can be secured absolutely by the State’s undertaking to ex-
change the money placed by it in circulation—in so far as it
consists of other substances than the freely coined standard metal
—at its nominal value for money of the latter type. So long
as for money made of silver, base metals, and paper, the same
amount of gold money as their nominal value can be obtained
without further trouble, the difficulty of procuring gold money
is equal to that of obtgining the inferior types of money. But
this latter safeguard as such is not necessary so long as the issue
of money which consists of inferior content is kept within such
limits that the difficulty of procuring it in money form appears
as a sufficient addition to the difficulty of procuring the substance
of which it is made.

The impossibility of uniting types of money which consist of
different substances into a uniform system in any way other
than by free coinage for one only of the currency metals, and by
State regulation of the issue of types consisting of the other sub-
stances, is thus to be traced back to the basic fact of value, namely,
that the amount of value is regulated by the degree of utility and
by the degree of difficulty of attainment.

9 7. Concomitants and Consequences of Changes in the
Value of Money

The fact established above, that any arbitrary quantity of
money can be completely adjusted to the demand for it by
alterations in its value must not mislead us into concluding that
economic conditions are unaffected by changes in the quantity
of, or in the demand for, money as manifested by displacements
in the exchange ratios between it and other goods. In fact such
displacements, as our experiences of the last few years have
demonstrated more fully than ever before, do not take place
without important concomitants and without lasting consequences
to the entire economic system.

In order to obtain a picture of the phenomena concomitant with
changes in the value of money, we have to observe how the
factors operating on the side of money work themselves out in
the exchange relations between money and other objects, and
what are the consequences arising from a period of transition
during which there is maladjustment between the demand for,
and the supply of, money.
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The manner in which these maladjustments affect exchange
ratios, prices of goods, wages of labour, etc., is not immediately
obvious. Observation of the actual course of events during
the time when the gold standard was universally in force shows
us that when there was a considerable rise in the production
of gold, or a considerable influx of gold from abroad, the new
money did not always come into immediate juxtaposition with
other economic goods, or that by reason of the greater supply
of money, owners of money were immediately forced to be
satisfied with a smaller equivalent in goods. In point of fact,
the greater influx of metallic money manifested itself, first of all,
in quite another direction, namely, in the stock of ready money
of the large banks and on the money market. We noted that the
central banks were the agents for international financial business.
The metal coming from abroad flowed inte their coffers, and at
the same time the demand for money for foreign countries drew
upon the stocks in these coffers. Maladjustments in the supply
of money therefore, in the first instance, manifested themselves
in their effect on the size of these cash reserves. But the cash
reserves of the central banks and the money market were, on the
whole, as much affected by fluctuations in the home demand as
by changes in the stock of money. In times of falling demand the
metallic stocks of these banks grew, and in times of increasing
demand fell. The changes in the position of the trade cycle, the
regular seasonal fluctuations in the demand for money, and the in-
dividual periods of large payments were all clearly mirrored therein.

It is obvious that there is no direct connection between the
money reserves which lie in banks and the alterations in the
prices of commodities, and of wages of labour, etc. There does,
however, exist a relation to the rates of interest for short-period
credits. The banks, so long as they continue to be under an
obligation to convert their notes for metallic money, find it
necessary, in the interest of their own solvency, to preserve a
certain relation between their reserves and their liabilities. This
relation becomes the more unfavourable the greater are the calls
for monty made on the banks by the demand for short-term credit
which is met by the issue of notes, by book entries which increase
clients’ accounts, or by the issue of metallic money. Accordingly,
in the case of a currency on a metallic basis, the banks find it
necessary to counter a rising demand for money by increasing the
rates of interest. Only in this way can they curtail the calls made
upon them without recourse to the oppressive measure of actually
refusing credits. A rise in the bank rate, moreover, encourages the
import of bullion from abroad, or discourages the export of bullion
to foreign countries. On the other hand, the business interests
of the banks make it necessary that no superfluous cash should
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lie idle and produce no interest. If the cash reserve rises above the
requisite level, the banks are thereby enabled to reduce their loan
rates and thus to attract a fresh demand for credits. As the large
central banks represent the focal points of the money market
in their area, there exists a very close interaction between the
changes in their rates of interest and those of the other banks
and of the money market as a whole. The immediate cffect of
changes in the supply of and demand for money is thus, in the
case of a currency on a metallic basis, clearly a general alteration
of rates of interest for short-term credit, and, as the main form of
this is the discounting of bills of exchange, chiefly of discount rates.

High rates of discount are frequently regarded as synonymous
with a rise, and low rates of discount as synonymous with a fall
in the value of money, and changes in the “loan rate” for moncey
have often been inextricably mixed up with changes in the
exchange ratio of money in terms of other economic objects, ..
with the purchasing power of money. Really, however, these
nhenomena belong to essentially different spheres. If the value
of a commodity can take shape only in being exchanged for
another commodity, if, in fact, it is only an abstraction from
the act of exchange and from the exchange relation, then the
loan rate paid in money for the temporary loan of a sum of money
tells us nothing regarding the purchasing power of money.

The fact that changes in the supply of money and in the
demand for money have, in the case of a currency on a metallic
basis, a tendency to affect, in the first instance, the loan rate for
money does not by any means completcly answer the question
whether this exhausts the effect of such changes. In order to
answer this question we must consider the causes of the direct
effects of the indicated change on the rate of interest.

Those who require money, whether for purchases or for making
payments, can obtain it in one of two ways. They can either dis-
pose of other goods for money, or they can have recourse to credit.
On the other hand, those who have at their disposal a surplus of
money can either exchange it for other objects, or they can lend
it out at interest. The acquisition of money by way of credit is,
as a general rule, preferred when rates of interest are low, and
prices which can be obtained by the sale of goods, etc., are un-
favourable. Similarly, it is preferable to dispose of money by way
of credit in proportion as rates of interest are high and the advan-
tage to be reaped by exchanging the money for other goods is small.
To this must be added that high rates of interest prevent many a
purchase on credit from taking place, whilst low rates encourage
such purchases.

We have already found in credit the medium which brings
about the more or less intensive exploitation of the available stock
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of money. An increasing demand for money or a diminishing
supply can, by an intensive exploitation, be neutralised in its
effect on the prices of goods, etc. As, however, such an increased
exploitation of the supply of money is only possible by the greater
use of credit, a rising discount rate must be its necessary con-
comitant. The opposite is the case when the stock of money
increases or the demand for it diminishes. In so far as the mal-
adjustments in the relation between the supply of, and demand
for, money remain within such limits that they can be cancelled
out by increasing or diminishing the intensity of exploitation of
money through credit, the effect of these displacements need not
spread to the exchange relation between money and other goods.

The intensity of exploitation of media of circulation has,
however, both upper and lower limits. Unlimited sums can
neither be offered by way of credit nor yet disposed of. If, when
there is a maladjustment between the demand for money and the
supply of it, the acquisition or disposal of money by way of credit
becomes, by reason of too high or too low rates of interest, im-
possible or uneconomic, there remains only the way of exchange
of other goods for money or of money for other goods. As soon,
however, as this point is reached, the maladjustment in the
monetary supply and demand begins to operate on the exchange
ratio. The demand for money, which up to that point was
directed only to the banks and to the money market, now
leads to offers of goods being made, and therefore tends to reduce
prices. In the opposite case, the offers of money, which have
heretofore made themselves felt only on the loan market, lead to
a demand for other goods and bring about a tendency to rising
prices. In this way the alteration in the factors which determine
the value of money at last come to affect the course taken by the
exchange ratios, and thereby to re-establish the position of normal
equilibrium between the supply of money and the demand for it.

Thus, in the case of metallic currencies, the loan market acts
to some extent as a buffer, which is the first to receive and con-
siderably softens the impact on the exchange relations between
money 4nd commodities resulting from fluctuations in the supply
of and demand for money. This buffer, for the most part, does
not exist in the case of paper currencies. As the convertibility of
bank notes has been suspended, the question of preserving a
definite relation between the metallic cover and the note circula-
tion has here lost its practical importance, even though certain
formal regulations for the note cover have been retained. Conse-
quently, a true ““Discount Policy,” 7.e. the methodical manipula-
tion by the central note-issuing bank of the rates of interest on the
loan market, loses its main driving force. This driving force is
still more in abeyance if, in critical times, the State, as the principal
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vehicle of the demand for money does not desire that this demand
should be checked by a rise in the rates of interest, or if force of
circumstances and considerations affecting the very existence of
the State forbid that such counter-action should be instituted by
the central note-issuing bank. In point of fact, we have seen
that during the War, which brought about a greater disturbance in
the sphere of monetary demand than had ever previously been
witnessed, apart from the first weeks of panic, the attempt was
nowhere made to influence the demand for money by tightening
the screw of the discount rate, and that, in fact, both the official
discount rates of the large central note-issuing banks as well as
the rates of interest on the open market were everywhere only
moderately high and showed marked stability. [romn the year
1915 onwards the discount rate of the Reichsbank stood unchanged
at 5 per cent. until long after the end of the War. The same
applies to the rate of the Bank of France. The discount rate of the
Bank of England moved in the years 1915-1919 between 5 per
cent. and 6 per cent.

In the case of a paper currency there is even a smaller possi-
bility of stopping a sudden rise in the supply of money by means of
the intervention of the central note-issuing banks than of counter-
acting a rise in the demand for moncy by using bank rate. Whilst
with a gold currency the central note-issuing banks, when the
production of gold greatly increases or there is a considerable
influx of gold from abroad, at first strengthen their gold reserve
and reduce the amount of their uncovered note issue, with a paper
currency, on the other hand, the increase in the supply of money
proceeds mostly from the central banks themselves, mainly by
the State’s making calls upon the credit of the central banks and
forcing upon the market, by payment of wages and salaries or by
its demand for materials and necessaries of all kinds, the quantities
of new paper money thus obtained.

The changes proceeding on the side of money will therefore,
in the case of a paper currency, influence the exchange relations
between money and other goods in general more directly, and
for that reason more strongly, than in the case of a ‘metallic
currency supplemented by a properly organised banking machine.

It is in the nature of the occurrences which are here to be
explained that changes proceeding on the side of money do not
equally or simultaneously affect all the exchange relations between
money and other goods. If the factors operating on the side of
money tend to produce maladjustment in the exchange relations
in favour of money, and if, therefore, a rise in the value of money
takes place, then a drop in commodity prices, in wages, and in the
other price-equivalents will show itself most quickly where the
least resistance can be offered to an unfavourable tendency in the
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exchange relation. The degree to which prices, etc., can offer
resistance changes with each stage of economic development. In
the early stages of commerce, custom and tradition, as we have
seen in the historical part, give considerable stability to the
exchange relation. The more trade develops and the more parties
oppose each other in trade—each seeking to exploit to his advan-
tage even the smallest variations in market conditions—the more
directly and intensively will changes in the factors of price forma-
tion operate on the exchange ratio.

In this respect not only do the various stages of development
of an economic system differ, but so also do the various spheres of
economic intercourse, and the various objects within one and the
same economic system. Prices are mere sensitive in wholesale
than in retail trade. They are more sensitive in the case of raw
materials and of semi-manufactured articles which, being dealt
with in large quantities, are objects of wholesale trade, than in the
case of finished products which are disposed of by retail. Wages
and, still more so, salaries fixed for longer periods remain more
stationary in general than commodities which market conditions
revalue from day to day. Then again there are differences in
the position of the individual groups of buyers and sellers.
He who finds it necessary to sell will, when the value of money
rises, fecl the effects of such a rise earlier and more strongly than
he who can afford to bide his time with his sales. He who must
buy will, in case of a fall in the value of money, find it necessary
to pay higher money prices for the objects of his desire earlier
than he who can wait. In both cases those who are economically
strongest are in a position to exploit the maladjustments to their
advantage, at the expense of those who are economically weaker.

Until an absolute equilibrium in the exchange relation has been
reached through a rise in money value, those stand to gain who
can continue to obtain the old prices for their goods, services, etc.,
for the longest time, while at the same time being in a position to
pay less for other goods; when the value of money falls, those are
the gaigers who can first obtain higher prices for their goods,
services, etc,, if, at the same time, they need not immediately
pay higher prices for the other goods, or at least not pro-
portionately higher prices.

The relative stability of wages has led to the assumption,
which has grown to a general conviction, that of all prices, wages
are those which are the last to adjust themselves to changes
in the value of money, and that, therefore, when the value of
money rises, the workmen gain for the time being at the cost
of the employers, whilst, when the value of money falls, the
profits of employers are increased at the cost of the standard of
living of the workmen. How far these results accrue depends to
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a large extent upon the power of labour in the social system. The
weaker this power the easier it is for employers, when they obtain
lower prices for their products on a rise in money value, to reduce
wages correspondingly, or, when, in the event of money depre-
ciating, they obtain higher prices for their goods, to deprive the
workmen wholly or in part from a participation in these. The
greater the power of labour, the easier it is for the workers to
bring about, when money depreciates and the prices of the neces-
saries of life rise, a corresponding increase in their wages, and in
certain circumstances they may even be in a position, by means
of increased wages, to steal a march on the rise in prices.

Changes in the value of money bring about a permanent dis-
placement in the relatiéns between debtor and creditor. An
increase in the value of money means that those who have to
claim money are placed in a more favourable position, whether
in regard to loans granted to them, or whether in regard to fixed
interest or salary payments. A depreciation of money means that
all who are under an obligation to make such fixed payments are
placed in a more favourable position. Not infrequently creditors
have been described as being ‘‘economically the stronger” class
which suffers no damage by such unfavourable circumstances, and
debtors as being * economically the weaker” class whose position
ought to be alleviated. We must, therefore, point out that the
term ‘‘creditor”’ in the sense used here includes not only the large
capitalist but also the small investor, often involuntarily so
situated, as well as the workman who has deposited his savings
in a savings bank. The “debtor " class includes not only the small
peasants whose land is heavily mortgaged, but also the large and
powerful entrepreneurs, particularly companies which work in part
with borrowed capital, bank credits, and money raised against
debentures. As a general rule, the working-classes are not in
debt, as credit is granted to them only to a restricted extent. On
the other hand, it is just the best elements among the workmen
who are in a position to make small savings.

Apart from changes to the advantage or disadvaptage of
individual classes and groups within an economic system, changes
in the value of money affect the general course of economic life.
A drop in the value of money which gradually works itself out
in a rise of all prices and of all other price-equivalents of money
encourages speculation. The very reduction of rates of interest,
which is the immediate consequence of a preponderance of money
supply over money demand, in itself tends to favour an expansion
of undertakings. Many a transaction which would bring no profit
when discount rates are at 5 per cent. appears to be still profitable
when the rate is 3 per cent. Moreover, the fluidity of money,
if of long duration, generally results in a rise in the prices of gilt-
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edged and fixed interest-bearing securities. This encourages the
public to take up dividend-yielding securities. The demand for
these leads to the establishment of new undertakings and to in-
creases in the capital of existing companies, which are not justified
by the conditions of the commodity market, but which are
brought about more by considerations of favourable opportunities
which arise for the placing of industrial and bank shares. The
rise in prices, gradually spreading from one group of commodities
to another, makes it possible, so long as it has not become general,
for individual branches of production to make higher profits, and
reinforces the upward tendency which was initiated on false
assumptions. Whilst the new and extended undertakings pro-
duce goods for which the actual demafd is not correspondingly
increased, they lead to over-production. Whilst the temporary
high profits of individual undertakings, the fow rates of interest,
and the high prices of gilt-edged securities conduce to an excessive
demand for industrial shares, they lead to over-speculation and
ultimately to an unavoidable reaction.

The effects of an increase in the value of money are of an
opposite nature. The rise in rates of interest, in which a demand
for money which exceeds the supply first manifests itself, restricts
business activity. The gradual fall in prices diminishes profits
and paralyses enterprise. Undertakings which are the first and
the most heavily hit by the fall in prices are those which cannot
reduce their costs of production, particularly wages, to correspond
to the reduced income from their products, and thereby suffer
losses, and are forced to restrict their activities or even to close
down altogether., The reduced demand for labour ultimately
depresses wages, and does so under conditions distressing both to
the employer and to the employee.

Changes in the value of money, no matter in which direction
they take place, thus produce conditions which create serious
alterations in the distribution of income and of wealth, disturb-
ances in the bases of all economic calculations, and accordingly in
the econemic life of the community. Both in the interests of the
economic system as well as of justice, it. therefore appears most
desirable to maintain the value of money as stable as possible, 1.e.
to keep the factors which determine exchange relations on the
side of money as fixed as possible.

In the attempt made above to outline the nature of the con-
comitants and consequences of changes in the value of money, we
must point out that we are not dealing with unavoidable con-
comitants and consequences, but that, on the contrary, factors
operating on the side of the other goods are capable of cancelling
or minimising the effect of factors operating on the side of money.
Having regard to the fact that the special nature of the factors
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operating on the side of money secures to the value of money a
far greater degree of stability than can be expected in the case
of most other objects, we can be certain, so long as the monetary
system is not subjected to the most serious disturbances, that
the effects which are produced by money on the exchange ratio and
on the dynamic aspects of economic life will be driven into the
background by the effects emanating from the “ commodity side.”
The smaller the influence which money excrcises and the less the
course of economic life is affected by money, the more closely
does money approach that ideal which is commonly described as
the “‘stability in the value of money.”

The above remarks have intentionally been taken almost un-
changed from the earlier tditions of this book, published before the
War. At that time they were the result of theoretical considera-
tions, of previous experiences, and of observations of conditions
in certain more or less distant countries with disorganised monetary
systems. In the meantime the German nation has learnt from per-
sonal experience what it means when the value of money fallsalmost
to vanishing point. The events which we have witnessed and are
still witnessing have confirmed in all essential respects the correct-
ness of the theory developed above. The degree to which these
events have shown the workings of the theory in the unprecedented
misfortune of large sections of the nation, and in the breakdown of
a great and hitherto flourishing economic, system, will be dealt with
when we come (in Chap. X, para. 12 below) to treat of the actual
developments in the value of money during the last few years.

€ 8. Effects of Fluctuations in Rates of Exchange

Before, however, we can demonstrate by the unexampled
events of the last few years the consequences of a depreciation of
the value of money, we must first refer to a factor not yet taken
into account, though it is of the greatest importance in regard to
alterations in the exchange relations between money and goods.

The outline given above surveyed the monetary system and the
economic life of a given area as a complete entity. In reality,
however, each individual economic area of the world is interwoven
by foreign trade, credit, and other relations into the general world
economic complex. Only when the factors which dctermine
changes in the exchange relations between money and goods are
universal in direction and degree can they operate without affecting
the factors which determinc the relative values of the curriencies
of individual countries. This is axiomatic. If, for example, when
the gold standard was universal, there suddenly occurred a rise
in the production of gold leading to a fall in its value, and
thereby to a fall in the value of the currencies of the gold standard
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countries, then all the gold standard countries were equally
affected. Such a proceeding neither gave rise to nor rendered
possible any serious disturbance in the reciprocal relations between
the currencies of individual gold standard countries.

Even when the displacements in the primary factors are not uni-
versal they can affect the foreign exchanges, in so far as countries
with similar normative currencies are concerned, solely within
limits drawn by the common standard—that is, only within the
margin set by the ““gold-points.”” Nevertheless, we have here
the possibility that the changes in such factors may be sufficiently
great to make impossible the retention of the gold standard and
thereby to disturb international exchanges.

If, however, it has happened that the common metallic basis
of the currency has been lost, and the disturbances in the ratio
of exchange between money and goods spring’ from factors which
are not universal in their nature, but which have their origin in
the special circumstances of the several States and economic
systems, then it necessarily follows that the disturbances must
also affect the rates of foreign exchange.

The simplest example as it has been developed, particularly
by the English classical economists, is as follows:—

The finances of State A collapse. The financial administration
of the State makes excessive calls on the central note-issuing bank,
and the convertibility of the notes must, therefore, be suspended.
The circulation of currency is increased by the issue of paper money
in quantities in excess of the economic requirements of the country
(inflation). The increase in the amount of currency issued is trans-
lated into a demand for goods and services, and accordingly leads
to a rise in the level of prices and of wages. It thus leads to a
depreciation of the currency—a depreciation which is at first only
internal. But the discrepancy which thus arises between the level
of home and that of world prices leads to a disturbance in the trade
balance and in the balance of international indebtedness. The
high prices and wages ruling at home favour importation of goods
from countries where prices and wages have remained lower.
Export to those countries becomes more difficult. The balance
of trade, and thereby the balance of international indebtedness,
thus become unfavourable. It becomes necessary to meet the
increasingly unfavourable balance and the demand for foreign cur-
rencies rises. This drives upwards the rates for foreign exchange.
The initial link of this chain of cause and effect is thus the
“inflation” in the country itself. The final link is the rise in
foreign rates of exchange and the depreciation of the native
currency.

In numerous historical cases the course of events has been as

outlined above. Cases can, however, be conceived—and in fact
VOL. II. 36
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have become actual in recent times—in which the course of
development is different and may be even exactly the opposite,
i.e. in which for some reason or reasons wholly independent of the
internal monetary conditions of a State, international exchanges
become disturbed, and in which this disturbance of the currency
of the country, 7.e. of the foreign value of the country’s money,
reacts strongly upon the internal exchange relations, 7.e. on the
value of the money at home. Before we illustrate, as will be
done in Chap. X, para. 11, below, the latter type of case in the
light of actual events in post-war days, we shall recapitulate here
the theory regarding such cases as it was developed in the earlier
editions of this work. We said there:

The effect of alterations in the ratio of exchange first shows
itself in the prices of those commodities in regard to which the two
countries are most dependent upon one another. If the exporter
in the gold standard country desires to obtain for the goods to
be disposed of in the paper standard country, the exchange of
which has fallen, the same price in gold moncy as before, he
finds it necessary to raise the prices demanded by him in paper
money to an extent corresponding to the drop in the exchange.
Again, if it is a question of a commodity exported by the country
whose exchange is falling, the exporter in that country obtains for
the same gold price a higher amount in the paper money of his
country, and this fact must, of course, react on the home price of
the commodity in question. As regards goods which both countries
produce in competition with each other, the opposite is, to be sure,
also conceivable, namely, the case in which the exporter in the
gold standard country cannot raise his prices to the full extent
necessary for him to obtain the same result in gold money, this
fact then exercising a certain pressure on the home prices of the
gold standard country. Or the exporter of the country with a
falling exchange, in order to retain or extend his market, may
content himself with a lower price in gold money, which price
may still represent the same or even a higher amount for him
in the paper money of his country, and by thus contenting him-
self with a lower price he depresses the price of the commodity
in the gold standard country. Which of these two possibilities,
or the extent to which either of them is realised, namely, a fall
in prices in the country with a high exchange, or a rise in prices
in the country with a falling exchange, depends largely on the
relative economic importance of the two countries and on the
conditions of competition in the world market. If the possible
absorption of goods by the country with a silver or a paper
currency represents only a small fraction of the consumption of
the exporting gold standard country, or of absorption by the other
gold standard countries; and if, furthermore, the exports of the
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country with a silver or a paper currency constitute only a small
fraction of the supply in the world market, then the effect of the
exchange fluctuations on the prices of gold standard countries
must be far less than the reaction which the variation in the
exchange produces on the prices of the silver and paper standard
countries. Moreover, a fall in the exchange of a silver or a paper
standard country affects the price of its export commodities in
the world market in a way which differs with the situation on the
market. When demand exceeds supply there is no reason why
the exporter in the country whose exchange is falling should be
satisfied with lower gold prices. In fact, he will desire to take
his full share of the favourable course of prices. When the
situation on the market is, however, tlee reverse, he may find
it necessary, in order to dispose of his goods, to take lower
prices. The ultimate effect on the level ofprices of the two
currency areas must, however, depend, essentially, upon the area
in which lies the cause of the exchange fluctuations. If, for
example, by reason of a considerable rise in the production of
silver the price of silver and with it the rate of the silver cur-
rencies falls, and consequently the exportable articles of the silver
standard countries—the price remaining the same in silver money
—can be obtained at a cheaper price in gold money; if, on
that account, the exports of these goods and the imports of silver
necessary for the payment of these exports take on larger propor-
tions, then those conditions, which in no way affect the circulation
of gold standard countries, lead to an increase in the circulation
in the silver standard countries which, if only by reason of the
increase having been caused by a rise in the demand for the
exports of the silver standard country, tends to bring about a
rise in price.

The rapidity with which an alteration in the relative level of
prices, which correspond to the alteration in the exchanges, will ex-
tend to all goods will be the greater, the closer are the commercial
relations between the two countries, and will be proportionately
slower when the points of contact between both areas are few.

So long as complete equilibrium has nqt been established, the
production of the country with a falling exchange enjoys a certain
advantage in competition with the other country. Because of the
fall in the exchange, and so long as the prices of factors of pro-
duction and of wages have not risen correspondingly, the cost of
production in native money represents smaller amounts in terms
of gold money than heretofore. The home producer can, there-
fore, compete more successfully with the producer of gold standard
countries. It has accordingly been asserted that a falling exchange
operates for the country in question as a protective tariff against
foreign imports and as a premium on its own exports (dumping).
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To a certain extent this assertion is correct. But its truth is
subject to the following reservatfons:—

An alteration in favour of the country with a falling exchange
comes into operation only in regard to a section of the costs of
production. In so far as the costs of production are not entirely
composed of domestic money payments, but, as frequently happens
in the case of agricultural wage-payments, may also be in kind; in
so far as the means of production are obtained from countries with
a gold standard and must be paid for at a higher price correspond-
ing to the fall in the rates of exchange, as often happens in the case
of machinery and of coal, the fall in the exchange has obviously no
effect on the relation between the costs of production in the two
countries. The same gpplies to the most important industnal
raw materials, the cheapening of which, by reason of the deprecia-
tion of the currency of the producing country, is to the advantage
also of the gold standard countries. Thus the depreciation of
silver and the fall of the Indian exchanges could not operate to
the disadvantage of the gold standard countries in so far as
concerned that part of the costs of production of Indian spinners
which was covered by raw cotton, any more than it could do so
in regard to the part covered by machinery imported from Europe.
Just as these latter had to be paid for at a higher price because
of the fall in exchange, so also, if the price had remained the same
in Indian money, Indian cotton could have been imported by the
European spinners at a cheaper price in gold currency. Relevant
calculations which have been made have shown that only about
10 per cent. of the costs of production of yarn of medium quality
could conceivably have been affected by the depreciation of the
Indian currency in favour of the Indian and to the disadvantage
of European spinners.!

Moreover, the possible divergence in the costs of production is
only temporary. It vanishes of itself as soon as the necessary
equilibrium in the level of prices between the two countries has
been established, on the basis of a new rate of exchange between
the two currencies. .

Even with these restrictions and reservations, the effect of the
falling exchange which has been compared to a protective tariff
and to a premium on exports, cannot be regarded as an undoubted
advantage. Firstly, opinions may differ even as to the advantages
of a protective tariff and of an export premium, especially when
these affect without differentiation the various import and export
goods : the “‘protective tariff” affecting, inter alia, the means of pro-
duction necessary to the country’s own economic development,
such as coal, iron, machinery, etc., and the ‘‘ export premium”’

! Cf. the author’s Aussenhandel und Valutaschwankungen in Schmoller's
Jahrbuch, vol. xxi, 2.
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affecting, inter alia, the necessaries of life of the population and
the raw materials of its industries. Moreover, as against the
small and temporary advantages which may perhaps be reaped,
serious disadvantages may accrue. The countries which are most
liable to falling exchanges are those whose economic and financial
strength is least developed. Such countries require for the open-
ing up and exploitation of their resources the support of the capital
of the more advanced gold standard countries. Unsettled cur-
rency conditions are always a great hindrance to the attraction
of such capital. The capitalists of gold standard countries who
invest their capital in such areas run the risk that the profits
earned by their investments in terms of the fluctuating currency
may depreciate in terms of gold money. Jn so far as they are not
altogether frightened away by this risk, they must cover them-
selves against the possibility of loss by demanding higher rates
of interest or larger dividends. It frequently happens that
the financial administration of the State as well as private entre-
prencurs in such countries find it necessary to attract capital by
promising to pay interest and to repay capital in terms of gold
currency. The country with the unstable exchange must then
bear the whole risk, as for the future gold payments a larger
amount of its currency will be required with each successive fall
in its exchange. The difficulties in the way of the importation
of capital which result from such conditions represent a handicap
to the economic and financial development of countries with a
fluctuating exchange, a handicap which is much more important
than any temporary impetus which can possibly result from the
fall in the exchange for isolated branches of production. This
explains the fact that the countries which have themselves experi-
enced the effects of a fluctuating exchange are deaf to the claims
of the benefits of a depreciated currency, and are in fact ready
to make considerable sacrifices in order to re-establish a fixed
rate of exchange between their money and the money of gold
standard countries.

Thus far we have followed the lines of previous editions of this
book. Ddubtless in the light of the experiences of the recent
catastrophic depreciation of the German currency, the above
remarks may appear colourless and anemic. But the theory
deducted from the earlier and much more modest fluctuations of
silver and paper currencies has been confirmed in all essential
respects by the events of the recent German collapse, even though
the gigantic dimensions of this collapse would make the old truths
appear as almost new, and even though the peculiar nature of the
circumstances under which the depreciation of the German
currency has taken place have made it possible to work out and to
perfect the theory in greater detail.



CHAPTER X

CHANGES IN THE VALUE OF MONEY FROM
1850 TO THE PRESENT DAY

€ 1. Wholesale Prices from 1850 up to the
Outbreak of the War

Ir we desire to survey the changes in the value of money from
the middle of the nineteenth century, and the influence exercised
during this period by the factors operating on the side of money
on the general economic situation, we must first investigate the
data which are to lead us to our conclusions.

As an important starting-point for investigations into the
variations in the purchasing power of money we have the whole-
sale prices of important commodities, which we have found to be
the easiest to ascertain with the greatest degree of certainty, even
over a long period; such prices being expressed for purposes of
comparison in “index numbers” (see above, Chap. IX, para. 4).
For the earlier periods we have the index numbers worked out by
Sauerbeck for England and by Soetbeer for Hamburg. For the
period from 1847 to 18go, the last year for which statistics are
given by Soetbeer, they are as follows:—

Index Numbers of Soetbeer and Sauerbeck

Year. Soetbeer. ISauerbeck. Year. Soetbeer. | Sauerbeck.

1847-50 100 a 81 1871 127-03 100
1851 100°21 ! 75 1872 13562 109
1852 10069 | 78 1873 13828 111
1853 11369 ! 95 1874 1306-20 102
1854 121°25 | 102 1875 12985 96
1855 12423 101 1876 128-33 95
1856 123-27 101 1877 127-70 94
1857 130°11 105 1878 12060 87
1858 | 11352 91 1879 117-10 83
1859 11634 94 1880 121-89 88
1860 | 120-G8 99 1881 12107 9 8s
1861 11810 98 1882 122°14 84
1862 12205 101 1883 12224 82
1863 12549 103 1884 114°25 76
1864 129-28 105 1885 108-72 72
1865 12263 101 1886 103-99 69
1866 12585 | 102 1887 102-02 68
1867 124°44 100 1888 102-04 70
1868 121:99 99 1889 106°13 72
1869 123-38 98 1890 108-12 72
1870 12287 96
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In order to complete the picture, we give below the course
of wholesale prices in Germany, England, France, Sweden, and
the United States of America for the years from 1860 to 1913 in a

table worked out by the Imperial Statistical Office (Statistisches
Reichsamt).

Movements of Wholesale Prices (Wholesale Index Numbers in
Germany, England, France, Sweden, and the United States of
America from 1860 to 1913)

(1861-1870=100.) !

Sweden
Germany England France (Kommerskoll. U'S'A.‘
Year. (Stat. (Sauerbeck) (Annuaire Svensk (Dun’s
Reichsamdt). Statistique$. Handelstid.). Review).
1860 99 99 106 100 6s
1861 100 98 104 98 58
1862 96 101 105 103 67
1863 94 103 105 108 98
1864 94 105 104 109 159
1865 96 101 97 104 110
1866 101 102 Q99 98 118
1867 110 100 97 97 107
1868 109 99 97 96 104
1869 103 98 95 94 94
1870 90 96 98 93 85
1871 103 100 101 96 86
1872 116 109 105 107 86
1873 125 111 105 115 81
1874 119 102 97 108 81
1875 110 96 95 103 77
1876 107 95 95 98 66
1877 109 94 96 100 62
1878 98 87 88 89 55
1879 89 83 86 88 55
1880 100 88 88 92 62
1881 96 85 86 90 64
1882 91 84 84 89 70
1883 90 82 81 86 61
1884 | 82 76 74 83 57
1885 78 72 73 79 52
1886 73 69 70 76 51
1887 73 68 68 . 73 53
1888 79 70 71 8o 54
1889 87 72 74 8o 51
18go0 93 72 74 83 52
1891 99 72 72 83 55
1892 87 68 70 78 51
1893 81 68 69 75 51
1894 75 63 64 72 47
1895 73 62 62 71 46

1 Vide Wirtschaft und Statistik, 2nd year, vol. iii, p. 31.
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Movements of Wholesale Prices—continued

Sweden
Germany England France Kommeyskoll. U'S'%’
Year. |  (Stat. (Saue%beck). (Annuaire ( Svensk (Dun's
Reichsamd). Statistique). | prondelsti d). Review).
1896 74 61 60 72 42
1897 8o 62 61 74 41
1898 85 64 63 77 44
1899 85 68 68 82 48
1900 91 75 73 85 52
1901 8s 70 70 83 52
1902 84 (%) 68 82 58
1903 83 69 69 82 57
1904 87 . 70 68 83 55
1905 Qo0 72 72 84 56
1906 92 77 76 89 0o
1907 103 8o 8o 93 65
1908 97 73 74 89 61
1909 96 74 74 Q0 68
1910 94 go gg 92 28
1911 99 3 95 7
1912 112 85 87 , 99 09
1913 97 85 E 85 | 101 66

The above table shows first and foremost that in the five decades
from 1860 almost up to the outbreak of the War the changes in
the index numbers were confined within relatively narrow limits.

The annual averages of the index numbers fluctuated between
the following limits:—

In In In In In In
the Years. | Germany.| England. | France. Sweden. U.S.A.

1860-18069 94-109 98-1035 10695 10994 | * 58-159!
1870-1879 125- 89 111- 83 105-80 115-88 8v- 55

1880-1889 100- 73 88— 08 88-68 92-73 70— 51
1890-1899 99- 73 72- 61 72-60 83-71 55— 41
1900-1909 83-103 69~ 8o 68-80 82-93 52- 08

It is further seen that the periodic wave movements of the
index numbers in the scveral countries correspond to a remarkable
extent. They coincide with the waves of economic booms and
depressions, which, since the various national economic systems

! Period of the Boer War and of the American Civil War.
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are so closely interwoven, had an international character. The
periods of economic expansion in the years 1871-1873 and in
the second half of the nineties, and again from 1903 to 1907 and
in the last year before the War, appear in sharp contrast to the
reactions which followed them.

If we consider the general curve, we find at first that from 1850
to 1873 there was a marked rise in the index numbers. In the
following decades all statistics show that there was on the whole
a downward reaction in wholesale prices, which reached their
lowest point in the years 1895-1897. The reaction was by no
means uniform and uninterrupted. The movement in the prices
of the various types of commodities on the basis of which the
index numbers are constructed shows, ip fact, considerable devia-
tions, and the decline of the final figures was from time to time
interrupted by rises. From the second half of the nineties of the
last century the movement was on the whole again upward.

% 2. Wholesale Prices and the Production of Gold
from 1850 to 1873

The course of wholesale prices follows lines which are strikingly
parallel to those of the developments in the production of gold.
The period of the rise in wholesale prices from 1850 to 1873
coincides with the enormous rise in the output of gold consequent
upon the discovery of the Californian and Australian goldfields.
The period of the marked fall in wholesale prices from 1873 up
to the second half of the nineties reminds us of the fact that gold
production showed a falling-off from the end of the sixties on-
wards, a fall which reached its lowest point in the year 1883.
The period of the fresh rise in the level of prices can be connected
with the new and tremendous upward movement in the produc-
tion of gold which commenced at the beginning of the nineties
and continued almost uninterruptedly up to the outbreak of war.
This coincidence in point of time might lead one to conclude that
there was a causal connection, and the conclusion has in fact
been drdwn. The writings of economists on money matters in the
fifties and sixties of the last century dealt fully with the question
of the depreciation of gold and the resulting depreciation of gold
currency as a consequence of the increased production of gold.

The developments of the eighties led writers to explain at
length the problem of the “‘appreciation” of gold as being a
consequence of the falling-off in gold production. When the
nineteenth century was passing into the twentieth, after the pro-
duction of gold had again bLegun to bound upwards and prices
again began to rise, the question of the fall in the value of gold
and of money again became topical.
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Let us consider first the developments in the fifties and sixties.
We must recall that a large part of the increased output of gold
served the purpose of replacing in the circulation of a number of
European States the very large quantities of silver, considerably
exceeding the new output of that metal, which in those days were
being drawn off by India (see above, p. 192). We must also take
into consideration that the economic progress made possible in
those days by railways and steamships, and in particular the
accelerated development of world trade, had necessarily increased
the world demand for money. But these counteracting factors,
operating on the side of the demand for money, were not suffi-
ciently powerful fully to counterbalance the effect on the purchas-
ing power of money of the sudden increase, due to the rise in the
output of gold—that is, in the supply of the most important money
substance. Although the circumstances existing in connection
with wholesale commodities, the technical advances in production
and transport, as well as the more efficient organisation of produc-
tion, must of themselves, all other things being equal, have
resulted in a fall of commodity prices, at least on the European
markets, nevertheless a considerable and unmistakable rise in
wholesale prices took place, a rise which was only once—after the
crisis of 1857—interrupted by a fairly scvere set-back. The
development in wholesale prices was also in conformity with the
development in retail prices, in ground and building rents, in
prices of land, and in wages. In fact, the fall in the purchasing
power of money was, so far as this can be established by the
incomplete statistical data available and by general observation,
even more noticeable in these latter prices, etc., than it was in
the sphere of wholesale prices.

For the fifties and sixties of the last century we are thus really
justified in speaking of a “fall in the value of money " in the sense
defined above—that is to say, the exchange relations between
money on the one hand, and goods, utilities, and services on the
other, shifted to the disadvantage of money, and the alteration
was in fact sensibly influenced by a factor operating on the side
of money, namely, the tremendous rise in the output of gold.?

€ 3. Gold Production and the Value of Money
from 1873 to 1895

The interplay of circumstances in the following periods is less
simple. We have first a fall in the level of wholesale prices from

! Why the rise in gold production must also have affected the value of
silver, and, therefore, the value of the money of silver standard countries,
has been shown above on p. 134.
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1873 up to the second half of the nineties, which certainly coin-
cided with a relatively acute fall in the production of gold. A
number of economists and writers on the subject of money, some of
them of the first rank,! were inclined to assume a ‘“rise in value”
of the money of gold standard countries, basing their arguments
on the development of the price level. They thought it could be
shown with certainty that the factors which brought about the
fall in wholesale prices, the averages of which were considered
identical with the ““general level of prices” even more than they
are to-day, operated on the side of money. They argued that
whilst up to the seventies in European countries gold and silver
had served side by side as money substances, the demand for
money must, as silver continued to be demonetised, perforce
have become more and more exclusively directed towards gold,
the new supplies of which were falling off,,and in this way the
supplics of money of gold standard countries must have become
so contracted as to lead to dearer gold and dearer money, which
would of itself have sufficiently explained the general fall in
prices.

At first sight such a view would appear to be confirmed by the
fact that the enormous rise in the production of gold which marked
the beginning of the nineties of last century synchronised with
the arresting of the downward tendency of wholesale prices. This
is, however, a forced kind of proof. If we admit to start with that
the contraction in the supply of money is a consequence of silver
being shut out from the mints of a number of important States,
we do not by such admission in any way prove that money must
necessarily become dearer. For even though in both decades
from 1850 to 1870 the overabundant supply of money had led, as
we have seen, to a considerable fall in the value of money, then a
contraction in the supply, such as was brought about by the
smaller production of gold, would not necessarily have resulted
in an increase in money value, but might indeed have had no
more effect than to check the fall in the value of money, and to
re-establish stability in that value.

Furthermore, we must observe that the contraction in the supply
of money of the gold standard countries, which took place from the
beginning of the seventies of last century, was by no means as
important as it might at first sight appear. It is incorrect to say
that in the countries which in those days went over to the gold
standard, gold alone had to perform the functions previously
fulfilled by gold and silver together. As has been shown in the
historical part, silver money was discarded only to a negligible

! Cf. in particular Goschen, ‘‘ On the Probable Results of an Increase in

the Purchasing Power of Gold '’ (1885) ; Giffen, ** Trade Depression and Low
Prices "’ (1883).
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extent as compared with the stocks of silver currency, which
were indeed retained in a very large measure even in the new
gold standard countries, and as compared with the mintages of
silver which were undertaken for the United States of America
and for European countries right up to the nineties. The supply
of currency available in the countries of Europe therefore did not
contract, but the rate of increase was simply retarded. To obtain
an idea of the effect of this retardation we must bear in mind that
the enormous production of gold of the years 1850-1870 supplied
the means for a great territorial expansion in the use of gold cur-
rency, and thereby set free from European circulation quantities
of silver which at that time were shipped to India. The booming
production of gold in the two decades referred to was thus
sufficient to meet all the extraordinary demand concentrated at
one point of time. The gold circulation once created could, of
course, be maintained and increased in accordance with the re-
quirements of trade by means of a substantially smaller pro-
duction of new metal.

Finally, the intensity of exploitation of money was increased
by methods and arrangements of payment built up on more wide-
spread credit. This development happened from the seventies
onwards to make astounding leaps forward. We need only refer
to the development of the deposit banks in England and of the
transfer business in Germany. The perfection of the arrange-
ments for payment would in itself have sufficed to balance the
effects of a considerable rise in the demand for and of a substantial
contraction in the supply of money.

The course of events in regard to the production of precious
metals and the condition of the currencies during the period when
the index numbers were showing a definite decline is, therefore,
not in itself such as to furnish an immediate answer to the
question whether the fall of the wholesale prices in that period
was caused wholly or in part by factors operating on the side of
money.

On the other hand, it can be shown that in the case of all
the large commodity groups, the prices of which fell moré or less
considerably from 1870 to 1895-96, there were important factors
in operation outside the sphere of money, which not only explain
the fall in prices, but would make such fall appear to have been a
necessary consequence, even if the factors operating on the side
of money had remained unaltered. The capital and labour
necessary for the production of most important wholesale com-
modities showed a considerable falling-off at that time. The
principal causes of this were as follows:—

Extraordinary progress registered in the technical processes of
production of whole series of commodities. Machines and tools
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were perfected, the raw materials and auxiliary products of pro-
duction were exploited to a larger extent, and new and cheaper
methods of production were employed; and all this led to a
reduction in the cost of production which, although it varied in
the several groups of commodities, was on the whole considerable.
This applied not only to industry, but also to agriculture and
to mining. In mining and in industry there was further the
reduction of charges due to large-scale working, which increased
the productivity of the industrial organisations.

Furthermore, improvements of transport considerably cheap-
ened the importation of certain types of commodities from
places far distant from the European markets. In sea transport
wooden ships were more and more replaced by more efficient
types of iron ships, and this led to a reduction in freights, which
in itself reduced the price of some types of goods. Above all,
however, the development of the railway system in the United
States, Argentine, Russia, India, etc., opened up large areas in
which agricultural production in particular, but also the pro-
duction of minerals, could be carried on much more cheaply than
in the areas of production hitherto available for the supply of the
world’s markets.

It would be difficult to point to a commodity of wholesale
trade of any considerable importance the costs of which did not,
during the period of the fall in the *“general level of prices,”
experience a marked reduction by reason of one or more of the
factors just mentioned. That being so, then, other things remain-
ing the same, it is absolutely certain that a considerable fall in
prices of these commodities could not but have occurred. Of
course, as the effects of the easier methods of production and
transport on prices cannot be calculated exactly, any more than
can the effects of the changes referred to above on the side of
money, the question still remains undecided whether the entire
fall in the prices of these commodities is to be taken as due to the
reduction in the costs of obtaining them, or whether it was not,
at least in part, brought about by monetary causes.

But’the behaviour of money in connection with other goods
mitigates against the latter possibility. Retail prices stood at
that period in direct contrast to the downward tendency of the
wholesale prices of the most important raw materials and of
semi-manufactured articles, and it was observed that living did
not become cheaper but dearer. The retail prices of finished
articles were not cheapened, at any rate, not to the same extent
as were those of the staple articles of wholesale trade.

Prices of land, and rents for land and buildings, also took a
substantially different course from that of wholesale prices in the
civilised countries of Europe. The price of agricultural land and
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the rent paid for it in Germany rose very considerably from the
forties of the nineteenth century up to the eighties and nineties.
In the nineties, competition by the newly opened-up oversea areas
brought about a set-back on the wheat market here and there.
This set-back was, however, soon counterbalanced by a fresh rise.
The prices and rents of land in towns continued to rise almost
without interruption.

Wages took a similar course, in contrast with wholesale
prices. It has been generally observed, and this observation has
been strengthened by numerous statistical investigations, that
wages in the civilised States of Europe, particularly in Germany,
underwent a rise, during the fall in the principal and most im-
portant wholesale prices, quite apart from the indirect rise in wages
brought about by the dufies imposed upon German employers in
connection with workmen'’s insurance, etc. Thus, as the whole-
sale prices fell, wages rose, a fact which precludes our assuming
that the decisive factor in the course of wholesale prices was a
contraction of the supply of money.

Finally, the developments in discount rates must be added.
The tendency of these has been on the whole downward, from the
beginning of the seventies to the middle of the nineties of last
century. Not until the second half of the nineties was the
tendency in the discount rates reversed.

During the period in question, therefore, the purchasing power
of money was only decisively lessened as far as wholesale prices
of staple articles were concerned. In regard to retail prices of
finished articles, no reduction can be determined with similar cer-
tainty, whilst the purchasing power of money in regard to land
and its utilities even diminished, and in the case of the personal
services of labour it even diminished considerably. The latter
point is particularly important. The workman, when prices fall,
can continue to obtain an equal or even a higher reward over a
long period for the goods produced by him only if by technical im-
provements in production he can produce more goods for the same
amount of capital and exertion—that is, when the fall in the price
of the products is counterbalanced by a corresponding incCrease of
production, the same amount of labour and capital being used.
Should, however, the fall in the prices of products be due to causes
which operate on the side of money, then the only course open
to the employer is either to reduce wages, in conformity with
the rise in the value of money, or to work at a loss and ulti-
mately to close down. Rising wages whilst commodity prices
fall make it, therefore, appear to be out of the question that
a fall in commodity prices could be caused by changes on the side
of money.

For the period of falling wholesale prices from 1873 to the



CHANGES IN THE VALUE OF MONEY 563

middle of the nineties nothing can be proved as to any decisive
influence of the factors operative on the side of money.

9 4. Gold Production and the Value of Money
from 1895 to 1914

When from the second half of the nineties onwards the whole-
sale commodity prices in all civilised countries of Europe began
again to move upwards, attention was soon called to the enor-
mously increasing output of gold, beginning early in the nineties,
as the cause of the rise.

From 1871 to 1880 gold to the value of 4830 million gold marks
was produced, and in the following decade to the value of 4030
millions. From 1891 to 1900 the gold output rose to 8820 millions,
and from 19or to 1910 to 15,870 million gold.marks. The mone-
tary stock of gold of the world increased in the twenty years
18go-1910 from about 15 to more than 30 milliard gold marks.
The wholesale index number rose in Germany from %3 in the
year 1895 to II2 in the year 1912, and in England from 62 to 8s.
The rise in the level of wholesale prices thus amounted during
that time to 53 per cent. in Germany and to 37 per cent. in
England.

Nevertheless, we must beware of assuming a direct connection
between the increase in the world’s monetary stock of gold and
the movement of prices of wholesale commodities. Such a direct
connection does not exist, if only because, simultaneously with
the rise in the production of gold, the area of employment of
gold money was extraordinarily extended. On p. 198 ¢t 131f. above
a sketch was given of the transition to the gold standard of large
and important economic areas, beginning in the last years of the
nineteenth century. The greater part of the new gold, except
that taken up by the increasing industrial demand, was attracted
to the states which were going over to the gold standard, or to
those which were engaged in consolidating their gold standard.
These states were Russia, Austria, the United States of America,
India, Japan, Mexico, and the Argentine. The effect of the
increased production of gold was, therefore, not only a corre-
sponding increase in the circulation of gold in the gold standard
countries as they existed at the beginning of this period, but also
the evolution of the gold standard into a world standard. The
influence of the new gold on the value of gold and on the value
of money in the gold standard countries was considerably reduced
by the expansion of the area of the monetary employment of gold,!
just as in the fifties and sixties of the nineteenth century the effects

' See '‘ Die Wirkungen der Gesteigerten Goldproduktion” in the
author’s Studien iber Geld- und Bankwesen, 1900, p. 248 et inf.
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of the Californian and Australian discoveries of gold on its value
and on that of metallic money were for the most part nullified by
the extension of the use of gold money in European countries.
However, in the period from the middle of the nineties of the last
century up to the War, particularly in the latter half of that

riod, there was an increase in the gold circulation of the old
gold standard countries, a circulation considerably greater than
that of the previous fifteen years.

It is possible, therefore, that for this period the increased
output of gold may have had an effect on the development of
wholesale prices, especially as the development in the ratio of
value between the money of gold standard countries and the
other goods as expressed in retail prices, in the prices of land, in
the rent of land and buildings, and in wages and salaries, is proof
that a diminution in the value of money had taken place.

At the same time it must not be overlooked that the period
from the middle of the nineties up to the War differed sub-
stantially in its general character from the previous period.
From 1873 to 1895, periods of cconomic depression and stagnation
predominated; the unmistakable economic progress was punctu-
ated by long intervals of reaction.

From the middle of the nineties, however, we observe a tre-
mendous upward movement far exceeding all previous devclop-
ments of this kind.

Although from time to time crises and reactions were ex-
perienced, these reactions were, in contrast with the preceding
period, only of short duration and were invariably rapidly over-
taken by fresh upward movements. The motive force of this
world-wide tendency was the revolution in the technical processes
of industry and transport caused by the utilisation of electricity.?

The trade and industry of the most important civilised
countries were recast and developed by the electro-technical pro-
cesses, and this development, compressed into a short period of
time, produced an unprecedented demand for materials and
labour. In the commodity and labour markets the strongest
forces operated to produce a rise 1 prices and wages In such a
measure as might have sufficed to explain the changes in the
exchange relations between money and other objects. There is,
therefore, no absolute necessity to take into account the changes
brought about by the events in gold production in order to explain
the rise in prices and wages. Still less is it necessary to seek the
cause of the slow rate of economic development from 1873 to 1895
in a shortage in the world’s supply of gold, or the cause of the
extremely rapid rate, far surpassing anything previously imagined,

1 See the author’s biography of Georg von Siemens in vol. ii, 1923, chaps
iii and iv, of Der finanzielle Aufbaw der Deutschen Elektrizitdts Industrie.
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of the upward movement in the following decades, solely in the
tremendous rise in gold production.

At all events it remains an open question whether the upward
movement of that time could have taken on such dimensions
if the demand for money called forth by the general economic
progress had come up against the solid barrier of an insufficient
supply. It was doubtless a fortunate coincidence that the grow-
ing demand for money during the period of boom was fairly easily
satisfied by the growing output of gold. How far stagnation or
a low rate of increase in the production of gold would have pre-
vented or limited the geographical expansion of gold currency; how
far it would have been detrimental to the provisioning of old gold
standard countries with money; how far, by a still greater exploita-
tion of the elasticity of the methods of payment based on credit,
equilibrium could have been reached—all these are questions
relating to a past which never existed, questions which can be
answered only with a non liguet. The analytical problem of the
value of money is sufficiently complicated and difficult, even
when it concerns itself with no more than actual events. It
becomes insoluble when considered on the basis of events which
have never happened.

T 5. Commodity Prices, Discount Rates, and Fluctuations
of the Trade Cycle

On the other band, it is possible to throw still more light on
the value of money in the economic development of the last decades
before the War, by investigating the changes of prices more
closely, not only in their general but in their detailed tendencies.

From a study of the statistical table of wholesale prices given
on pages 554 to 530, no student of economic history can fail to
recognise the fact that the fluctuations in the index numbers
coincide absolutely with the rise and fall of the trade cycle. The
years of good trade and of increasing enterprise show higher index
numbers. Such are the periods 1852-1857, 1870-1873, 1879-1883,
1887-1860, 1896-1900, 1904-1907, and 1910-1912. The times of
downward tendency show low index numbers, as will be seen
from the period after 1857, the years 1874-1879, 1884-1887,
1892-1896, 1901-1903, and 1908 and 1909. The change in the
circumstances themselves is based on the structure of our eco-
nomic scheme of things. It is due to the fact that demand and
supply are scarcely ever in a state of equilibrium, but tend towards
equilibrium through their effects on prices and on profits. The
periodic fluctuations in prices and in rates of interest are nothing
more than an integral part of these great economic movements.

Now, it would in itself be conceivable that the up-and-down

VOL. 11 37
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movement of the trade cycle should be dominated, or at least
strongly influenced, by changes operating on the side of money.
In fact, when serious disturbances in monetary systems take place,
this effect—as has been discussed above in connection with the
concomitants of changes in the value of money and the course
of events since the outbreak of war—is in every way probable.
If, however, we look at the actual developments of the last
decades before the War, during which most countries of the world
enjoyed a well-ordered monetary organisation, the changes in
the sphere of monetary systems show no kind of connection with
the periodicity of the trade cycle. The depression which followed
the crisis of 1873 reached its end in the year 1879, which was
just the time when gold production registered its greatest falling-
off and the supply of ‘gold for Europe was particularly un-
favourable in view of exceptionally large imports of gold into
the United States of America and into India.* Then in the
year 1883 another depression occurred, although the production
of gold, and especially the supply of gold to Europe, were
at that time favourable. During the period of depression from
1891 to 1895 the European gold standard countries experienced
an influx of gold of a magnitude which had hitherto scarcely ever
been registered. When events took a turn in 1895 there occurred
at the same time a considerable increase in the production of gold,
but, as has been shown above, by far the largest part of the new
gold was absorbed by the States which were going over to the
gold standard, and by those which were consolidating their
monetary system on the basis of the gold standard, namely, the
Latin Union, Russia, Austria-IHungary, India, and Japan.
Neither can the reaction which commenced in the year 19oo be
explained by any factors operating on the side of money. The
set-back in the production of gold caused by the Boer War was not
of any decisive importance, although it did in fact intensify the
acute shortage of money which occurred towards the end of 1899.
At all events, in so far as concerns the reaction, equally intense,
and with similar concomitant phenomena of the year 1907, there
is a total absence of the factor of a fall in the productioft of gold,
as in fact the output of gold reached record figurcs in those years.?

1 Cf. above, p. 178 et inf.

t It is impossible within the confines of this book to discuss in detail
and to controvert the theory of Sombart, diametrically opposed to the
above, which sees the cause of every cconomic boom of importance in a rise
in the production of gold. We must content ourselves with the above
assessment of the importance of that factor which Sombart regards as
the only vital one. Over and above this, we can only refer the reader to
Sombart’s article in vol. cxiii of the Schriflen des Vereins fir Sozsalpolitik,
and to the author’s article “ Der deutsche Geldmarkt 1895 bis 1902,"”
in vol. cx of the same.
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Above all, a comparison of the course of rates of interest with
that of commodity prices shows that any explanation of the
cyclical movement of trade and of the periodic fluctuation of
prices based on monetary changes is quite out of the question for
the period under consideration.

We have established above that in our modern monetary
organisation a displacement in the exchange relation which has
its origin in money must show itself first in the rates of interest
for short-term credit. Falling prices, attributable to a rise in the
value of money, would have to be accompanied by rising discount
rates. Rising prices, attributable to a too abundant supply of
money, and accordingly indicating a fall in the value of money,
would necessarily be accompanied by falling rates of discount.
But a comparison of the index numMBers and the discount rates
for the period from 1870 up to the Grgat War, shows that
although there is a certain connection between them, yet this
connection happens to be diametrically opposed to that which
would follow if we made money the starting-point of changes in
prices and discounts. Rises in commodity prices are throughout
concurrent also with rising rates of discount. The great boom
which set in after the War of 1870 brought with it, in addition to
enormous rises in prices, rising rates of discount. The reaction in
prices which occurred after the crisis of 1873 brought with it a con-
siderable reduction, and the improvement in prices from 1879 on-
wards resulted in a fresh rise in the rates of discount. During the
economic depression and the lowest level of prices reached in the
period 1883 to 1887-88, we observe a low rate of discount, a state
of affairs which gave way to a fresh rise, with the change in econo-
mic circumstances towards the end of the eighties. The first half
of the nineties brought with it, simultaneously with the lowest
level of index numbers registered in the nineteenth century, the
greatest degrce ever known in the fluidity of money and the
lowest level ever reached by discount rates. In Berlin the average
market-rate of discount of the year 1894 was 1-74 per cent. In
London during the year 1895 an average market-rate of discount
was recorded of only -81 per cent. The period of boom which
followed, and lasted up to the year 1900, brought with it, simul-
taneously with a rise in the leading wholesale prices, an excep-
tional rise in the rates of discount. In Germany the Reichsbank
found it necessary in the last days of the year 1899 to raise its
rate of discount to 7 per cent. The market-rate of discount
at the time exceeded 6 per cent. both in Berlin and in London.
The reaction which began in the year 1goo brought with it, in
addition to falling prices, an easing of the money market and falling
rates of interest. The same interplay of events was repeated in the
first decade of the twentieth century. The new economic revival,
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from 1904 to 1907, brought with rising prices a rise in the rates
of discount also, which even surpassed that of the years 1899-
1goo. The rate of the Reichsbank went up to 7} per cent.
Similarly, the economic reaction of the year 1908 brought a sharp
fall both in prices and in discounts. Finally, the rising tendency
in economic conditions of the years 1912 and I9I3 was accom-
panied by a fresh rise in the rates of discount.

Monetary factors as such cannot explain this parallel course of
wholesale prices and rates of interest for short-term credit. In
fact, if an.attempt were made at such an explanation we should
find ourselves faced by an irreconcilable series of facts. On the
other hand, this parallel course is not only explicable, but appears
as an absolutely necessary consequence, as soon as we leave on
one side money as the driving force in the movements of prices
and discounts, and take as our point of departure the factors
which operate on the side of goods. If the oscillation of the large
waves of economic movement be taken as being conditioned by
changes in the relation between production and demand; if
increasing and insufficiently covered demand raises prices and
wages; and if, then, production expands and transactions multiply
in number because of the higher prices and profits, a greater call
upon the money market nccessarily ensucs. We have already,
when dealing with the fluctuations in the demand for money,
pointed to this effect of higher prices and increased turnover.
The individual entrcprencur, when faced with larger turnover
and higher prices, seeks to obtain assistance by a greater recourse
to credit, particularly by drawing or having drawn bills of ex-
change for larger amounts upon himself, which when discounted
tend to raise the rate of discount. If, in the opposite case, the
production of goods exceeds what the market can absorb, and
if in consequence there is a reaction in prices and profits, a
paralysis of enterprise, a contraction of turnover, and a reduction
of wages, then a diminution in the calls upon the available supply
of money ensues followed by reductions in the rates of interest for
short-term credit.

Regarded in this light, rising rates of discount appear s a con-
sequence of rising prices and an increasing turnover, and low rates of
discount as a consequence of falling prices and a falling turnover.

But we have established, when considering the concomitants
of changes in the value of money, a reversed causal nexus, viz.
that the rise in rates of discount, based on changes in the supply
of and in the demand for money, exercises a pressure on prices
and turnover, whereas a reduction in the rates of discount tends,
on the other hand, to bring about a rise in prices and turnover.
We thus have a kind of reciprocity between prices and turnover,
on the one hand, and discount rates on the other, a reciprocity in
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which effect reacts on cause in a modifying manner. In itself each
of the two factors can be either the determining cause, or simply
the modifying effect. The rise in prices and the increase of turn-
over may be the cause of the rise in rates of discount, whilst the
latter may simply react in a modifying manner upon prices and
turnover; or else the rise in rates of discount may be the cause of
the fall in prices and turnover, and this fall may merely react
restrictively on the rise in rates of discount. In the former case,
the impetus and driving force of the developments must lie on the
side of the goods. The latter case occurs when the ithpetus and
the driving force proceed from the side of money. The more
neutral and indifferent is the behaviour of money in these processes,
the more clearly does the dependence pf the rates of discount on
prices and turnover appear. For a rise in discounts caused by a
rise in prices cannot be explained by money becoming dearer, as
dearer money must find its expression in falling prices; and a low
rate of discount caused by falling prices cannot be deduced from a
fall in the value of money, which must necessarily correspond to
rising prices. So long as, in the actual trend of events, the move-
ment in rates of discount is dominated to the extent to which it was
in the last decades before the War, by the trend of prices and
the trade cycle, it is at any time possible for those who desire
to prove the existence of dear money to adduce in support of
their argument falling prices or rising rates of discount. But,
on the other hand, in so far as falling prices are concerned, we
can always point to the simultancous reduction in the rates of
discount, and in regard to rises in rates of discount we can always
point to the simultancous increase in prices as a proof of the
non-existence of a shortage and consequent dearness of money.
Actually, the regular coincidence of rises in discounts and prices,
on the one hand, and of falls in prices and discounts on the other,
proves nothing more than that the influence of money, both on the
movement of prices as well as on the fluctuations of discount rates,
takes a sccondary place as compared with the effect produced by
general economic conditions and movements: and that, therefore,
the factors operative on the side of money act both on the move-
ment of prices as well as on the changes of discount rates only in a
modifying and therefore in a latent manner, but that they cannot
be disentangled in any decisive way.

By these reactive and modifying influences on large-scale
economic movements, money acts as a regulator of the periodic
oscillations of economic life. When conditions show an upward
trend with enhanced prices and turnover, which result in a more
intensive use of the available supply of money, and thereby in a
tightening of discount rates; and when, furthermore, the higher
rates of discount retard the rise in prices and the expansion
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of undertakings, then this reaction, which proceeds from money,
constitutes a safety-valve against the dangers of speculative
excesses in production and in trade, and a corrective of the
depression which inevitably succeeds an exaggerated exploitation
of favourable economic conditions. When, on the other hand,
in the event of a general depression, the rate of interest for short-
term credit is reduced, then the lower rate makes it easier to over-
come the difficulties of the period and encourages the revival of
economic }ife and of the spirit of enterprise.

9 6. Wholesale Prices during the War and in the
Post-War Years

L}

The War, and the period which followed the War, put cvery-
thing in the sphere of monetary valuc out of joint, both in the
belligerent countries and in the neutral States, in the countries
with a disorganised monetary system as well as in the United
States of America, the only State in the world which was able
to maintain the gold standard.

A statistical survey of the development of wholesale prices in
some of the most important countries may be of use here.

International Wholesale Index Numbers
Annual Averages, 1913-1922 (1913 - 100)

i | i
Ger- FEng- ! Nether- | . b -
many langd Fx;ance lands bwgden ’ IBSI} lj?pin ¢
(Stat. | (Econo- E;‘éml' (Ctr. B. H( (;1' : (Brad- ;( sank o
R.-A). | mist). n). 1. St). an .).; streel). : Japan).
i
; i i
1913 100 100 | 100 100 100 | 100 | 100
1914 100 99 | 102 | 10§ 116 97 96
1915 142 123 140 145 145 107 97
1916 153 160 187 222 185 128 k117
1917 179 204 201 280 244 170 149
1018 217 225 339 392 339 203 146
1019 415 235 356 287 331 203 240
1920 1,486 283 509 281 347 197 258
1921 1,911 181 345 181 211 122 201
1922 | 34,200 159 327 160 162 134 146

The above table shows, first, the striking fact that every-
where—in the “victorious” as well as in the neutral and defeated
countries—the maximum point of wholesale prices was not reached
during, but only after the War.
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International Wholesale Index Numbers
Monthly Averages, 1920-1922 (1913 =100)

r- Eng- Hol-
n?:ny. lang. France.| ., 4 |Sweden.| U.S.A.| Japan.

1920.
January . 1,250 289 487 287 319 227 301
February . 1,685 | 303 522 280 342 226 313
March . 1,709 310 555 283 354 225 322
April . 1,567 306 588 289 354 225 300
May . . 1,508 305 550 292 361 216 248
June. . 1,382 291 493 293 366 210 255
July . .| 1,307 | 293 496 297 363 204 240
August . 1,450 288 501 288 365 195 235
September. 1,498 284 526 287 . 362 184 231
October . 1,460 267 502 283 346 170 220
November 1,509 245 461 260 331 148 221
December . 1,440 220 435 233 299 138 206

1921.
January . 1,439 209 407 213 267 134 201
February . 1,376 192 377 197 250 129 195
March . 1,338 189 360 188 237 124 191
Apnl . 1,320 183 347 176 229 118 190
May . . 1,308 183 329 182 218 115 191
June. . 1,300 179 325 183 218 117 192
July . . 1,428 178 330 176 211 120 197
August . 1,917 179 331 180 198 120 199
September. 2,067 ) 183 344 180 182 122 207
October . 2,460 | 170 331 169 175 123 219
November 3,407 106 334 165 174 123 214
December . 3,418 102 325 165 172 124 210

1922. |
January . 3,605 1 159 314 161 170 124 206
February . 4,103 | 158 306 162 166 126 204
March . 5,433 160 307 161 164 125 201
April . 0,355 159 314 1601 165 127 198
May . . 6,458 162 317 165 164 129 194
June. . 7,030 163 325 167 164 131 197
July . . 10,059 163 325 162 165 131 201
August® . | 19,200 158 331 155 103 131 195
September. | 28,700 156 329 153 158 136 193
October . | 56,600 158 337 156 155 145 191
November | 115,100 159 352 158 .| 154 150 188
December . | 147,500 158 362 158 155 149 183

1923.
January . | 278,500 161 387 159 156 149 184
February . | 558,500 164 422 . 158 151 ..

For the United States of America we find the maximum in
January 1920, the figure being 227; for Japan in March 1920,
322; for England in the same month, 310; for France in April
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588 ; for Sweden in June 1920, 366; and for the Netherlands in
July 1920, 297. Then the level of wholesale prices began to fall
in all these countries. In the United States of America the lowest
point was already reached in May 1921 with a figure of 115, and
the year 1922 brought, particularly in the second half, a rise to
150 in November. England, the Netherlands, and Sweden do
not reach the bottom of the trough until the second half of the year
1922, which year is remarkable for the small changes in the index
numbers which took place in these countries. England registered
156 and Holland 153 in September, and Sweden 154 in November.
Japan reached the minimum with 183 in December 1922. On
the other hand, France, whose wholesale index number had reached
306 in February 1922, saw, the level of prices rise again up to 362
in December, and to 422 in February 1923.

The course of development was quite different in those States
to which the so-called peace brought neither pecace nor recon-
struction, but only disturbance and disorganisation.

In Germany, in particular, wholesale prices developed as
follows:—

During the War the economic policy of Germany was successful
(in spite of the blockade and the relative depreciation of the German
currency, which made things more difficult for her) in keeping
wholesale prices at a lower level than in the other belligerent
countries, lower even than in most neutral States. In the year
1917 the German wholesale index number stood at 179, the
English number at 204, the French at 261, the Swedish at 244,
and the Dutch at 286. The American figure of 170 was only
slightly lower than that of Germany. The only substantially
lower number was the Japanese of 149. Even the year 1918, with
its sad ending for Germany, made no change in this respect.
When some day German economic policy during the War is more
justly estimated than it is at present, under the pressure of
defeat and of a bungled peace, this noteworthy fact will not be
overlooked.

After the War, whilst in the ““allied and associated countries”
and in the neutral States the upward tendency of prices at first
slowed down and then became reversed, there was in Germany a
most phenomenal climb in prices. Already in the year 1919 the
average index number was 415—that is, more than go per cent.
higher than that of the previous year. In March 1920, not
quite a year and a half after the Armistice, the average number
was 1709. This represented a level nearly ten times as high
as the average level of prices of the War year 1917. There was
then a drop to 1367 in July 1920, followed by a year of relative
stability. The index number of June 1921 was 1366. Then,
however, a continually accelerating rise took place, until in
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February 1923 the index number reached a figure of 558,470,
and was thus more than 400 times the figure of June 1921.

€ 7. The Relation of Prices, Wages, and Currencies in
Some Important Countries

The main outline of the developments in refasl prices and in the
cost of living, wages and salaries, calculated by the aid of retail prices,
conformed with that of wholesale prices. It is not possible to
collate in this book all the extremely varied material for the several
countries, however interesting the conclusions to be drawn therefrom
inregard to the problem of money value might be. For an exact
study of the consequences and concomitants of great changes in
the sphere of money, notonly of “inflation”” and of * depreciation of
currency,” but also of ““deflation” and of ““appreciation of money,”
the events in the various countries during the War and post-war
years open a wide field of inquiry so far left practically uncultivated.

The parallel character of the course of prices and wages on the
one hand and inflation and deflation on the other is unmistakable
in general outline. The countries which succeeded in the year
1920 in arresting the tendency of their paper circulation to multiply,
and which managed to adopt a policy of contracting their circula-
tion, were also able to reduce the level of their prices and wages.
On the other hand, those countries in which the flood of paper
money continued to swell, found themselves faced with a further
rise in prices and wages. It is, moreover, obvious that there
exists a certain, though only general, quantitative agreement
between the degree of inflation or deflation on the one hand and
the degree of rise or fall of prices and wages on the other.

But the relation between the currencies of individual countries
also shows an unmistakable connection with the level of prices.
Taking December 1922 as our basis, we find the following con-
nection, using the rate of exchange for the dollar and the American
level of prices as the standard.

The London rate of exchange on New York stood in the middle
of December at 4:6337 dollars for a pound sterling. This meant
that, measured by the gold par of exchange, the dollar was 4-8
per cent. above its normal value. The English wholesale index
number of December 1922, which stood at a figure of 158, was
6 per cent. higher than the American figure of 149.

The American rates of exchange in Sweden and in the Nether-
lands stood approximately at gold parity. The wholesale prices in
Sweden were, with a figure of 1535, 4 per cent. higher than in the
United States, and in the Netherlands, with a figure of 158, they
were 6 per cent. higher.

The deviations in the index numbers of those countries which
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had succeeded in re-establishing an approximate parity between
their currencies thus remained within remarkably narrow limits.
They were no greater than the deviations which even in peace
times had always been occurring.

We can take France as the type of country with a moderate
depreciation of the currency. The rate of exchange on New York
stood in the middle of December 1922 at 14-06 francs for one
dollar. The dollar was therefore 2-71 times higher than its peace
time par of exchange. The French wholesale index number stood
at 362 @nd was 2-43 times the American number. Here too,
therefore, there was agreement between the figures.

Considerably greater was the disparity between the German-
American rates of exchange and the relation between German
and American prices. In the middle of December 1922 the dollar
was quoted in Berlin at about 8000 marks, 7.e. nearly 2000 times
its pre-war price. On the other hand, the German wholesale
index number, with the figure of 147,500, was not quite 1000 times
as high as the American number. The explanation is not difficult
to find. The adjustment of the situation to the catastrophic fall
in the German currency which had gone on from October was
at first only partial. This becomes clear if we analyse the general
index number into numbers relating to home products and
into those relating to imported goods. The index number for the
former was, taking the average for December, 128,330, and that
for the latter had already reached the figure of 243,230, being 1630
times the American general index number.

It is in the nature of things that the prices of wholesale com-
modities which are also the staplearticles of world trade should show
the greatest tendency to adjust themselves to alterations in rates of
exchange. Retail prices, wages and salaries, and also the prices of
land, rents, and the values of industrial and commercial under-
takings, depend to a larger degree on the special circumstances of
individual countries, and accordingly show in their relation between
country and country far greater deviations from the relation for the
time being of the rates of exchange than do wholesale prices.

€ 8. Germany—Wholesale Prices and the Cost of Living

The movement of the wholesale index numbers, analysed into
separate groups for imported goods and for home products, as well
as the movement of those factors which are in a greater measure
dependent on local conditions, but are, together with wholesale
prices, of essential importance both in the statistical and in the
analytical problem of the value of money, are shown in the table
on p. 575, which gives figures for Germany for at least the last
three years for which exact data have been worked out.
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Wholesale Index Numbers. Cost of Living.
Foodstuffs,
Imports. | Exports. Total. |Foodstuffs. Cig:gltgg.
Heating and
Lighting.
(r913=1.) (1913/14=1.)
(]
1920,
January 273 96 120 . ..
February 406 12°1 169 9'5 85
March 40°1 125 17°1, 111 96
April. 34°4 11-9 157 12-3 10°4
May . 25-8 129 151 . 132 110
June 212 124 13-8 12-8 10-8
July . 190 126 137 12:7 10°7
August 204 133 14°5 11+7 10°2
September 223 135 150 I1°7 10°2
October 23-3 12:9 147 12-7 10-7
November . 236 134 151 134 11-2
December . 20-2 13-2 144 143 11-6
1921.
January 182 136 14°4 142 11-8
February 16:6 132 13-8 136 11°5
March 16°2 12-8 134 13'5 11°4
April. 156 12-8 133 133 11°3
May . 15-2 12+7 131 132 11-2
June 160 132 137 13:7 11+7
July . 17:2 137 143 149 125
August . 194 19°1 19-2 159 12°3
September 26-4 19°5 207 161 137
October 359 224 246 171 150
November . 56-6 297 347 21-9 17-8
December . 507 31-7 342 236 19°3
1922.
January . 50-8 338 367 246 204
February 58-0 376 410 30-2 245
March 746 50°3 54°3 360 290
April. . 820 59'9 636 436 344
May . 86-2 60-3 646 468 380
June . 948 0654 70°3 512 41°5
July . 1385 930 100-6 68-4 539
August 3249 1055 1920 97'5 777
September . 4311 258-2 287-0 154°2 1332
October . 9034 4985 566-0 206-2 2207
November . | 2141-5 952-9 11510 549-8 446°1
December . | 2432-3 12833 14746 8070 685-1
1923.
January 47583 23901 27848 13660 11200
February .| 8796-4 4942°4 55847 31830 2643-0
March 68159 4502-6 48882 33150 28540
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The most variable element in these columns is that of the price
of imported goods. Even when the rate for the dollar is not
shown side by side with the prices of these, it is clear that they
reflect the fluctuations of the German currency in terms of the
money of the world market, modified by movements in the gold
prices of the world market.

The prices of the domestic wholesale commodities follow
haltingly and hesitatingly. When the dollar rate rises sharply,
these prices remain at first strikingly behind the level of prices
of imporied commodities, yet, when the dollar rate and the prices
of imports begin to fall, they continue the process of approxima-
tion by continuing to rise. When in the year 1920 the Berlin
dollar rate, with an average of 99-11 marks (cqual to 23-6 times
par), reached its maximum for the time being in February, the
index number for «imported goods in Germany stood at 40:6.!
The index number of German domestic goods was then 12:1—
that is, about 30 per cent. of the index number for imports. In
the following months the index number for imports fell, step by
step, with the dollar rate, to 19, at which figure it stood in July
1920. At the same time the index number for home products
continued to rise to 120, and was then 66 per cent. of the index
number for imports. Then followed a year of relative stability
in the rates of exchange and in wholesale prices, a year in which
the index for home products approached still more to that of
imported goods. In May 1921 the rclation of the two indices
was as 15-2 to 12-7, and the index for home products was thus 84
per cent. of the index for imported goods.

When in the second half of the year 1921 the consequences
of Germany’s subjection to the London Ultimatum and of the
unfulfillable conditions imposed upon her by that ultimatum
manifested themselves in the inauguration of the collapse of the
German currency, the prices of imports went soaring upwards with
the rate for the dollar.

In November 1921 the index for imports was already 56-6.
The index for home products followed in its wake, but the margin
between the two went on widening, and in November the index
was 29-7—that is, 52 per cent. of the index for imports.  When the
index of the exchanges and that of imports took a downward course
in the following months, the prices for home manufactures con-
tinued torise. In January 1922 the two indices were 50-8 and 33-8,
and home prices thus again stood at 66 per cent. of import prices.

1 That the index number of GGerman imports at 40-6 was at that time
higher than the figure of 23-6 for the German currency derived from the
dollar rate, can be explained by the fact that the American index number
for wholesale prices stood at 226. Translated into German money, this

gives for American wholesale prices a figure of 23-6 < 2:26==53-3, which is
quite considerably higher than the index number of German imports.
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This relation continued right up to the second half of the year
1922, both index numbers rising all the time. In July 1922 the
index for imports was 1385, and that for home manufactures
93-0, the latter thus being 67 per cent. of the former. When, at
this point, French threats of violence precipitated the actual
catastrophe of the German exchanges, the prices of imports and
of home manufactures, although the latter rose upwards sharply,
moved widely apart. In November 1922 the index of imports was
2141-5 and that for home goods 952-g=435 per cent. of the index
for imports. On the sth February 1923, the statistical basic
date after the highest rate of the dollar had been registered (49,000
marks on 31st January), the import index of 11,176 contrasted
with the home index of 4925. The relation of the latter to the
former was thus only 44 per cent. In the meantime action had
been initiated to keep down the rate of exchangg of the dollar, and
resulted in the dollar rate dropping on the 15th February to
19,500 marks as against 42,250 marks on the 5th February. This
policy resulted further in a very large drop in the import index,
whilst the prices of home products remained nearly stable. On
the 15th February the two indices were 7963 and 4873 respectively,
and the home index had thus risen in ten days from 44 per cent.
to 61 per cent. of the import index.

Even more steady than the curve of the index numbers of
home produced wholesale commodities is the curve of retail prices
and of figures of the cost of living, chiefly based on these. This
applies mainly to figures of the total cost of living, including rents.
Government control of wheat, which was still partly in force, and
the control of rents, which was fully in force, visibly depress the
curve of cost of living. These factors entered into play especially
in times of sharp rises of the rates of foreign exchange. In
February 1920 the index of the cost of living was 8:5, and was
about half the wholesale index of 16-g.  In the following months,
in which the exchanges improved and wholesale prices fell, the
figures of cost of living went on rising. They stood in June 1g2r1
at the figure of 11+, as against the wholesale index of 13-7, the
difference between the two series of numbers being thus narrowed
down to about 14 per cent. The sharp fall in the mark, however,
which began in the second half of 1921, again widened the gap
between the two series of figures. In November 1921 a wholesale
index of 34-2 contrasted with an index of the cost of living of 17-8.
When the German currency again collapsed in the second half of
1922, the difference became still greater. In January 1923 the
index of the cost of living was 1120, and was only about 40 per
cent. of the wholesale index of 2785, and in March 1923, the last
month for which at the time of writing figures are available, the
relation stood at 2854 and 4888.
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The part played in the cost of living figures by the various
categories of expenditure will be seen from the following statistical

table:—

1922. 1923.
Index
Number ] - = - . :
eI A AL AR RN O
Reichfa“§=?§°33°°°s§
< = o2 5, 8 2 g 9 8|S
A z | a || &

Foodstuffs [43-6/46-8/51-2|684| 97-5|154°2(266-2/549-8] 807-0/1366 3183{3315
Clothing .|48-3|56-9/65-2|80+2(125-7(200:0{386°0{7416| 11611 1682|4104{4323
Light and .

heat  .[|350/44°1|48°2|59:4| 77-2{161-1|251-7/508:3|1038:9|1612/4071/5529
Rents J 29| 30| 31| 34| 40 42 8o 11:3 165 38| 58] 113
General

cost of

living .|34°4/38-0[41°5/53°9! 77°7133:2|220°7/446°1 685-1/1120,2643[2854

Thus up to March 1923 rents had risen as compared with
pre-war figures by only 5th of the figures for clothing, by 5th
of the figures for light and fuel, and by g4th of the figures for
food. It is only because of the relatively small rise in rents that
the cost of living index number, with a figure of 2854, was sub-
stantially lower than the indices for food, clothing, and light and
fuel, which were 3315, 4323, and 5529 respectively.

9 9. Germany—Wages and Salaries

For the War years and for the first years after the German
Revolution and the conclusion of Peace, the available data regard-
ing developments in wages and salaries have not yet been suffi-
ciently examined and calculated to enable one to form a final
judgment. Broadly speaking, the rise in wages for all kinds of
labour from the outbreak of war up to the autumn of 1917 remained
within comparatively narrow limits. Only on the initiation of the
so-called Hindenburg programme did a convulsive rise in wages
show itself. The Revolution brought in its train the legal 8-hour
day, numerous strikes, and other frictional forces, which aggravated
the physical exhaustion and helped to reduce further the already low
productivity of labour. At the same time the power of Labour was
increasing, and in the knowledge of its power Labour was making
claims for higher wages. This resulted in a race between wages and
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prices, in which wages may for the time being have stolen a march
on prices, but were in the long run always overtaken by the latter.

The position as to the relation between prices, cost of living,
and wages is shown in the subjoined statistical table:—

Index of
Average
Index of the Monthly
Weekly Waileﬁecg'
Wages unski
Whole- .
sale | Cost of | Cost of |, (fixed by Lal!)ﬁamed.
) Index Food | Living Agreement) of]| ourers in
Period. Number | (1913/14 | (1913/1 adult Metal | Government
9_ 3/14 9_ 3/141 “Workers Establish-
(_1_913 =1). =1 o paid by ments
=1 Time over the age
uly°191 of 24 in local
J =yx), ' Class A
(end of 1913
=1).
January 1921 14 14 12 .. 11
" 1922 37 25 20 . 20
April " 64 44 34 34 30
July ” 101 68 54 56 57
August v 192 98 78 76 85
September ,, 287 154 133 135 161
October " 566 206 221 193 190
November ,, 1,151 550 446 334 332
December , 1,475 8o7 685 598 552
January 1923 2,785 1,366 1,120 997 888
February ,, 5,585 3,183 2,643 2,326 1,852
March " 4,888 3,315 2,854 2,978 ..
l

The wages of unskilled labour are seen by these figures to have re-
mained, right up to the second half of 1922, in an approximate state
of balance with rising cost of living (including rents), whilst they
had alrecady at the beginning of 1922 fallen considerably below
the rise ih wholesale prices. Even in August 1922, when the
wholesale index had risen to 192, the wages of an unskilled adult
workman in the metal industry had already risen 76 times, and
in the State factories 85 times, above pre-war wages, whilst the
cost of living index for the whole Empire was 78 times the pre-war
figure. In the following months, however, the rise in wages did
not keep pace with the increasing dearness of all the necessaries
of life, the prices of which were rising by tremendous leaps. In
February 1923 the real wages of an unskilled married labourer
in the metal trades were, measured by the cost of living index
of the Imperial Statistical Office, only 88 per cent. of the pre-war
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wages, and the wages of an unskilled married labourer employed
by the State were only 70 per cent. of the pre-war rate. The
drop in prices which has since set in has, taking into account the
stability and even the further rise of wages in some cases, brought
about a certain degree of adjustment.

Wages for unskilled labour should not, however, be taken as
in any way typical of the course of wages for labour generally.
They should not be taken as such even for the group of wage-
earners as a whole, far less for the salaries of commercial and
technical employees, of civil servants, or for professional carnings.

The following statistical table shows the enormous extent to
which the wages in the various groups came to differ from each

other:—

Average Monthly Ii’ages of State Labourers more than
24 Years of Age in Class A Localities

Skilled Semi-skilled Unskilled
Labour Labour [nsb(x) o
(Artisans of (Assistants in (\'\'aqge (x'uri)up
. Wage Group Wage Group .
Period. 111). V). VI1).
: ]
Single. |Married. | Single. }.\xarried.g Single. |Married.
2 f '
A. MoxTHLY WaGEs IN MARKS
End of 1913 150 136 103
January 1921 1,186 1,269 1,123 1,206 1,082 1,165
January 1922 1,924 2,257 1,820 2,153 1,758 2,090
July " 5491 | 6,261 | 5220 5990 | 5075 | 5845
August " 8,302 9,298 7,900 8,902 7,821 8,757
September ,, 15,954 | 17,018 | 15,246 | 16,910 | 14,914 , 16,578
October " 17,654 | 20,718 | 16,846 ! 19,910 | 16,514 | 19,578
November |, 20,848 | 306,192 | 28,600 | 34,044 | 27,872 | 34,216
December ,, 48,404 | 50,904 | 40,384 | 57,824 | 45.448 | 50,588
January 1923 | 78,529 | 90,408 | 75,192 { 93,080 | 73,528 ; 91,416
February ,, 104,944 {201,136 {157,872 | 194,004 154,544 - 190,736
B. RELATIVE FIGURES (END OF 1913=1)

January 1921 8 8 8 9 11 I
January 1922 13 15 13 10 17 20
July . 37 42 38 44 49 57
August " 56 62 50 65 76 835
September ,, 106 117 112 124 145 161
October . 118 138 124 146 1060 190
November ,, 199 241 210 257 271 332
December ,, 323 399 341 425 441 552
January 1923 523 043 553 684 714 888
February ,, 1,100 1,341 1,161 1,427 1,500 1,852
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The rise in the wages of semi-skilled and skilled labour is thus
considerably less than the rise in the wages of unskilled labour.
This observation applies to all branches of industry, and not
only to the wages of workmen employed by the State, and has
caused the difference between the wages of skilled and unskilled
labour to shrink almost to vanishing point. Whereas before the
War the skilled workman employed by the State received 456
per cent. more than the unskilled man, yet in February 1923
the difference was only 54 per cent.

Although this development is unfavourable to skilled labour,
it is even more unfavourable when we consider actual brain
workers. The developments in the salaries of officials illustrate
this.

Average Monthly Salavies of Civil Servants tn Class A Localities
(Wage Group and Family Circumstances)

Higher Middle-grade Junior

Officials Officials Officials
Period. (Group XI). (Group VIII). (Group III).
{
Single. % Married.| Single. |Married.| Single. | Married.
A. MONTHLY SALARIEs IN MARKS (EXCLUDING TAX DEDUCTIONS)
1913 6o8 367 165
February 1922 4,587 5,067 3,007 3,487 1,972 2,452
April . 5,363 0,222 3,814 4,673 2,666 3,524
July " 10,685 | 12,193 7,587 | 9,095 | 5,290 | 6,798
October " 42,267 | 48,611 | 30,084 | 36,428 | 18,382 | 24,725
Deccember 119,837 1 138,487 | 85,295 | 103,945 | 52,116 70,766
January 1923 |195,773 | 220,523 | 139,343 | 170,093 85,140 | 115,890
February ., 412,111 |476,211 [203,323 {357,423 1179,224 ' 243,324
B. RELATIVE FIGURES (END OF 1913=1I)
February 1922 8 3 8 10 12 15
April e 9 10 10 13 16 21
July " 18 20 21 25 32 41
QOctober " 70 8o 82 99 111 150
December ,, 197 228 232 283 316 | . 429
January 1923 322 373 380 463 516 702
February ,, 078 783 799 974 1,086 1,475

The rise as compared with pre-war salaries was, therefore,
considerably less for civil servants of the middle grades than for
those of lower grades, and the higher officials were even worse
off. Before the War the higher official of Group XI rgceived
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3+ times as much as the lower official of Group IIL He now
obtains less than double,

As compared with the wages of unskilled Government labour,
which we shall take as 100, the wages of semi-skilled and skilled
labour and the salaries for the lower, middle, and higher grades
of civil servants, measured by the figures for 1913 and the month
of February 1923 respectively, were as follows:—

Wages or Salary of Married Workers In the Year In February

classified as under :(— 1913. 1923.
Unskilled workmen . . . 100 100
Semi-skilled ,, . . . 132 102
Skilled oo . . . 146 105
Junior grade officials . . 160 127
Middle ,, ,o . . 356 187
Higher ,, po . . 590 249

The middle grade official whose salary before the War was
more than 3} times as much as the wage of the unskilled labourer
does not to-day receive even twice as much. The higher grade
official whose salary was nearly 6 times the wage of the un-
skilled labourer draws to-day less than 24 times as much.

If the conception of “‘real wages” be applicd to salaries, and
if the index numbers of the cost of living calculated by the Imperial
Statistical Office are taken as a basis, we obtain the following
picture for February 1923:—

Index Number of Cost of Living in February 1923 : 2643

g - Real Wages in
Group of Workmen or Relative Figures of | February 1923 as

Officials. Wages or Salaries | Percentages of Real
(1013=1). , Wages of 1913.
- ! Per cent.
Unskilled labour . 1,852 70
Semi-skilled ,, . 1,427 54
Skilled , . 1,341 51
Lower grade officials . 1,475 56
Middle ,, oo 974 37
Higher ,, 'y . 783 30
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Therefore the unskilled workman still drew in February 1923
as much as 70 per cent. of his pre-war real wages, while the higher
grade official had to be satisfied with 30 per cent. of his pre-war
real salary.

The development of the salaries of civil servants is typical of
the wages of ordinary employees. In banking, for example, the
employee who drew before the War for more difficult work
(Group III) 163 per cent. of the salary of the junior bank clerk
(Group I), in February 1923 drew only 113 per cent.

The equalisation of the levels is still further intensified by
the graduated income tax.

Professional earnings, such as those of medical men, lawyers,
university professors, authors, artists, etc., apart from a few rare
exceptions, followed an even more unfavourable course than the
salaries of officials.

% 10. Germany—Quotations and Yields of Securities

Securities are of three types:—

1. Fixed interest-bearing bonds expressed in German currency
(Imperial and Federal State loans, communal loans, mortgages,
and industrial bonds).

2. All kinds of securities expressed in foreign currencies.

3. Home dividend-bearing securities, particularly shares.

The first type has in essentials met with the same fate as
German money. As these securities constitute a claim to a
specified sum of German money, it follows that they had neces-
sarily to suffer the depreciation of the German money in
which they are expressed. Behind the enormous changes in
German currency there were all those influences which in normal
times affect the price quotations of fixed interest-bearing secur-
ities, particularly the changes in the rate of interest for long-term
credit. In the depreciating German currency most of these bonds
were quoted at a rate even lower than that of pre-war days. Not
until tht autumn of 1922 was there any marked improvement
in their rates. This improvement raised the rate of some few
of these securities far above their nominal value. The cause
of this is to be found in rumours that a ““valorisation” of the
securities in question was within the region of possibilities. The
greatest rises were registered by the German loans for occupied
territories, the rate for which went for a time to 20,000 per cent.,
simply on account of a rumour that England would take over these
loans and would convert them into pounds sterling at a favourable
rate. But in the case of other Imperial and Federal State loans
also it was hoped that they would appreciate in value when the
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mark became stabilised. The same applies to mortgage-bonds,
the market-rate of which was raised considerably by the propa-
ganda for the revaluation of mortgage debts.

The Imperial Statistical Office has calculated the following
indices for the fixed interest-bearing securities which are quoted
on German Stock Exchanges:—

Monthly German | German | German | Land Mort
and Im- Pro- | Muni- | Mort- | "% | General
Yearly perial | vincial | cipal gage Bga%e Index.
Averages. Loans. | Loans. | Loans. | Bonds. onds.

Number of

securities . 13. 9. 28. II. 9. 70.

1922.

January . . 87 9o 8y 101 100 93
February . 87 89 89 100 105 ! 92
March . . 88 87 89 98 104 92
April . . 90 80 89 97 103 92
May . . 92 85 00 a7 103 | 2
June . . 93 84 o 90 103 92
July . . 93 82 89 96 103 | g2
August . . 95 8o 80 04 100 | 9o
September . 100 77 86 2 98 | 90
October . . 104 77 83 92 96 | 89
November . 179 9I 95 116 111 I 116
December . 505 104 102 133 123 ¢ 186
Average for year {

1922 . . 135 8n 90 101 105 ! 101

1923. {

January . . 925 127 127 281 174 [ 311
February .| 1,407 152 198 378 259 ! 456

The movements in the quotations of foreign securities are influenced
by the course of the rate of exchange of the currency in terms of
which they are expressed. .

Of special interest is the course of development in the third
category—that is, in dividend-producing stocks and shares.

The course of stocks and shares can be seen from the statistical
table on p. 585, which has been prepared from calculations made
by the Imperial Statistical Office from the beginning of the year
1914, and divided into groups for mining and the heavy indus-
tries, manufacturing industries, trade and commerce.!

! For the method on which these index numbers for shares have been
calculated, see in particular Wirtschaft und Statistik, 3rd year, Nos. 3, 4,
p. 109 et inf.
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Index Numbers of Stocks and Shares calculated by the
Imperial Statistical Office (1913=100.)
Mining and Manu- General
Months, Heavy facturing g; ade and Index
Industries. | Industries. mmerce. Number.
1914.
January . 105 102 102 102
February . 106 104 102 104
March 103 102 100 102
April 100 100 97 99
May 100 98 g8 98
June 99 96 97 97
July 88 85 92 87
1917,
December 144 130 ¢ 102 126
1918.
January . 144 131 * 103 126
February . 147 136 106 131
March 148 138 106 132
April 151 138 107 133
May 157 145 108 138
June 154 143 108 137
July 153 145 109 137
August 100 152 111 143
September 148 143 107 135
October 115 113 96 109
November 99 95 90 95
December 89 89 87 88
191g.
January . 98 99 92 97
February 95 101 93 98
March 92 100 95 97
April 91 99 95 96
May 87 93 90 91
June 93 100 96 96
July 99  {eX 92 100
August 98 103 91 99
September 116 117 98 112
October 132 130 105 124
November 137 130 105 125
Decembeg 144 130 104 127
1920.
January . 204 172 121 166
February 256 212 139 200
March 253 207 136 196
April 231 195 130 184
May 196 169 119 160
June 218 173 122 167
July . 270 191 122 187
August . 295 213 127 204
September . 311 232 136 220
October 337 263 150 145
November 348 282 158 260
December 366 303 159 274
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Index Numbers of Stocks and Shares—continued

Mining and Manu- General
Months. Heavy facturing gga‘:zg’c“c] Index
Industries. | Industries. m ’ Number.
1921,
January . . 366 308 163 278
February . 340 286 159 200
March . . 348 203 159 265
April S 304 306 158 275
May . . 366 312 155 277
June . . 383 348 155 299
July . . 411 408 163 337
August . - 403 484 174 389
September . 614 018 212 492
October . . © 734 825 269 644
November . 1,044 1,189 423 936
December . 791 940 329 731
1922.
January . . 861 970 321 743
February . 1,019 1,099 330 841
March . . 1,162 1,335 349 986
April . . 1,185 [ 1,386 348 1,018
May . . 1,036 1,166 317 873
June . . 1,038 1,070 299 823
July . . 1,158 1,157 320 807
August . . 1,615 1,417 429 1,150
September . 1,740 1,500 534 1,262
October . . 2,922 % 2,309 980 2,002
November . 8,457 5,458 1,904 5,070
December . 13,005 10,510 3,538 8,981
1923. i
January . . 29,623 | 25,017 10,979 22,429
February . 52,845 | 53,288 23,028 45.770
March . . 42,034 39,659 15,590 33,035

The tension which preceded the outbreak of war manifested
itself in a depression of the quotations of stocks and shares, and
the general index number, therefore, fell in July 1914 tb 87 per
cent. of that of 1913. At the outbreak of war Stock Exchange
quotations were suspended. When these were resumed in
December 1917 the general index number was 126. This high
figure was due to the favourable estimate of the position and
prospects of the German industries, and in part also to the depre-
ciation of the German currency, which had already taken place.
Up to August 1918 the rise in the quotations was moderate. The
average for August was 143. The effect of the political and
military collapse was in part balanced by the depreciation of
German money. This explains why the general index of the
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rates of stocks and shares had not by December 1918 fallen lower
than 88. As the mark had by that time dropped to less than
half its original gold equivalent, this index number, recalculated
in gold, meant that German stocks and shares were only about
40 per cent. of their pre-war price.

From the year 1919 onwards the movements in the foreign
rates of exchange became clearly apparent in the Stock Exchange
quotations, in direction though not in extent. In January-
February 1920 the Berlin dollar rate reached for the first time
the figure of 100. This corresponded to a fall of the mark to

Agth of its gold parity. The index for stocks and shares reached
in February 1920 its maximum for the time being with the figure
of 200. Translated into gold, this index number meant about
8 per cent. of the pre-war rate. Nevertheless, in the following
months up to May, the period during which the German currency
improved, therc was a reversal in the quotations, although only
a slight one.

The same development, but much more strongly marked, was
repeated during the second half of the year 1921. The ill-fated
attempt to comply with the London Ultimatum, which precipitated
a rise of the dollar rate to 300 in November, resulted in the first
panic, which was marked by soaring prices on the stock and share
market. The index number of mining and heavy industrial shares
went to 1044, that of manufactures to 1189, and only because the
shares of trading and commercial concerns (particularly bank
shares) lagged behind at 423 did the general index number for
November 1921 stand no higher than 936. As the factor of
depreciation of the mark, as measured by the dollar rates, on the
average of November 1921, amounted to more than 6o, even the
highest and most favourable group index (1189 for manufacturing
concerns) when calculated on a gold basis meant less than 20 per
cent. of the pre-war rate.

The complete collapse of the German currency, which began
in the second half of 1922 and which culminated at the end of
January 1923 with a dollar rate of 50,000 marks (the average dollar
rate of %’cbruary being 27,818 marks), caused the share market to
soar at a rate previously undreamed of. ' The general index of
share prices rose in February 1923 to 45,700, the group indices for
heavy industries and mining as well as for manufactures rising to
about 53,000. As, measured by the value of gold, the mark was
worth only ,&4th of its former value, and as the general index
number of German shares was about 458 times the pre-war figure,
both indices taken together show that, measured in gold, German
shares reached in February 1923 an average of only about 6-9
per cent. of the pre-war price. At that time the gold value of
German shares had even to some extent again risen above the
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lowest figure attained, as will be seen from the following statistical
table:—
Share Index for 1918-1923

On a Gold basis, using the dollar rate as standard

Mining and Manu- Trade and General
Year or Month. Ingggg es. factures. | Commerce. Index.
1918 . . 1006 951 74°5 9I'I
1919 . . 279 29°1 264 282
1920 ‘ . 19:3 152 9'5 144
1921 . . 22°2 21°3 92 179
1922 . . 116 121 35 93
March 1922 .| © 172 197 51 146
June o 137 142 39 109
September ,, . 50 43 15 36
December ,, . 72 5-8 20 50
January 1923 . 69 58 26 5°
February ,, . 8-0 8-0 35 69
March o 83 79 31 67

In these figures the “watering” of the gold capital of German
companies (by the issue of new shares at relatively low prices
in German paper money) has been taken into account by the
addition to the Stock Exchange quotations of appropriate figures
based on the subscription-rights. ~The fall in shares to but a small
percentage of their pre-war gold value is not, therefore, due to
any such watering. This becomes absolutely clear when we
observe the developments in the quotations for shares of such
companies as have in no way increased their share capital since
the outbreak of war. An example is the Gelsenkirchen Mining
Company (Gelsenkirchner Bergwerks A.G.). The shares of this
company were quoted in January 1914 at about 190. Translated
into American money at pre-war par value this price corresponded
to a value for a 1000-mark share of about 450 dollars. On the
28th March 1923 the price of the shares was 67,500 marks, which,
taking the dollar rate at the time at about 21,000 marks, corre-
sponded to a price per share in American money of about 32 dollars.
On a gold basis the price of this important German security, in
no way detrimentally affected by watering, was thus at the end
of March 1923 only about 7 per cent. of the pre-war price.

Thus even the ““intrinsic values” embodied in joint-stock com-
panies underwent considerable depreciation in those days of
storm and stress, and this is shown in the clearest way by a general
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estimate of the value of German shares both at the beginning of
the War and at the end of 1922.

Before the War (on the 31st December 1913) the 5486 German
public companies had a capital of the nominal value of 174
milliard gold marks, their Stock Exchange value being 31-2
milliard gold marks.

Up to the 31st December 1921 the number of German public
companies had risen to 9669 and their nominal capital to 1054
milliard marks. The average share index of the Imperial Statisti-
cal Office for the month of December 1922 was go timgs the pre-
war figure. This index was calculated, however, by adding the
various subscription-rights acquired from time to tjme. Neglect-
ing these additions—and this is necessary in any estimate of the
total share capital available at the end of 1g2z—the index cal-
culated by the Industrie- und Handelszeitung, from quotations on
the 27th December 1922, of 140 shares of various kinds, an index
which was 54 times the pre-war figure, is probably about correct.
As the average level of prices of shares quoted during the year
1913 was about 180 per cent. of the nominal value, we have for the
end of 1922 an average level of 9720 per cent. of the nominal value.
The nominal capital being taken at about 105 milliard marks, the
total value of the share capital at the end of 1922 is thus about
10 billion marks.

The dollar rate at the end of December 1922 was about 7500
marks. This gives one gold mark as being equivalent to 1800
paper marks. The aggregate of 10 billion paper marks of the
German share quotations was therefore equivalent to a gold value
of about 5-6 milliard marks, as against 31-2 milliard gold marks on
the 315t December 1913.  Although, therefore, the nominal capital
of German public companies had risen since 1913—by increased
share capital and by the flotation of new companies—from 17 to
105 milliard marks—that is, about sixfold,—yet the value of the
quotations expressed in gold had fallen to not much more than 4th.?

In the money value of earnings of capital we must differentiate
between interest and share dividends, etc.

The 7nterest earned by capital invested in German currency is
to-day the same in paper marks as it used to be in gold marks.

! While the above calculations were being set up, the Imperial Statis-
tical Office published in Wirtschaft und Statistik, 3rd year, No. 7, a calcu-
lation according to which the gold value of the capital invested in shares
since the end of 1913 in new companies and in capital extensions of exist-
ing companies amounted to 5-8 milliard gold marks. This means that,
translated into gold values, the aggregate stock-exchange value of a// German
shares at the end gf 1922 was even a little lower than the gold value of the
new investments as from the beginning of 1914. The gold basis shows,
therefore, a loss in the aggregate value of German shares which exceeds
somewhat the stock-exchange value of all German shares at the end of 1913.
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The owners of loaned capital have not been able to escape any
of the adverse effects of currency depreciation upon interest any
more than upon their capital stock. i

As regards profits, however, it has not been inherently
impossible to adjust these to the currency depreciation, but such
adjustment has taken place only to a modest extent. How modest,
may be seen from a comparison of the share quotations with the
distribution of dividends.

According to the statistics of the Industrie- und Handelszeitung,
the actual, earnings of share capital on the 27th December 1922,
calculated on the basis of the share quotations at this date and
of the dividends actually paid, were as follows:—

Number | Quzzafion In"tfr:est
C:rtr.l Type of Share. Percentage | Percentage
Al of 1913 of
panies. Quotation. | Quotations.
9 Banks . . . . . 3042°6 034
4 l.oan Issue Banks . . . 6364 0-81
6 Railways and tramways . . 0y95-4 0-07
8 Shipping companies and dockyards 6531°2 o175
6 Breweries . . . . . 14163 0°50
12 Textile factories . . . . 94159 0-25
12 Coal mines . . . . . 066619 011
16 Iron mines and foundries . . 9633-8 014
4 Potash mines . . . . 1 10,102'8 013
12 Metal factories . . . . 500697 o017
10 Machine factories . . . 42584 0-2
15 Chemical factories . . . 34077 025
11 Electricity companies . . . 00354 0-22
9 Paper factories . . . . 54870 0-34
6 Estate companies . . . 160667 ..
140 Average . . . . 54034 i 0:20
i

Thus the average actual dividend earned by German shares was
at the end of 1922 not much more than } per cent. of their quoted
value. Before the War the actual dividend-earning capacity of
German public companies was scarcely lower than 5 per cent.
Measured by share quotations, thercfore, the earnings fell to J;th
of the pre-war rate. As, however, the share quotations them-
selves lagged behind the depreciation in the currency, the fall
in the real earnings of the capital invested in German companies
was actually much greater. In order to obtairta clear idea of
this, one need only compare the dividends declared by German
companies in 1913 with those declared in 1922:
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Quotations of German shares
at the end of 1913 . 31,200 million gold marks.

Total of dividends in 1913

at 5 per cent. . . 1,560 " ), .
Add 5 per cent. for the 5-8

milliard gold marks

newly invested between

1914 and 1922 . . 290 " ) ’

1,850 million gold marks.

Quotations of German shares

at the end of 1922 . 10,000 milliard paper marks.
Total of dividends in 1922
at } per cent. . . 25 » ” ”

The paper mark dividends of 1922 were, therefore, only about
13} times the gold mark dividends of 1913, whereas the paper
mark in 1922 was worth, when the average dollar rate was about
1890 marks, about ;3yth part of a gold mark. This gives the
result that, measured in gold, the dividends of German public
companies in 1922 amounted to only about 55 million gold marks,
1.¢. including the new investments between 1914 and 1922, to only
about 3 per cent. of the amount for 1913.

¥ 11. The Factors underlying Changes in the Value of
Money during the War and in the Post-War Years

In the previous paragraphs we have been able to satisfy
ourselves that the depreciation of currency in the sense defined
above (p. 548), of changes in the exchange ratios to the dis-
advantage of money, has been obvious and universal since the
outbreak of the War—although there are differences in degree from
country to country, and differences in the forms in which it
appears in one and the same country.

We are equally able to satisfy ourselves that, before the War,
the stability of the value of money conformed to the relative
stability ,of the circumstances which affect money, and that, on
the other hand, during the War and the post-war period, the
convulsive disturbances of the exchange relations coincided
with similarly convulsive disturbances of the monetary systems,
accompanied by enormous quantitative alterations in the con-
ditions of circulation and by hitherto unheard-of disturbances in
the relations of the various currencies to each other.

At first sight it would appear that there is a causal connection
between these qualitative and quantitative changes in the mone-
tary systems orf the one hand, and the changes in the exchange
relations between money and all other goods on the other. This
first impression is confirmed upon more careful examination, from



592 MONEY

which we see that the intensity of the disturbances in the exchange
relations in the individual countries varied and still varies directly
in proportion to the extent of the changes in the monetary system
of the country made during the War and the post-war period; in
broad outline the connection between the increase in the circula-
tion of money, the debasement of the currency, and the fall in the
value of money as compared with other economic objects is un-
mistakable. The group of countries described above (see p. 275)
which have by now brought their currency nearly to the former
parity in gold (the United States, Japan, the most important
European and American neutrals, England and the great
Dominions), and which also show only the smallest relative
deviation in the level of their home prices, both as compared with
each other and with the pre-war situation (see above, p. 412),
also register only the smallest increase in currency circulation. In
fact, the downward tendency of the level of prices in most of these
countries during the year 1920 coincides with a systematic con-
traction of their circulation (deflation). France, Belgium, and
Italy have not yet been able to make any marked impression upon
their substantially higher circulation, but they have, since 1920,
bolted the door against any further increase in the currency, and
they take up a half-way position as regards the level of their
exchange rates and prices. In Germany, Poland, and Austria, on
the other hand, to say nothing of Russia, the progressively develop-
ing inflation has gone hand in hand with the depreciation of the
currency and with a general rise in prices and wages.
Nevertheless, we should be acting hastily if, in regard to the
obvious connection which exists in these cases, we were to say that
only one interpretation is admissible, namely, that the cause is to
be found only in the changes in the monetary system, or even only
in the quantitative changes in the circulation of money, and that
changes in the inner and outer value of money—that is to say, in
the position of the currency and in its purchasing power—are
simply effects. Changes in the monetary system, particularly
quantitative changes, do not arise of themselves, or only from
causes which are unconnected in any way with changes in the
purchasing power of money; and changes in the purchasing power
of money need not necessarily be conditioned only by changes
which take place on the side of money. It is, therefore, quite
conceivable that changes in the purchasing power of money,
caused by factors on the side of commodities, may also play their
part in the determination of the changes in the volume of the
circulation. We have seen that in the decade before the War,
fluctuations in the level of prices which sprang from alterations
in the trade cycle manifested themselves in fluctuations in the
demand for money, which latter caused an expansion or a con-
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traction of the elastic portion of the circulation—that is, of the
circulating notes. Here, therefore, we had not a causal con-
ditioning of prices by changes in the circulation, but, on the
contrary, a causal conditioning of changes in the circulation by
prices—that is, through the purchasing power of money. What
in those days was possible on a smaller scale of fluctuations due
to the trade cycle cannot be inherently impossible in the wider
sphere of war and post-war developments.

In point of fact, the first impetus to the enormous displace-
ments in the sphere of monetary systems, of the circulation of
currency, and of the purchasing power of money came from
the side of commodities. The War immediately precipitated a
gigantic increase in the demand for all goods necessary for the
equipment and provisioning of armies which numbered millions.
At the same time it brought about a considerable disturbance and
diminution in the production of goods, partly by the withdrawal of
millions of the most productive workers, partly by the adaptation
of production to the special requirements of war, and partly by the
obstacles to, or complete stoppage of, the import of foreign raw
materials. The enormous unproductive consumption on the one
side, and the throttling of production on the other, must of them-
selves, and quite independently of changes in the sphere of the mone-
tary system, have brought about a marked tendency to rising prices.

Of course, on the side of the monetary system also, important
qualitative and quantitative changes occurred immediately after
the outbreak of war. Such were the inconvertibility of the paper
notes and the setting in motion of the printing-presses in order
to satisfy the State’s urgent demand for money for purposes of the
War. But the rise in the supply of money brought about by this
type of war finance was accompanied, at all events in the first
week of the War, by a similar rise in the demand for money, the
cause of which was not the general rise in prices, but primarily
the fact that credit was seriously shaken, that there was a panic
hoarding of cash and a diminution in the use of arrangements for
payments based on credit which normally economise cash.

These forces which counteracted to the inflated issue of paper
money were at first so great that instead of an abundance of money
there was a marked and threatening shortage. Great stringency
of money, while prices were rapidly rising—the very co-existence
of these two influences so unmistakable in the first weeks of the
War,—shows that in those days the decisive cause of the rise in
prices—that is, of the diminution of the purchasing power of
money—could not have lain on the side of money, but must be
sought on the side of goods exchangeable for money.

Naturally the financing of the War by printing notes could not
have been without influence on the purchasing power of money.



504 MONEY

Whilst the acquisition of supplies by means of taxes or by long-term
loans only transfers the available purchasing power from private
persons to the State, the issue of paper currency creates additional
purchasing power which enters into competition with the avail-
able purchasing power, and which accordingly, other things being
equal, must cause prices to rise—that is, it must cause the pur-
chasing power of money to diminish (see above, p. 490). But
this tendency manifested itself in Germany in the early days of
the War only by relieving the money shortage, and not by any
oversupply of the demand for money.

As the War progressed, Germany pursued the policy of counter-
acting the ris¢ in the circulation of paper money by raising a war
loan every six months, and from 1916 onwards by war taxes also.
How far these steps were successful and the degree and rate at
which the paper circulation grew, notwithstanding these counter-
measures, has already been shown above (p. 240 ¢f s¢q.).

The growth of the paper circulation was, in conformity with
the course of war expenditure and with the successful raising of
war loans, quite moderate up to the autumn of 1916. Notwith-
standing the extension of the war areas, the increase in the number
of military effectives, the greater and improved equipment of the
army with war machinery of all kinds, and the far greater con-
sumption of munitions, it was still possible in those days to keep
war expenses more or less stable at about 2 milliard marks a month ?
by a policy of severe economy and by careful control of the prices
paid for war material of all kinds. The subsequent acceleration
in the issue of paper money and the lagging of War Loan results
behind war expenditure coincided with the higher calls on resources
due to the “Hindenburg Programme,” and with an alteration in
the policy of the army administration in regard to prices. Con-
tracts for deliveries, instead of being made at fixed prices, came
more and more to be based upon the cost of material and wages
plus an addition for profit. This system of determining prices
meant that purveyors of war supplies lost all interest in keeping
down the prices of materials and wages, and necessarily led to a
considerable rise in the cost of war material. At the shme time
the policy of rationing, strictly applied during the first half of
the War, and the fixing of maximum prices for articles of daily
consumption, were being rendered more and more nugatory by the
loosening of public morale and by illicit trading (Schlcichhandcl).
Thus, as the War progressed, there were, not only on the side of
money but also on that of commodities, important factors which
would have sufficed to bring about large alterations in the exchange
relations between money and goods. N

Added to this, as the war areas and the occupied territories

1 See the author’s Weltkrieg, vol. ii, pp. 136, 173.
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East and West expanded, Germany had to provide with her
currency a larger territory than before the War, and as the
obstacles to credit and to the methods of payment based on
credit continued to operate, it is open to question whether, for
the actual period of the War up to 1918, there was in reality in
Germany any “inflation” in the sense of an excess cover of the
monetary demand by the issue of new circulating media, especially
as (see p. 573, above) the rise in the level of prices was at that time
smaller in Germany than it was in any of the other belligerent
or in neutral countries. The President of the Regichsbank,
Havenstein, with whom the author, as Secretary of State for the
Treasury, and later as Secretary of State for Home Affairs and
Representative of the Chancellor in the management of the bank,
was in closest contact during those yeard, steadfastly held the view
that there could be no question of any “inflatjon”” in view of the
amounts tied up in the cash reserves of the army and of industry,
in view of the amounts required in the war areas, and in view of
the incrcased demand, due to rises in prices and wages, con-
ditioned by the War and independently of currency policy.

Nevertheless, it must be admitted that the rise in prices would,
even during the War, have been certainly more moderate if the
tendencies in this direction on the side of goods had been retarded
by currency policy and had not been reinforced by the continued
increase in the note issue. This is particularly clear in connection
with the policy of the army authorities. The policy of the army
authorities in fixing prices for war supplies on the basis of the cost
of material and wages plus an addition for profits, which was the
primary cause of the rise in prices of war material and thereby of
the increased demand for money, and the heavier pressure upon
the note-printing presses, would not have been possible to the
extent to which it occurred if the printing-presses had not been at
the absolute and unrestricted disposal of the army authorities.
Generally speaking, it may be said that a monetary circulation
which cannot be increased arbitrarily, in itself constitutes a con-
siderable obstacle to large rises in prices. When this obstacle
on the side of monetary supply is relaxed, or is even completely
removed, the effect of all the tendencies operating on the side of
commodities must become correspondingly greater.

The factors tending to alter the exchange relations between
goods and money, and operating on the side of both, were just as
intertwined in the case of the other belligerent States as they
were in Germany.

In so far as the neutral States are concerned, a demand for
money by the State was either not met by the printing of notes,
did not occur, or was so met only to a restricted extent. Never-
theless, we see also in these countries phenomena similar to those
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which appeared in the belligerent States. The rise in prices in
those countries was scarcely less than the rise in the countries
which actually participated in the War. The increase in the
circulation of currency had, it is true, its origin largely in the gold
which the belligerent States were obliged to give up, but it must be
remarked that to the increase in the monetary gold reserves and
to the bank notes covered by this reserve there was almost every-
where to be added an increase in the uncovered note circulation
(see above, p. 240). The impetus to this course of development
was doubless that the demand by belligerents for all types of war
material and for the necessaries of life became swollen and sought
to satisfy itself by the keenest competition. The vehicle of this
demand was primarily the gold which the belligerent countries
took from their own resetves and from their own circulation, but
in addition therc were also the credits which the belligerents
raised in neutral countries. The influx of gold acted as a means
of directly increasing the circulation; and the credit which must
ultimately have increased the calls upon the neutral note-issuing
banks had indirectly the same result. The greater demand by the
belligerents for goods caused, accordingly, not only the rise in
prices but also the increase in the circulation of neutral countries.
It thus appears as the primary cause of the inflation phenomena.
But, on the other hand, we must bear in mind that it is quite
possible that the increased demand by the belligerents could not
have become effective on the neutral markets if the belligerents
had not been in a position to offer gold, which directly increased
the circulation, or to obtain credits, which had the same indirect
effect. Thus in the case of neutrals also we find that the factors
which operate on the side of money and those which operate on
the side of the other goods are very closely intermingled.

After the War, events followed different courses in the various
groups of countries. Most of the so-called ** victorious countries”’
and the neutrals were in a position to put a stop to inflation by
financial and banking measures. Some even found it possible to
adopt a systematic *‘ policy of deflation.” By contracting the circu-
lation a lowering of prices and of wages was aimed at and achieved.

In the States which were most scriously hit by the outcome of
the War and by the conditions of peace, the post-war period, as
we have seen (on p. 240 et 1uf., above), brought a further increase
in the circulation of money and a further revolution in all exchange
relations, which phenomena overshadowed everything which had
happened in this sphere during the War.

At first sight it would appear that the decisive factor in this
connection is the demand for money by the Stite, which was not
satisfied by any other means, and which accordingly resulted in
the issue of paper currency. Particularly in Germany does the
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enormous increase in the ““floating debt” of the Reich, through
the discounting of Treasury bills at the Reichsbank, which was
accompanied by a correspondingly large increase in the note
issue, appear to be sufficient to explain everything else.

But here also the connection is not quite so simple.

Side by side with the financial considerations affecting the
State there for the first time entered into play factors of a general
economic and social nature, which had their effect, in part directly
on the monetary conditions, and in part indirectly on the develop-
ment of the financial circumstances of the State.

The War did enormous damage to the productivity of Germany
through the consumption, destruction, and spoliation of German
capital (in this category of spoliation we include the €onfiscations of
German capital invested in foreign countries, of the merchant fleet,
and of the capital invested in the German colonies and the European
territories separated from Germany), and perhaps still more so
by the weakening of the working strength of the German nation
(by death and the disablement of millions of men in their prime of
life, and by the after-effects of the blockade). The Revolution and
the mentality which it produced in a large section of the working-
classes, who lost all sense of any relation between productivity
and the reward of labour, added to the damage wrought to the
economic strength of Germany. Coal production per man em-
ployed in the mines fell to little more than 60 per cent. of the pre-
war figures. A similar drop in productivity as compared with
pre-war times is to be found in the large industrial and commercial
concerns. In agriculture the aggregate cereal crops yielded 17
million tons in 1921, as compared with 28 million tons in 1913.
The maintenance of the standard of living at nearly the level
reached before the War presupposed a substantial increase in the
productivity of labour, having regard to the damage wrought to
the processes of production by the War and its result. But
claims were put forward and effectively pressed to raise the
standard of comfort and at the same time to reduce the intensity
of labour. This could have but one result—a race between wages
and prices such as we have witnessed in the last few years. The
social and political position of Labour was sufficiently strong to
enforce higher wages notwithstanding the fact that less work was
done. As the profits of capital had shrunk to a minimum, the
higher wages could be paid only if higher prices could be obtained
for the products. But higher prices raised the cost of living and
brought about fresh demands for higher wages, which in turn led
to a further rise in prices. And what was the part played by
money in this vidous circle? The race between wages and prices
gave rise to a corresponding increase in the demand for money,
both on the part of the people and on that of the financial
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administration of the State. A monetary organisation which
offered resistance to such an expansion of the monetary demand
would thereby have put a stop to the race between prices and
wages. The acute shortage of money would have brought about
a collapse of wages and prices, probably accompanied by crises
and catastrophes. The German monetary system, however, makes
possible in practice an unlimited expansion of the circulation, and
it offered no such resistance. The monetary machine and its
working, therefore, aided in the development pursued by wages
and prices, but only in a secondary and passive manner. The
increase iu the issue of paper money is, within this complex of
phenomena, not the cause but the consequence of rising prices
and wages. At the same time, the fact that it was possible for
paper money to be issued in unlimited quantities provided the
necessary condition for unlimited increases in prices and wages.

As things went ‘on, the position of German currency .on the
foreign exchange market came more and more to play the dominant
part in the developments in prices and in the position of German
currency. In considering the monetary conditions in Germany,
the view widely held, especially abroad, is based on the pure
quantity theory, and accordingly regards the increase in the
circulation of paper currency in Germany as the cause of the rise
in the level of German prices and of the depreciation of the cur-
rency. On closer examination, however, we find that cause and
effect are here interchanged, and that the increase in the amount of
paper money circulating in Germany is not in fact the cause but
the result of the fall of the German exchanges and of the con-
sequential rise in wages and prices.

This is demonstrated most clearly by the events which took
place from the time when the London Ultimatum was accepted, in
May 1921, to the time when the highest dollar rate so far reached
was registered at the end of January 1923.

During this period the following changes took place in the
factors, which are of essential importance in this connection:—

May 1921. 23rd or 25th Jan. 1923.
Floating debt of the Reich 175 milliard marks. 2,200 milliard marks.
Note circulation of the

Reichsbank . .71 " " 1,654 " "
Wholesale index number
(r913=1)—
for home products 127, " 2,872 . "
,, imports . . 152 ,, ' 5,360 " "
General index number . 131 " " 3,286 . .
Berlin dollar rate (M. for §1) 62:30 ,, " 21,546 ' "

Thus in the twenty months which followed the @cceptance of the
London Ultimatum the floating debt of Germany was multiplied
12} times, the note issue of the Reichsbank 23 times, the wholesale
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index number for home products 226 times, that for imports 353
times, and the dollar rate 346 times.

If “inflation” had been the cause, and the depreciation of the
German exchanges the effect, then, in accordance with the theory
of the classical English economists, events would have developed
on the following lines: An increase in the paper circulation causes
a corresponding rise in the level of prices at home. These higher
prices encourage imports and make export more difficult. They
tend, therefore, to make the trade balance, and with it the balance
of international indebtedness, unfavourable. When, the latter
balance is passive, the demand for foreign currency increases and
the rates of foreign exchange are forced up. A glange at the figures
given above shows, however, that this chain of reasoning does
not apply; in fact, it is immediately obvious that in the case of
Germany the increase in the note circulation,.did not precede the
rise in prices,and also that the depreciation of the currency followed
it but slowly and at some distance of time. The twenty-three-fold
increase of the note circulation cannot possibly be the cause of the
I0 times greater rise in prices at home and of the 15 times greater
rise in prices of imports and of the dollar rate. A conception of
the general and comprehensive outline of the interplay of causes
in these developments can, in fact, be obtained only if foreign
exchange is made the starting-point.

For the following, if for no other reason, the collapse of the
German exchanges will be seen to be in no way related to the
increase of the note circulation. At a dollar rate of 21,546, the
rate quoted on the 25th January 1923, a gold mark was worth
about 5000 paper marks. The note circulation of the Reichsbank,
which at that time amounted to 1654 milliard paper marks, thus
represented a value of only 330 million gold marks. This is not
much more than J;th of the gold value of the German currency
circulating before the outbreak of war. It is, of course, true that
the War and the Peace conditions restricted the economic activity of
Germany, and thereby also the money turnover, and, further, that
the rise in home prices was considerably less than the rise in the
rates of the gold exchanges at the end of January 1923; neverthe-
less, there can be no doubt that the economic requirements of
Germany could not possibly have been met by a circulation of
woth of its pre-war gold value, and that, therefore, the increase
in the circulation could not have kept step, even approximately,
with the depreciation of German money. This also explains why
the catastrophic collapse of the mark, which began towards the
middle of 1922, was, notwithstanding the avalanche of notes,
accompanied by dn acute shortage of money, which led to unprece-
dented rises in the rates of interest charged by the Reichsbank, and
the still greater rises in the rates charged in private transactions.
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The theory which attributes the collapse of the German
currency to “inflation” is based on the petitio principii that the
foreign value of money, which finds its expression in the rates
of foreign exchange, can be determined only by the quantitative
factor of the paper circulation. In the above case, however, in
which it has just been shown that the increase in paper remained
far behind the currency depreciation, the causes of the collapse in
the foreign exchanges, which are independent of the development
of the paper circulation, are quite clear. We are dealing with a
country whose international indebtedness, quite apart from pay-
ments and deliveries due under the Treaty of Versailles, was
passive to the extent of about 3 milliard gold marks,! and the
London Ultimatum added to the country’s indebtedness an annual
payment of ‘‘reparations® estimated at about 3-3 milliard gold
marks. To this were added the payments imposed upon Germany
for the “clearing” of pre-war debts and gold payments to the
occupying Powers. The annual passive balance of the German
balance of international indebtedness was thereby increased to
more than 7 milliard gold marks. Anyone, then, who took the
trouble to form a true estimate of the position could not doubt
that the attempt to fulfil these impossible obligations would
necessarily result in a complete collapse of the German currency.
On the occasion of the negotiations concerning the acceptance or
rejection of the London Ultimatum, the author predicted, in agree-
ment with the President of the Reichsbank, that the acceptance of
the Ultimatum and an attempt to observe its terms would lead to
an abysmal fall of the German currency (Sturz ins Bodenlosc).
The unavoidable catastrophe became evident when hopes, built
upon an attempt to fulfil the Ultimatum, proved to be ill-founded;
when the announcement, made in desperation, of the German
willingness to pay did not prevent the loss of Upper Silesia in the
autumn of 1921; when the conference held in Genoa in May 1922
failed; when M. Poincaré, by opposing all suggestions for a
revision of the London plan, succeeded in June 1922 in preventing
the settlement of the reparations question by an international loan,
and a month later replied to the German request for a moratorium
by giving notice of the ““policy of productive sanctions,” and by
threatening to occupy the Ruhr area; and when finally France
and Belgium in January 1923 initiated their policy of open violence
by invading the Ruhr.

The necessary and direct consequence of the soaring gold
exchange rates, in which the collapse of the German currency
found expression, was a corresponding rise in the prices of all
commodities which Germany imported from cduntries with high
exchanges. Owing to the importance of imports for feeding

3 See the author’s Politsh der Erfillung, 1922, pp. 24, 25.
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the population and for German industry, the high cost of imports
would, of necessity, be reflected in wages and salaries, and
ultimately also in the prices of goods produced in the country.
The extent to which this state of affairs increased the private
demand for money, and the calls by German concerns on
the Reichsbank, is shown by the expansion of the trade bills
discounted at the Reichsbank during the period of collapse.
Bills of exchange held by the Reichsbank grew from 4946 million
marks on the 7th July 1922 to 697,216 million marks on the 31st
January 1923. The rise in wages and salaries, combined with
the higher prices of all materials, led of course to a*rise in the
expenses of the Reich, and as the revenues of the Reich could not
rise at a corresponding rate, the floating debt, @#hd accordingly
the calls of the Reich upon the Reichsbank, were forced up. The
stock of Treasury bills discounted by the Reichsbank rose from
185 milliard marks on the 7th July 1922 to 1609 milliard marks
on the 31st January 1923. These enormously increased calls by
the German public and by the financial authorities upon the
Reichsbank could only be met by the bank by an increase in the
note issue—from 173 milliard marks on the 7th July 1922 to 1984
milliard marks on the 31st January 1923.

The chain of causes and effects is, therefore:

First came the depreciation of the German currency by the
overburdening of Germany with international liabilities and by
the French policy of violence. Thence followed a rise in the prices
of all imported commodities. This led to a general rise in prices
and wages, which in turn led to a greater demand for currency by
the public and by the financial authorities of the Reich; and
finally, the greater calls upon the Reichsbank from the public and
the financial administration of the Reich led to an increase in the
noteissue. In contrast, therefore, to the widely held view, it is not
“inflation” but the depreciation of the currency which is the first
link in this chain of cause and effect. Inflation is not the cause of
the rise in prices and of the depreciated currency, but the latter is
the cause of the higher prices and of the greater volume in the issue
of paper 'money.

The above reasoning, far from being contradicted, is confirmed
by the course of events from the end of January 1923 to the time
when this book was completed. These events may be summarised
as follows: A fall in the dollar rate from the maximum point of,
roughly, 50,000 marks at the end of January to 22,000 marks,
and its approximate stabilisation at this figure ; a fall of the index
number for imports from 11,176 on the 5th February to 6577
on the 24th March, and of the index number for home products
from 4925 to 4477 during the same period ; a rise in the stock of
bills held by the Reichsbank from 697 million marks at the end of
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January to 2586 million marks in the middle of April, in the stock
of discounted Treasury bills from 1609 to 5440 milliard marks,
and of the note issue from 1984 to 5838 during the same period.

Thus during this period prices fell with an improving exchange.
The fall was most marked in the prices of imported goods, which
previously had directly and completely followed in the wake of
the rise in the gold exchanges. The fall in the prices of home
produced goods was less marked, as these had not previously
adjusted themselves to anything like the same extent to the
higher rates of exchange. Yet while rates and prices fell, the note
issue increased threefold during these ten weeks.

It is scarcely possible more clearly to prove that prices are in-
dependent of the quantitative factor of increase in circulation, and
to demonstrate their dependence upon the course of the exchanges
than by noting the fall in the level of prices and in the rates of
exchange while the fiote issue was increasing in excess of anything
previously known. Thus far, therefore, the events from the end of
January 1923 confirm the conclusions drawn from the events in the
preceding period. On the other hand, in so far as the increase in
the note circulation depends on the depreciation of the exchanges,
the course of development in the last ten weeks in which improve-
ment in the exchanges coincided with enormous increases in the
paper issue appears to contradict the experiences of the preceding
period. But this contradiction is merely a superficial one. We
need only bear in mind that the rate to which the dollar had, by
the intervention of the Reichsbank, been forced down in February,
and at which it had been approximately stabilised up to the second
half of April (20,000 to 22,000 marks), is three times as high as the
rate quoted even at the beginning of January 1923, and that the
adjustment of the circulation to the depreciation of German money
at a dollar rate of 20,000 to 22,000 marks, and to a wholesale
index number of, roughly, 4800. had at the beginning of February
by no means been reached, and has not even to-day (at the end
of April 1923) been fully reached. As compared with the position
in May 1921, we have for the 24th March 1923:

A dollar rate which has risen from 62-3 to 20,915—that is,
335 times.

An index number for imported goods, which rose from 15-2 to
6577—that is, 435 times.

An index number for home products, which rose from 12-7 to
4477—that is, 353 times.

A note circulation of the Reichsbank which went up from 71
to 4956 milliard marks—that is, 70 times.

Even to-day, therefore, we have, as compared with the
position in May 1921, a depreciation of the currency, measured
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by the standard of the dollar rate, and a diminution in the pur-
chasing power of money at home, measured by wholesale prices,
roughly five times theincreasein the note circulation. That thenote
issue went on increasing even during the fall of the dollar rate and
its stabilisation, is due to the fact that the process of adjustment
of the currency in circulation to the level of prices as conditioned
by the position of foreign exchanges had not been completed.

Thus a study of the general developments since the acceptance
of the London Ultimatum shows that the chief factors in the
unexampled revolution in the exchange relations between money
and all other values are to be found on the side of money, not,
however, in the quantitative variations in the circulation, which
is so frequently regarded as the only conceivable eause of altera-
tions in the exchange relations between money and goods, but
in the rise in the rates of foreign exchange brought about by
Germany having been overburdened with foreign liabilities and
by political events. The quantitative change in the circulation
appears as an ultimate effect of the currency depreciation.

Even, however, in this chain of cause and effect the quanti-
tative changes in the circulation are not merely effect. We need
not enter into the question whether the avalanche of notes loosed
by currency depreciation and by its direct effect on prices and
on the expenditure of the Reich would not, in the long run, exceed
the volume required for adjustment to the higher level of prices
and wages, and so lead to an inflation in the strictest sense of
the word, which would, in its turn, necessarily result in a further
rise in prices and wages and a further pressure on exchange rates.
But independently of any such possibility it may be said that
a monetary organisation which offered serious resistance to the
unlimited expansion of the circulation would necessarily have
exercised certain reactions on the course of the level of prices
and wages, and also on the course of the foreign exchanges, which,
owing to the relative ease with which the circulation of the
German currency adjusts itself to the increased monetary demand
caused by currency depreciation and by the rise in the level of
prices and wages, have not occurred. But such reactions would
have taken place, if at all, at the cost of uncontrollable crises
and catastrophes; because if we were to follow the good advice
given to us, and lay aside the note-printing presses, whilst the
factors which adversely affect the German currency continue to
operate, we should be depriving German economic life of the
media of circulation necessary and indispensable for trade, for
salary and wage payments, etc., so that in a very short time the
local authorities and the State itself would be unable to pay their
creditors, officials, and workmen. Then, in a few weeks, not only
the printing-presses, but also the mines and factories, the railways
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and post-offices, and the State and communal administration, in
short, the entire communal and economic life, would be at a stand-
still. The collapse of economic life, of the State, and of society
would, however, do away with the insensate idea that the German
nation is capable of meeting such tremendous reparation claims,
and would thus destroy the root of the evil.

From the above explanation it follows that the “‘quantity
theory” does not go very far towards the complete solution of the
problem of the value of money. In considering variations in the
exchange relations between money and other goods, utilities and
services exthangeable for money, we are dealing with a many-
sided complex of phenomena in which effect and counter-effect
are so closely ixtermixed that, although the quantity theory may
offer general rules for their disentanglement and elucidation, it
cannot devise a formula of universal application.

9§ 12. The Effects and Concomitants of depreciated Money
viewed in the Light of recent Events in Germany!?

If, on the basis of the experience of the last few years, we
attempt to co-ordinate the depressing and confusing jumble of
events connected with the idea of ‘depreciated money,” these
events and phenomena may be classified as follows:—

1. Displacements in the relative wealth and income of the
various groups of the population (the problem of distribution).

2. Changes in the movements in the economic system (the
problem of production).

3. Disturbances in the sphere of public finance (the problem
of finance).

1. The Problem of Distribution

The depreciation of money, as expressed in the exchange rela-
tions between money and other goods, is not a uniform phenomenon.
The variations in the exchange relations themselves differ extra-
ordinarily in degree. Claims of all kinds expressed in fixed sums
of money share to the full the fate of the depreciating money.
Intrinsic values which do not represent money, such as real and
personal property, means of production, articles of use and con-
sumption, rise in price in terms of the depreciating currency, though
the degree of the various increases differs. The same applies to
utilities and services. Therefore, when a depreciation of money
as enormous as that which Germany has had to suffer after the
War takes place, there are vast disturbances of wealth and income,
and accordingly of the social stratification of the nation.

What strikes the eye most is the alteration in the relations

! [The reader is requested to remember that thesé passages all refer
to the period anterior to the stabilisation of the German currency in
November 1923, after the death of the author.]
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between creditor and debtor. The depreciation of the German
currency to ygopth part or less of its original gold equivalent is,
in practice, synonymous with total expropriation of all original
claims expressed in German currency and of incomes accruing
therefrom. What proportion of the total national income is here
involved is illustrated by the following figures :—

Careful calculations gave for the aggregate national income
of Germany before the outbreak of war a figure of about 210
milliard gold marks.! Evidences of indebtedness issued by the
Reich, and by the individual States, communes, and associations of
communes, amounted to a total of about 25 milliard gold marks.
The bonds in circulation issued by German land-mortgage institu-
tions amounted to about 18 milliard gold marks, atd industrial and
similar bonds to about 5 milliard gold marks. In all—excluding
mortgages not represented by mortgage bonds and excluding also
other long-term money claims not represented by securities—we
had, before the outbreak of war, an aggregate of long-term money
claims to the amount of at least 60 milliard gold marks. During
the War nearly 100 milliard marks were added in War Loan, so
that at the end of the War the long-term money bonds amounted
to about half of the aggregate national wealth available before
the War. We must further take into account life insurance
policies, endowment policies, and annuities. Endowment insur-
ance alone amounted in 1912 to about 16 milliard marks. To this
we must add deposits in the public and other savings banks, the
amount of which, at the outbreak of war, was about 20 milliard
marks, and over 30 milliard marks standing to the credit of clients
in German financial institutions.

The owners of all these securities and bonds, in so far as they
did not dispose of or encash their claims betimes, now possess,
as a result of the depreciation of money, only a fraction of
a thousandth part of the original value measured in terms of
gold, of foreign high-value currencies, of wholesale prices, of
the cost of living, or in terms of any other kind of standard. If
a man possessed in those days in the form of such securities and
bonds 2 capital sum of one million marks and an income of 50,000
marks, he could well be regarded as a man, of substance who did not
know what it meant to worry to provide himself with food, and
who could allow himself every comfort and luxury; nowadays a
man with the same nominal wealth and income is, unless he can
earn a living by his own work, a beggar. A million marks
represents to-day the income and expenditure of an unskilled
workman for three months. Interest amounting to 50,000 marks
represents the wages of labour for four or five days! And we
have to remember that in Prussia in the year 1917 out of 1,980,608

! See Deutschlands Volhswohlstand, 18881913, 7th ed., 1913, p. 112,



606 MONEY

persons possessed of a fortune of 6000 marks or more, there were
only 10,363 persons with more than a million marks.

German capital invested at fixed interest, representing an
accumulation from the work and savings of generations, and con-
stituting a large part of the aggregate private wealth, has thus
been practically destroyed by the depreciation of money, and with
this destruction went the basis of subsistence of large sections of
the population living, in the main, on inheritances and on their
own savings. This catastrophe has hit, not only the workman
with deposits in the savings bank and the so-called ‘‘small
capitalist,” rfot only the middle classes, but also those of the once
rich, whose wealth consisted in German bonds. These classes of
““ capitalists”’ did not, in Germany, constitute a class isolated from
those actively engaged in production, but were in fact closely
intermingled with the producing classes; they had very largely
accumulated their wealth from the results of productive activity,
and used it both as an insurance for old age and more especially
for bringing up their children to be useful members of society,
or for the service of the State. These classes, whose savings
enabled them to employ capital for purposes over and above
those of providing themselves with the elementary necessities of
life, at the same time handed on the torch of economic and in-
tellectual progress. How far the catastrophic destruction of these
classes is affecting and will affect the further development of
Germany cannot be estimated.

We must next try to find who profited by the losses suffered
by the owners of bonds and of fixed interest-bearing securities,
for debts and claims stand in a reciprocal relation, in which loss
on the one side must be balanced by profit on the other.

The largest debtor, considering the enormous sums of War
Loan and of Treasury bills, the period of which is continually
being extended, is the Reich. The Reich has, in effect, seen its
indebtedness, which at the end of the War amounted to about
150 milliard marks, shrink to practically nothing. But the
advantage reaped by the State by the removal of this burden has
not been visible under the pressure of other factors with which
the Reich has been burdened. In March 1923 the average daily
expenditure of the Reich amounted to 156 milliard marks—that
is, the nominal amount of expenditure in one day was more than
the entire indebtedness of the Reich spread over more than four
years of war! The Reich has not become any richer by the losses
incurred by its creditors, any more than a bankrupt concern is
made the richer by such losses. Any advantage which might
have accrued to the Reich by the continued reduction of its debt
has throughout been more than counterbalanced by the growing
deficit in its budget. The position is similar in regard to the debts
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of the States and communes. Nowhere do we find that the
destruction of the property of creditors is really counterbalanced
by an increase in the property of the debtors. The depreciation
of money thus works in such cases as an absolutely destructive
force, and not as merely a redistribution of wealth.

A different aspect, however, appears to be presented by the
depreciation of money claims against private debtors, 1.e. of land
mortgages, loans raised by industrial concerns, deposits in savings
and other banks. In these cases the losses of creditors appear to
have as their counterpart a corresponding enrichment of the debtors.

But in these cases also the matter is not quite so stmple. First
of all there must be excluded as possible vehicles of gain all those
undertakings and institutions whose own obligatéons to pay have
their counterpart in their own momey claims against others.
What ordinary and savings banks gain from their creditors by
the depreciation of money, they lose as against their debtors
and in the matter of their holdings of fixed interest-bearing
securities, mortgages, etc., which they hold as cover for their
own liabilities.

Certain reservations must, however, be made in those cases in
which the debtors possess assets, consisting of ‘‘goods’ which
correspond to their liabilities in terms of German money, t.e.
property owners and farmers who have mortgages on their
property, or industrial undertakings which work with consider-
able bank credits or have issued bonds. The nature of the factors
which, in their ultimate effects, in such cases also show a counter-
part to the enrichment of the debtor resulting from the deprecia-
tion of money, and which can in part wipe out such enrichment,
is most clearly shown in the case of house property in towns.
Certainly in these cases monetary depreciation operates as an
instrument which almost completely relieves the mortgagor of his
debt. But is this freeing from debt, even in a partial degree, to
his advantage? The control of dwellings and of rents has up till
now been able to keep the prices of these so low, when compared
with the rise in all other prices, only because the owners of houses
have been practically freed from their mortgage debt by the
depreciation of money. If in the years since the War the owner
of a house had been under an obligation to pay interest on the
mortgages which he owed, even approximately on the basis of
their original gold value, it would have been quite impossible to
have preserved his rents on a basis which in February 1923
corresponded (as is shown by the cost of living figures issued by the
Statistical Office of the Reich) to only 4th of the index figure for
food. The figuge for rent was 58 and that for food 3183. The
burden of protection of tenants has thus been borne not only by
the house-owner but also by the owner of mortgages on town
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property. The profit from the depreciation of these mortgages has
not entirely fallen to the share of the house-owner. Another part
of it, up till now by far the greater part, has been consumed by the
tenantsin the form of rents, which have remained at figures far below
the depreciation of money. In this we have another instance of
absolute consumption and not of a redistribution of wealth.

The compulsory control of agriculture, and latterly also of
bread prices, has had effects similar to those resulting from the
protection of town tenants. This policy could not have been
carried out without the process of debt reduction which was
brought about by money depreciation. The mortgage creditors
have contributed substantially to the cheapening of the necessaries
of life, and theix mortgage claims have, in large part, been con-
sumed by the masses in the form of cheap bread.

In the case of industrial and commercial undertakings we
observe that the after-effects of the War and of the Revolution
have resulted in working expenses rising considerably more than
production. The falling off in the physical working capacity of
workers, the systematic shortening of working hours, the fight
against methods of labour which give an impetus to work, the
calls made upon the forces and hours of labour by unproductive
occupations, the contraction of sources of supply of raw materials
by the crippling of the territory of the Reich, and the increased
cost and difficulty of importing raw materials from abroad and of
exporting the manufactured product caused by the loss of the
German colonies and of the greater part of German undertakings
abroad, as well as by the surrender of the German merchant fleet
—all these factors necessarily affected detrimentally the pro-
ductivity of labour. The result was that the net output shrank
and the real capital itself was in many cases consumed, so that
only the apparent gains due to the depreciation of money were
seen, and they concealed the true state of affairs. In this process
of development the release from both long- and short-term debts
caused by the depreciation of money had frequently no greater
effect than that of merely a trifling counterweight to the heavy
burdens thrown upon the processes of production. These4nroads
into the essentials of production were not only a burden to the
entrepreneur in conducting his business, but even more so to the
creditor whose claims were the first to be swallowed up.

The losses, calculated in all as about 200 milliard gold marks,
suffered by the owners of fixed interest-bearing values and bonds
have thus only partly enriched the debtors; in part they were
swallowed up by the evanescence of German wealth, a process
to which the entire economic system was subjected.

How little this evanescence of German wealth was confined to
fixed interest-bearing securities and claims is shown by the figures
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given above (para. 10) in the quotations of prices, etc., of German
stocks and shares. It is true that as, at the end of 1922, the
quotation of German shares was on the average 54 times the
pre-war rate, and, with subscription-rights, even 9o times, this
was enormously more favourable than the position of the fixed
interest-bearing papers, which remained at their nominal value ;
but as the dollar rate at that time gave for one gold mark the value
of 1800 paper marks, the ninetyfold price of shares in paper marks
was only #yth of-their original value in gold money. And although
in the year 1922 the total dividends of public companies reached
the amount of 25 milliard paper as against about 1560 million gold
marks (the figure of the year 1913), so that this was certainly more
than 16 times as much on the nominal value, ye? in gold value it
was only about 3 per cent. of the totalof 1913 (see above, p. 591).

The insufficient adjustment, as seen from the share quotations,
in the value of industrial and commercial property to the deprecia-
tion of money as expressed in the foreign exchange quotations, in
the price level and in the cost of living, has its cause not, or at least
not primarily, in material depreciation of the technical equipment,
machinery, etc., of business concerns, but in the alteration in the
conditions of profitable working of such concerns, which follows
partly from the reduction, already dealt with, in the productivity
of the economic processes, and partly from the heavy burden of
the changes in the distribution of the results of production between
capital and labour.

It has been shown on p. 545 ef seq. how great is the influence
upon the process of depreciation of money of the power wielded
by various economic groups—buyers and sellers, employers and
employed. Now the power of labour, as against that of capital,
has been very much increased by the War in the whole world, and
especially in Germany, in which country this end has been aided
by eternal political convulsions, so that, while labour in Germany
could not altogether escape the consequences of the frightful
weakening of German production, it was yet able to shift a very
considerable part of these to the shoulders of capital, and to
bring aBout a far greater degree of adjustment of its wages to the
money depreciation as expressed in prices and in cost of living
than the capitalist was able to do in regard to his capital.

The displacements in this sphere as compared with pre-war
days, even as early as the year 1920, are shown in 2 memorandum
published in September 1921 by Deutsch,! the Chairman of the
Board of Directors of the General Electric Company (A.E.G.).?
The memorandum is based upon an investigation of the circum-
stances of 152 eompanies with a nominal capital in shares and

! [Published by the Berlin Chamber of Commerce.)
' Aligemeine Elektrizitits Gesellschaft.
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bonds (including reserve funds) of about 10 milliard marks and
an aggregate of 1,350,000 employees and workmen.

In the case of these 152 companies the business year 1919-20
showed:

Salaries and wages paid . . 16 milliard marks.
Rates and taxes " o . 22 ”»
Dividends o e . 650 million ”

Expressed in percentages we thus have the result that of each
100 marks the amounts spent under each of these three headings
were :

On salaries and wages . . 84'9 marks.
,, rates and taxes . . .17,
,» profit on capital . .34
Total . . . 100 marks.

The profit on capital thus amounted to only 4 per cent. of the
salaries and wages paid.

On the average of the ten years 19o8-1917 the same com-
panies showed, for every 100 marks:

Salaries and wages . . %6-7 marks.
Rates and taxes . . . 117,
Profit on capital . . . 116,

Thus the profit on capital amounted at that time to over 15
per cent. of the wages and salaries paid.

Already in 1920 the share allotted to profit on capital had been
decreased, in relation to the share allotted to wages and salaries, to
little more than one-fourth of the corresponding amount for the
years 1908-1917. This process has been going on ever since.
After many sample tests we are driven to the conclusion that
in the year 1922 the share of the profit on capital was scarcely
more than I per cent. of the wages and salaries paid.

Even this beggarly share could accrue for the shareholders only
because, apart from the drop in the real value of their debts, the
amounts placed to reserve, at each rise in the paper mark figures,
remained, in their gold value, far below those which were pre-
viously regarded as necessary; and because, further, the writing-
off of proportions of the original prices paid for plant, etc., lost all
relation to the cost of future replacement in terms of paper
money; and, finally, because apparent profits on the stocks of
goods, which by reason of the depreciation of money stood in the
books at the end of the business year at figures higher than at the
beginning of the year, have frequently been treated as real profits.
Actually a great many German concerns are living on their assets.
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Not only are the profits allotted to capital taken from the assets,
but also wages and salaries are in part actually paid from the
assets of undertakings.

The results of the tax on capital profits and of the income tax
confirm this view. Even in the financial year 1921, the former
tax, which, as is known, raised at the source 10 per cent. of all
income from capital (interest on bonds and securities, dividends,
and other distributions of the profit of industrial concerns), pro-
duced 1487 million marks, .. about 5 per cent. of the amount
of 28,146 million marks produced by the income tax. In the
financial year 1922 the capital tax, with a figure of 2688 million
marks, yielded only half of 1 per cent. of the produce of the income
tax which brought in 533,341 million marks. Thlus, as compared
with the income tax, the results of the capital tax diminished to
one-tenth between the years 1921 and 1922. In fact, in the
month of March 1923 the result of the capital tax—3505 million
marks—was only -27 per cent. of the amount of 189 milliard marks
yielded by the income tax. As the effective rate of income tax,
taking the considerable allowances made to the lower grades of
income into account, could not, on the whole, have substantially
exceeded the 10 per cent. which is the basic rate for the tax on
profits of capital, these figures show that the income from capital
in the last year of the catastrophic collapse of the German currency
became an almost negligible part of the aggregate national income.
This course of developments is pointedly illustrated by the fact
that the financial authorities of the Reich have had to abandon
the collection of the tax on capital profits, as the costs of collection
exceed the amounts collected. The tax on interest on capital has
now been embodied in the Corporation Tax (Act of the 3oth
March 1923, amending the tax laws as necessitated by the
depreciation of currency).

But the development has not been confined to a radical altera-
tion in the relations between capital and labour. Even within
the wide category of labour itself the adjustment of wages to
monetary depreciation has not been uniform. The wages of
unskilled labour have in the main followed the rise in the cost of
living, whilst the adjustment to the higher level of prices lessens
where more highly skilled and mental work are concerned. If,
measured by the cost of living, the unskilled labourer in the
employ of the State drew in February 1923 70 per cent. of his
real pre-war wage, and the higher official only 30 per cent.;
if at the end of this chain we see the indescribable misery
of the professional man; if we contrast all those phenomena,
which we are acqustomed to describe by the phrase “intellectual
misery,”’ with the position of the cigarette-smoking, undersized
‘ proletarian,” we recognise that, in the struggle for existence



612 MONEY

engendered by the impoverishment of the German nation and by
a depreciated currency, the “horny hand” has so far had the best
of it, and that the German nation is threatened, not only by a
material, but by a spiritual, proletarisation. The problems ari ing
out of the destruction of interest-earning savings and the levelling
down of wages for intellectual and specialised work are not so
much questions of the distribution of wealth and income as of
the future fate of the German economic and cultural system.

2. The Problem of Production

Our remarks concerning the results of the depreciation of the
currency in the sphere of wealth and income have shown that these
effects and concomitants ¢o not exhaust themselves by merely
revolutionising the distribution of wealth and income, but that
they also affect the productive efforts of the country.

The very weakening of the national consumptive capacity, and
the redistribution within such diminished consumption brought
about by the destruction of income from savings and by the
depreciation of real values, must in any case have caused a
serious disturbance of production. In addition, the productive
apparatus is crippled by the insufficient creation of new capital
and by the loss of existing capital as explained above. Insufficient
writing-off and allowances for future replacements and improve-
ments constitute a danger which cannot be underestimated.

Apart from the threatencd incapacity of German industry to
maintain competition by a constant renewal and development of
its machinery, there is the danger of the gradual wearing out of
the available equipment. Expenditure upon the scientific and
technical examination of methods of production is restricted to a
marked degree. Deutsch is right when he says in the memorandum
mentioned above:

“German industry marched at the head of technical progress
before the War by the creation of new plant, and by the cease-
less study of new ideas as they arose. The situation has shifted
in a terrifying degree to the disadvantage of Germany. The
distressing position of our currency makes it almost impossible
for us to compete with countries which enjoy a stable currency,
and it seems scarcely possible to raise the enormous funds
necessary for modern progress and in order to bring our factories
to the most efficient state and to create for our products an ever-
widening market. As long as German industry is no longer in
a position to raise large sums for new construction, patents, and
research it cannot regain its previous position and reputation
in world trade.”

Even worse is the fact that the levelling of wages for all kinds
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of labour not only does harm to the wages of our skilled workmen,
our engineers and technicians, our skilled commercial employees,
our economic organisers and leaders, and, in fact, of all our brain
workers, who by their activities indirectly advance the process of
production, but by withholding from them the necessary means
for their education and services and by damping their enthusi-
asm and capacity for work, endangers to the gravest extent the
training of a new generation to take their place in the future.
Everyone who knows how much German trade and industry, no
less than German agriculture, are indebted to the skilled labour,
the technical and scientific education, and the activity of German
scientists and students, can imagine the import of this danger.
In this course, spiritual proletarisation will eaccentuate and
accelerate maternial proletarisation. e

But we need not concern ourselves with future forebodings,
for the depreciation of money of itself jeopatdises the very basis
of every rational economic organisation. Violent fluctuations in
the value of money render illusory all exactness in calculation and
all accounting. The prices of materials, wages and salaries, and
other expenses can no longer be calculated in advance, prices to
be obtained for products can no longer be estimated, and unfore-
seen fluctuations in money value upset all calculations of profits
and make it impossible to proceed on a methodical system. The
changes in money value which take place in the course of the
economic year swell balances and show illusory profits where
actually heavy losses have occurred. When the deciding factor
in regard to the success or failure of business transactions is
primarily the state of the currency, then diligent and rational
work loses value and becomes discouraged. Economic life be-
comes dominated by speculation which demoralises the masses of
the population, and those elements come to the fore which find
their peculiar capacity in exploiting the movements of the con-
tinually fluctuating prices of values which represent wealth. Just
as honest work, so also thrift is killed. Where values vanish over-
night there is no point in accumulating them. Quick profits are
quicklysspent. Impoverishment is supplemented by waste.

The disturbances in the economic positjon are aggravated by
the very high rates of interest. In April 1923, the Reichsbank
raised its official discount rate to 18 per cent., a figure never
previously known. In private transactions very much higher
rates are paid. In these high rates we find expression of the fact
that, as has been shown above (p. 604), the increase in the volume
of the circulation has been far from keeping pace with the de-
preciation of mgney, and, further, that the lenders of money
endeavour to insure themselves against the risk, during the period
of the loan, of any loss due to further depreciation of money.

VOL. II. 40
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It has been argued that all these factors which paralyse
productiveness may be counteracted by the impetus given by
falling exchange to the export trade of the country concerned.
It is true that certain branches of German industry were, for a
time, able to undercut prices on the world market in competi-
tion with foreign industry. But this “dumping” was weakened
by the considerable export duties imposed by the German Govern-
ment, by additions, based on the exchange, made to export duties,
and by various restrictive measures which have been imposed
upon German exports by a number of foreign States. If, notwith-
standing all this, German concerns can still compete on the world
market, a competition which is considered as a throwing away
of goods, it is orly by reason of calculations which do not suffi-
cently heed the depreciatior of money in connection with stocks
of goods, with writing-off, and with the formation of reserves—
that is, at the cost of the essential means of business, and, accord-
ingly, at the expense of the future.

On the whole, the effect of the depreciated currency on the
German export trade has not been able to prevent a smaller reduc-
tion in German imports than in German exports, as compared
with the last year before the War, so that a very unfavourable
balance of trade has resulted. In the four years 1919-1922,
imports amounted in all to 25-5 milliard gold marks, exports to
only 14-5 milliard gold marks, the passive balance of trade being
thus 11 milliard gold marks. On an annual average of those four
post-war years, imports recached 60 per cent. and exports only
36 per cent. of the position of 1913, the passive balance of trade,
amounting annually to 2-75 milliard marks, being thus nearly five
times as large as in 1913. Far from being improved by the
breakdown in the German currency, the German trade balance
has aggravated the collapse of that currency.

On the other hand, the collapse has produced to the full the
other effect expected by theory, namely, that of rendering im-
possible the investment on favourable terms of foreign capital in
Germany. No foreign capitalist would consider it a practical
proposition to give German concerns or German publie bodies
credit repayable in German currency. The heavy losses which
foreign speculators have suffered through such transactions in
German marks have frightened them away. The German who
seeks credit must, therefore, in so far as he may still be able to
obtain it from abroad, bear the risk of possible rises in exchange,
and over and above this he must submit to very severe conditions
in regard to interest and commission.

Apart from the lending of capital, foreign investors have shown
great interest in German securities, an interest w}u'ch, however, is
most serious for Germany. The fact that the prices of rural and
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urban land and of shares in all kinds of German undertakings
have not risen to a degree at all corresponding to the depreciation
of the currency, makes it possible for foreign capitalists to procure
German securities of all kinds for a mere song. It has been shown
that, translated into American dollars, the shares of the Gelsen-
kirchen mines stood at the end of March 1923 at a price which
was only about 7 per cent. of the price in January 1914, notwith-
standing that this concern did not in any way water its capital
by the issue of new shares. And yet these Gelsenkirchen mining
shares are a relatively favourable case. The total share capital
of the ““Deutsche Bank,” with a nominal value &f 800 million
marks, represented at the end of March 1923, when the quotation
was about 250 times as much, a value of 200 miMiard paper marks
—that is, 10 million dollars. In 1918, for the purpose of buying
the shares of the Deutsche Bank—which at that time had a
nominal value of only 250 million marks—America woyld have
required 60 million dollars—that is, six times as much as would
be required to-day to buy the entire capital, which has been
increased threefold! As a result, the transfer of German in-
stitutions to foreign ownership has taken on terrifying pro-
portions. A very considerable part of the house property,
especially in large towns, has been so transferred, and shares in
world-renowned German industrial and trading concerns are
being continually bought up by foreign purchasers to an extent
which cannot be fully ascertained. In many cases this course
of events rendered it necessary to make special provision by the
creation of preference shares with a greater voting power and
the tieing up of these shares in reliable hands, to prevent the
direct control of the concerns passing into the hands of the foreign
purchaser. The sale of German goods at ridiculously low prices
has, therefore, been supplemented by the much more serious and
more widespread sale, at similarly ridiculous prices, of German
productive wealth. The German nation is thus in danger of
becoming the slave of foreign capital.

It is true that the depreciation of money is not the primary and
only caese of this fateful development. The destruction of a large
part of the German national wealth, the paralysis of the German
power of production, and the passing into foreign hands of German
economic institutions, are all rooted in the consequences of the
result of the War and in the Treaty of Versailles. The depre-
ciation of German money cannot be properly understood unless
considered in conjunction with these deeper causes of German
misery. But the depreciation is the most important medium
through which those causes operate.
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3. The Problem of Finance

The depreciation of money has caused disturbances in the
budgets of public corporations no less serious than those which
have been caused in private households and firms; in fact, as, in
the case of public budgets, the counteracting factors which operate
in private concerns are to a large extent lacking, the disturbances
are even more far-reaching and threatening. Budgeting whilst
money continues to depreciate becomes a farce, and attempts
to make revenue meet an expenditure which increases like an
avalanche beCome absolutely a waste of effort. At each new fall
in the value of money the material and personal expenses adjust
themselves to tle depreciation of money in the prices, salaries,
and wages which must be paid; whereas for a large part of the
revenue such adjustment is either impossible or is possible only
at a very slow rate. An immediate and direct adjustment is
only possible in the case of those taxes which are raised by way
of a percentage of the value of products or turnover (¢.g. taxes
on coal, turnover, and capital transactions). This is also the case
with deductions made at the source from wages and salaries, and
with income tax deducted at the time when the wages and salaries
are paid. Finally, it is possible with taxation levied at the source
on profits on capital, although in that case only to the quite minor
degree to which the profit on capital itself becomes adjusted to
the depreciation of the money. No adjustment takes place in
the case of taxes on consumption which are raised by specified
amounts of money based on the measure or weight of the taxed
commodity (e.g. taxes on beer and sugar). A slow adjustment
which always lags behind the depreciation of money takes place in
the case of taxes on income and wealth which have to be assessed,
because in such cases several months at least are required for
the purpose of assessment for a past period of time, or for a
definitely fixed assessment date, and the tax is then paid in a
currency which has once more become depreciated as compared
with the currency in which the income was drawn and the
wealth assessed. An automatic adjustment is impossible until
the currency has been stabilised. The law of the 31st March
1923, which provides that the depreciation of the currency
should be taken into account in connection with taxation, offers
no solution to this serious problem, and is only an emergency
measure.

The serious consequences, notwithstanding the unprecedentedly
heavy taxation, which these circumstances have brought about
in the finances of the Reich may be seen from the Budget for the
ﬁnbancial year 1922-23. This is shown in the following statistical
table.—
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This table shows that the enormous burden of taxation which the
German nation imposed upon itself was not by any means borne
in vain up to the second half of the year 1922. The revenues
of the Reich, which, whilst the currency remained relatively stable,
were rising rapidly (column 2), were sufficient not only for the
expenses of the internal administration (column 3), but the grow-
ing surplus (column 4) sufficed for the necessary subsidies to
various working departments, railways, and post-offices (column
5), and still left a fair surplus (column 6) after these subsidies had
been paid. In June 1922 the surplus after the ordinary expendi-
ture of the Reich had been met reached the maximum figure of 10-5
milliard marks. The surplus of the revenues of the Reich over
the administrative expenditure and the subsidies to the various
working departments amounted in April to 7-2, in May to 78,
in June to 7-7, and in July to 3-8 milliard marks. At the average
rate of exchange for the dollar in each of these months, the
surplus in the quarter from April to June amounted to a little
more than 100 nlillion gold marks a month, and in the four months
from April to July it aggregated about 350 million gold marks.
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These surpluses were available for the expenditure required for
the fulfilment of the Treaty of Peace. They did not, of course,
nearly suffice for these requirements, but the total deficit in the
budget of the Reich, including such expenditure, was decreasing
month by month up to June (column 8).

A complete change in this favourable course of development
in the finances of the Reich occurred when in June the Conference
of Bankers in Paris failed to regulate the reparations question by an
international loan, and when the French entered upon their policy
of violence and brought about the total collapse of the German
currency. The surplus in the revenue of the Reich over expendi-
ture on administration and subsidies again changed to a deficit,
and in proportioa as the dollar rate rose (column g) so also the
deficit increased until ultimately, in the month of March 1923, a
deficit of 3 billion marks was registered.

The exchange cfisis has thus become for the Reich, the
finances of which were on the high road to consolidation, a financial
catastrophe. The floating debt of the Reich, in which almost
fantastic developments are most clearly visible, rose from 312
milliard marks at the end of June 1922 to 528 milliard marks at
the end of September, to 1822 milliard marks at the end of
December, and to 8274 milliard marks at the end of March 1923.
It is, of course, true that, as from the month of January 1923, the
enormous calls caused by the French invasion of the Ruhr helped
in the downfall of the Reich’s finances; but the decisive turn had
already taken place at the beginning of the second half of 1922,
when the fresh collapse of the German currency was brought
about by French policy. Thus in the sphere of public finance
also does the depreciation of money act as a medium for the
forces which threaten the economic and intellectual life, and
the political and social order of Germany with destruction.

9 13. The Ideal of a Currency with a Constant
Purchasing Power

The final paragraph of the previous editions of this beok also
contained the above heading; yet in the days when the previous
editions were written we had a state of the monetary system, not
only in Germany but in almost all countries of economic import-
ance, which, in so far as stability of money value is concerned,
appears to us to-day an ideal state. In those days there was an
interesting theoretical problem, a problem which played an im-
portant part in scientific literature but which was of no very great
consequence in economic life. To-day, however, we are faced with
a practical problem of the utmost importance, for the solution of
which there is pressing need, a need as pressing as is that of a sick
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body for medical help. In these circumstances the question arises
how far the earlier theoretical speculations still hold good in the
light of recent experiences, and how far they are of use for any
practical solution of the problems forced upon us by the develop-
ments of the last few years. For that reason we shall begin by
giving the final paragraph in the form in which it appeared in
previous editions.

The Old Line of Argument

The desire for a stable currency is due to an appreciation of
the results of changes in the value of money which are contrary
to the principles of justice and which adversely affect economic
development.

A money is sought, the supply of which can constantly be
kept in equilibrium with the demand, so that of itself it may not
influence general economic processes.

However much greater may be the security for a stable basis of
monetary value which is offered by the precious metals, especially
by gold, in comparison with other articles of value, and however
much this degree of security can be increased by the elastic com-
plement which the modern monetary system offers by means of
media of payment based on credit, yet in the case of currencies
based on the precious metals, the value of money is exposed to
inherent influences which cannot be regulated by any plan.

In contrast with metallic currencies, we have found in paper
currencies an organisation of money which, from the purely
theoretical point of view, appears to place the control over the
value of money in the hands of the State. In such an organisa-
tion, the supply of currency is not dependent on phenomena which
are more or less beyond our powers, such as the output of the
precious metals or the international movements of these metals.
It is, in fact, entirely dependent upon the will of those authorities
whose duty it is to issue the paper currency. The very nature
of such an organisation of money would make it appear possible
to have, at all times, absolute equilibrium between the supply
of and the demand for currency, and so to secure stability of
value, with complete independence of the currency from any
economic phenomena.

A paper currency pure and simple constitutes in a certain sense
the extreme point in the historical development of money.
Whereas originally only articles of utility fulfilled the functions
of money; whereas metallic coins can at any time be transformed
into articles of utility by being melted down and worked up; and
whereas the value of these coins depended, at first exclusively and
later partly, upon the possibility of their being so transformed,
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paper currency can be used only as money, and it is the pure
embodiment of the money function. Both justice and the public
interest, as well as the historical development of money, seem
to point to paper currency pure and simnple as the ideal organisa-
tion of money. .

There exist, however, certain obstacles which cannot be over-
come in practice and which make it impossible for us to reach this
goal, which is logically the ultimate point of the development of
money. So long as our economic and political institutions continue
to be organised on their present lines, and so long as our insight
into the econemic connection of things is not much greater than
it is in the present state of the science of political economy, paper
currency will continue to be regarded in practice as an anomaly,
and the connection of the, value of money with one of the
precious metals will continue as the most desirable and the
normal state of affairs, and this for the following reasons:—

At first sight one would regard it as an advantage of paper
money pure and simple that it places the State in the position of
regulating the issue of money in accordance with the demand
for it, and so of keeping money value absolutely stable, but great
difficulties stand in the way of giving practical effect to this
advantage. In the first place, we have no reliable criterion for the
changes in the value of money. We need only look at scientific
writings on money in which the criterion for an insufficient cover
of the demand for money was sought partly in the fall of prices and
commodities and partly in rising rates of discount, and we need
only contrast with this the actual course of development in the
last decades before the War as set out above (p. 563), in which not
rising discount rates and falling prices, but rising discount rates
and rising prices coincided with each other. According to the
view of those who see an exact index of the value of money in
more or less complicated statistics of prices, it would have followed
that under a monetary system which placed the complete regula-
tion of the supply of money in the hands of the State, the currency
in circulation in Germany in the years 1897-1899 and from 1904
to 1907 should, in order to have counteracted the genera} risc in
prices, have been considerably contracted, and this when the
official rate of discount was at times 6, 7 and even 74 per cent. !
The crises which would have been precipitated by such a “regula-
tion of the value of money” are almost inconceivable. The con-
trary policy would, on the other hand, have been pursued if the
view held by those who see in the movement of discount rates the
criterion of the demand for money had been acted upon, for under
this conception the circulation of currency would have been
increased by an expansion in the issue of paper money by the
granting of credit at lower rates of interest, and this must have
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still further artificially encouraged overproduction and overspecu-
lation. If, however, we take the view that the factors which
operate on the side of money and also, and to an enormously pre-
ponderating extent, the changes brought about in our economic
organisation by the movements in the trade cycle, find their ex-
pression in alterations of prices and rates of discount, then which
of these concrete phenomena should we take as the point of
departure for the regulation of the value of money?

But the insufficiency of our knowledge is not the only obstacle.
At least as important is the absence of any certainty that in the
case of a paper currency pure and simple, the machirery by which
the issue of currency is regulated would be handled in accordance
with the dictates of justice and of publicinterest. &ven to the State
itself the unrestricted possibility of making money out of nothing
is too tempting for us to feel quite certain that there would be no
misuse of the power for fiscal purposes. Added to this, especially
in these times of economic controversies, a fight would result be-
tween the interests concerned, and this fight would, in the absence
of an objective criterion, be decided in advance, not by reason and
justice but by brute force only. On the one side we should have
all those who owe money fighting for the greatest possible issue
of money and for the largest possible diminution in the value
of money, and on the other side we should have creditors and all
those in receipt of fixed salaries, dividends, and wages who would
be interested in the preservation and the increase of the value of
money. The fight which would be waged round the value of
money would, more than any other economic conflict between
various interests, necessarily lead to the demoralisation of eco-
nomic and of social life. Such destructive controversies can be
avoided—not completely, as otherwise we should never have had
a ‘“‘currency question”—by placing the value of money in a
position of dependence upon one of the precious metals, the value
of which is not within the sphere of influence of the economic
parties, and the properties of which give a greater guarantee of
security for an approximate stability of its value than has so far
been observed in any other commodity.

The association of the value of money with that of one of the
precious metals is, however, not necessary merely for the p
of absolving the State from a duty which it cannot fulfil, and for
preventing its regulation from becoming the bone of contention
between brutal interests. It finds its main justification in the
requirements of international trade. Disturbances caused in
international trade relations by fluctuations in the reciprocal
relations of valye between the currencies of various countries
have already been fully explained. We have seen that in practice
it is possible to eliminate these fluctuations only because the
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various countries connect the value of their money with one and
the same money substance. The developments in the last decades
(before the War) have brought about a state of affairs in which the
majority of the countries which participate in the world’s com-
merce have established the value of their money on the basis of
gold. If these countries had paper currencies the values of which
were independent of any concrete commodity, and which were
regulated by measures of the States, which for their part would
depend upon the irresponsibility and the changing power of con-
flicting interests, then a relation of any stability between the
moneys of thé various States could not subsist, so long as the total
issue of paper currency for all the States was not uniform and so
long as it was not controlled by one central institution. The con-
ditions precedent for such a paper currency would be no less than
those which would be necessary to ensure perpetual peace.

We may regret and criticise the fact that in a monetary system
which is built up on a metallic basis the value of money is domin-
ated by forces which cannot be controlled by us and which may
conceivably at some time or other lead to a serious redistribution
of wealth and to considerable disturbances in the economic
situation. The past history of the monetary system may, how-
ever, reconcile us in this matter, as in so many other spheres, to
the incompleteness which is inherent in all human arrangements,
because the history of the various paper currencies forces us to
the conclusion that the provisioning of a country with money, and
consequently the determination of the value of money, is usually
most unsatisfactorily regulated when the greatest degrec of control
is exercised by the human element. Even those who have the
greatest belief in the capacity of humanity for intellectual and
moral development cannot doubt that many a year will pass before
the deficiency in human knowledge and the power of human self-
seeking and passions will be suficiently overcome to enable money,
which is the carrier of all economic relations, to be freed without
risk from its association with a universally accepted value.

The proper method for minimising the imperfections of moneys
based on a metallic standard, imperfections the existenceof which
no one denies, lies in the development of those methods of pay-
ment and of banking which increase the degree to which money
can adjust itself to the requirements of the country, and which
thereby limit disturbances which are detrimental to the stability
of money value.

New Considerations
During the last few years the view has bean confirmed that
stability in the value of money is subjected to the most serious
disturbances just in the case of paper currencies which, on purely
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theoretical grounds, permit of a methodical and complete adjust-
ment of the circulation to the demand for money, and accordingly
render possible the control of monetary value. We have seen
that the factors which have compelled us to give up the gold
standard and adopt a paper standard also, so long as they con-
tinue to operate, make it impossible systematically to regulate
the currency and the value of money on the basis of the paper
standard. It has further been shown that economic life and
the State, as soon as the pressure of circumstances relaxes, find
a point of support for the stabilisation of the local money in the
money of such foreign countries as have retained the gold basis
rather than in any criteria available in the country itself, criteria
which might have been considered theoretically for the purpose
of fixing money value. When the ecomomic and financial recovery
of England cnabled that country to take in hand the reconstruction
of her monetary system, this was not done by taking as a fixed
norm of monetary value some index number of wholesale prices, of
cost of living, or of wages, but the dollar rate which corresponded
to the original gold parity, just as in the past Russia, Austria-
Hungary, Argentine, and other countries which attempted to
change from a greatly fluctuating paper currency to a stabilisation
of money value, endeavoured to attain a fixed rate of exchange
with gold standard countries.

The writer is convinced that Germany, too, when conditions
become appropriate for a stabilisation of the value of money, will
attempt to solve the problem, not on the artificially constructed
basis of index numbers, but by the simpler method which is in
practice sufficient to establish a fixed relation with the currencies
of gold standard countries, just as the Reichsbank in January 1923
actually attempted to put a stop to the rise in prices—that is, to
stabilise the internal value of money—by stabilising the dollar rate
—that is, by way of the external value of money. If, however, the
economic and financial strength of the country is not sufficient to
bring about such relation with a stable foreign currency, then we
cannot see how this strength can be sufficient to establish a fixed
index number, which is at the best a conglomerate of prices and
wages. The dollar is a simple and indisputable entity, which
nowadays ranks throughout the whole world as the standard unit
of value. The regulation of the mark on the basis of the dollar rate
which is quoted from day to day on the foreign Exchanges is
infinitely more easy to effect than would be its regulation on the
system of index numbers, the construction of which must always
be controversial and the application of which would necessarily
entail the collectipn of masses of statistical data as well as tedious
calculations. Over and above this, the technical possibility of
regulating the relation of the currency to a foreign money unit by



624 MONEY

influencing rates of exchange has been explored in practice ina num-
ber of important cases; whereas the problem of stabilising money
value on the basis of index numbers constructed artificially from
a large number of prices and wages has so far nowhere been tried,
and if it is to be carried out by the expansion and contraction of
the currency circulation, it must stand or fall with the pure Quantity
Theory. The only practical aim which we should have, therefore,
is that of establishing a fixed rate of exchange with the money of
the world market—that is to say, a fixed ratio of value with gold.
Under the present political, economic, and financial circum-
stances this énd still lies in the far distance. It is, therefore, easily
understood that the many circles which suffer by depreciation
and fluctuations in the value of the German currency do not
allow themselves to be coonforted by the prospect of attaining
this goal, but give hard thought to the question of discovering a
method by which, pending the final reconstruction of the German
monetary system on a stable basis, it would be possible to alleviate
the existing evils and to avert the serious dangers which threaten.
These endeavours frequently masquerade under names which
make it appear as if the aim were to introduce a new stable
medium of circulation in place of the continually depreciating
mark. Such designations as ‘‘gold mark,” “Neumark,” *Fest-
mark,” “ index mark’ must give rise to such an impression. In
point of fact, however, we are dealing in the case of such en-
deavours (which have already been mentioned above in the
paragraph on the overthrow of the nominalist theory of value
by the depreciation of money) with a somewhat different phenom-
enon. These attempts aim at retaining as a medium of circula-
tion, because necessity drives us to it, the present fluctuating mark,
which may possibly depreciate still further, but they at the same
time aim at creating a new criterion for the true value of money
debts and of the usual services which must be paid for in money,
such as wages and salaries, etc. Thus Geiler defines the aim as
that of “‘ creating immediately a stable internal measure of value,
and this, in view of the impossibility of any real basis, at first only
in the form of an abstract unit of account” (Neumark). * Side by
side with this stable unit of account the present currency would con-
tinue to be valid as a medium of payment and would, therefore, be
placed in a changing relation to it. In accordance with this system
the paper mark would continue to be a medium of payment for
money debts expressed in this new unit of account, but for the
purpose of determining the amount of paper marks to be paid in
settlement of the debt, the ratio would be taken in which the paper
mark stood to the fixed unit of account. The “Neumark” would
then be the basis of the “Inland Purchasing Power of the Mark,”
which would be fixed by combining the existing index numbers.
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A number of other attempts have been made on similar lines,
except that in some cases, instead of the home index number, the
average of the rates of the gold exchanges for specific periods
of time, or the gold mark, is taken as a basis.

Geiler urges the gradual and optional introduction of his
‘“Neumark,” admitting its use in the register of landed property as
well as permitting its employment in striking balances, in legal
decisions, and in insurance business. Others, on the other hand,
are in favour of a more general and compulsory introduction,
possibly even with retrospective force in regard to money con-
tracts previously concluded. ¢

We have, however, pointed out elsewhere that by separating
that which is ““in obligatione” from that which ie ““in solutione,”
the unity of the monetary concept is &plit into two in a manner
which cannot be permanently sustained. It was further pointed
out that in the rye bonds and coal bonds—more recent instances
have to be added to these in the shape of the gold bonds of
the Rhein-Mine-Danube Company and the potash bonds of the
Prussian States—the separation of the actual content of value from
the medium of settlement of the money debts has been brought
into actual being by way of unfettered agreement in individual
concrete cases. This solution deprives money of its property as a
store of value, in so far as debts payable in money are concerned,
but the need of a stable store of value, which retains the ad-
vantages of being a claim for money without participating in the
depreciation of money, is to some extent met by the contrivance.
It does not, however, provide in any way against any further
depreciation in the circulating currency. In any case we may
perhaps say that the creation of such “valorised loans” does not
make it impossible either to retard or to accelerate the process of
depreciation of the money.

The position is substantially different when, in one form or
another, an index currency is applied to the reward for services.
In so far as wages and salaries are concerned, the index currency,
whilst retaining the depreciating media of circulation, must in
practice result in a system of ‘‘sliding-scales” for rates of wages
and salaries. The results of practical experience of this system
are available, especially from Austria, and are by no means
encouraging. In a ‘“‘“memorandum regarding the sliding-scale for
salaries” presented in September 1922 to the German Reichstag,
the following remarks are made regarding the Austrian
experiences :—

“In Austria, wages and salaries have been adjusted to the cost
of living index bgth in trade and in industry, as well as in the
case of State employees; in the contracts with the industrial
employees, the sliding-scale addition was first made by the salaries
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increasing or decreasing by a multiple corresponding exactly to
the increase or decrease in the cost of living. . . . The adjust-
ment took place at short intervals, at one time even, by reason
of the rapid increases in the cost of living, twice within fourteen
days. This system made it clear that in the purely, mechanical
adjustment of wages to cost of living the increase in that cost was
frequently overestimated. It became clear at the negotiations
carried on for the purpose of fixing the index that endeavours were
being made to base the index on as high prices as possible so as
to force it upwards. This led to excessive increases of wages and
produced a“°fresh wave of rising cost of living, which in turn
necessitated a renewed increase in wages. It became more and
more evident that those who received wages had no interest in
any cheapening of articles,of necessity, and that in fact, acceler-
ated increases in the cost of living at each point of time when the
index came to be cilculated appeared to them as desirable because
they fhereby obtained a corresponding rise in wages for the
following month.”

Even if we leave out of account every abuse of the sliding-
scale system, we still cannot escape the conclusion that such a
system must necessarily remove the last obstacle to the menacing
race between wages and prices. Whereas a risc in the prices of
commodities which is not automatically followed by a rise in wages
and salaries gives, on the one side, an impetus to increased in-
tensity of labour, and, on the other side, it restricts consumption,
yet if wages adjust themselves automatically to increases in the
cost of living, these very forces which alone can operate at the root
of the rise in prices become inoperative. The adjustment of wages
to a rise in the cost of living must then lead to a fresh rise in prices,
this in turn leading to a further rise in wages, and so on ad infini-
tum; and if the State or its Central Bank—and this is a necessary
condition of the system—makes its note-printing presses available
for the calls upon them which result from this race, then the
inflation must go on in geometrical progression. The greatest
danger of our modern complicated process of production lies in the
fact that the workman has lost all sense of direct relation to the
product of his labour, and that he no longer feels the advantage of
increased effort and of careful methods of work as directly as does
the small handicraftsman or peasant working for himself. The
very last traces of such relation are, however, removed as far as the
workman is concerned, if, by the automatic adjustment of his paper
wages to his cost of living, the illusion is fostered of there being
no necessity for him to make any personal exertions to overcome
the rise in the cost of living. The ultimate result must be, as
was actually the case in Austria, an intensified rise in the cost of
living and an acceleration in the depreciation of money.
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In Germany the sliding-scale system or the index mark has,
in the matter of taxation and in that of regulating salaries,
already approached a degree which gives ground for concern.
A formal and complete introduction of this system would not
only accelerate the total collapse of the German monetary system,
but would also bring ruin upon the entire economic organisation
of Germany. Germany, without a doubt, if the monetary system
and its economic institutions are to recover, will have to
abolish the use of the narcotic of the continued increase in media
of payment, and, given the necessary political conditions, will
ultimately have to adopt a policy of deflation. Gétmany, too,
when the apparent profits resulting from continual increases in
prices and rises in rates of exchange have ceased apd definite limits
to wages and salaries have thereby beeg attained, will have to pass
through the crisis which will precede a complete recovery of health,
a crisis which no country has yet escaped, when, after becoming
accustomed to inflation and to a depreciation of money,*it has
begun a regimen of cure. The “sliding-scale” and the “index
currency " lead, however, in the opposite direction.

[(With the exception of a final paragraph, now no longer relevant,
the German text ceases here. The author was killed in a ratlway
accident in 1923 after the publication of the 6th cdition.)



APPENDIX

§ 1. THE REINTRODUCTION OF THE GOLD
STANDARD

AT the time when the last German version of this work appeared,
economic and, especially, currency conditions over.the greater
part of Europe were such as to justify the worst apprehensions
of the author. The Reparations question was not only not solved,
but the then recent invasion of the Ruhr seemed to have in-
augurated the final stages in the financial and economic dis-
memberment of Germany. The Russian currency was still in
process of decay: the pound sterling was still to slide backward
throughout the second half of 1923: the condition of French
finance was preparing the first great débdcle of the franc, and the
franc was affecting sympathetically the position of the lire and
the Belgian franc. The smaller European neutrals had not yet
entered the path of currency stabilisation, and, outside Europe,
the cotintries of the British Empire, in spite of their importance
as gold producers, were awaiting a lead from the Mother Country.
The failure of the Indian Government's plan to stabilise the
rupee at 2s. gold and then at 2s. sterling in 1920 had caused India
to revert to a limping standard of mixed silver and paper: only
in Austria had the seemingly miraculous occurred, and that
European paper currency, which of all had seemed first destined
to be destroyed, stood stable in terms of the American dollar, the
prestige of which stood unchallenged.

Since then Belgium has definitely stabilised the franc and
introduced a new unit of account, the belga (25th October 1926).
In France, in spite of the fact that formal stabilisation has been
delayed, the franc is virtually stable in the neighbourhood of
125 francs to the gold pound. In India, as a consequence of the
Report of the Royal Commission on Indian Currency and Finance,
issued in August 1926, the rupee is stabilised at 1s. 6d. gold, and
steps are being taken to introduce a ‘* gold bullion standard” on
the lines of the British Gold Standard Act of 1925. Denmark
returned to the gold standard at the old par of exchange on
1st January 1927; Canada returned to the gold standard on
1st July 1926." Even in countries such as Poland, where the
original attempt at introducing a fixed parity between gold and
the local currency broke down, the fluctuations during 1926
tended to be less severe, whilst in other cases, for example, Brazil,
though stabilisation had not yet been effectively carried through,
the full legislative programme—including the establishment of
a new unit of account, the cruzeiro—had been initiated. Thus
the tendency towards the establishment of a fixed relation between
gold and, the local currency, which step, and not'the determination
of reserve ratios or the rigid grant of convertibility into gold or
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TABLE II.—Rates
(New York Buy-
December 1923.!
Country. Parity.
Percentage
Rate. of Par,
Cents.
London 48665 cents=/1 436-01 89-59
Stockholm . 26:799 ,, =1 Krona 26-341 98:29
Montreal 100 Canadian cents==100 U.S.
cents . . .| 97614 97°614
Bombay 48:005 cents =1 rupee . j1:410 6454
Amsterdam 40190, -1 gulden 38-039 0463
Yokohama . 49846 ., .1 yen 47-010 9431
Mexico . 4985 ., =1 peso 4850 9729
Switzerland 10-.295 ,, =1 franc . 17452 Qo0-45
Buenos Aires 42:45¢ ., =1 peso papel 32070 7554
Montevideo 103°425 ., =1 peso 77-660 75'09
Madrid 19-295 ,, =1 peseta. 13:038 6757
Copenhagen 200799 ,, -1 krone 17-821 60-50
Chnistiania . 26:790  ,, =1 krone . 14927 5570
Rio de Janeiro 32'44 ,, =1 nulreis papel 9-40b 2918
. 20-01 ., =1 peso papel
Valparaiso . {“_;M S {K:(:R ! } 10891 5284
Paris . 19-295 ,, =1 franc . 5250 27:21
e 19-295 ,, =1 franc . » -
Brussels {13-00 -1 belga . } 4580 2374
Italy . 19:295 1 lhira . 4337 22:48
Prague 20262, -1 koruna . 2:925 1443
) N 19:205 ,, -1 markka ) )
Helsingfors { 25185 . -1 markka® } 2-489 129
Athens 19:.295 , -1 drachma . 1-805 9:82
Belgrade 1205 ,, -1 dimar . 1-13H 589
Sofia . 19205 ,, -tlev 0-810 423
Bucharest . 19:-295 ,, -~ 1leu 0515 267
. 20-263 ,, -1 korona . .
Budapest 1740 . -1 pengo’ 00052 0-03
23-821 ,, - 1 marka. ) )
Warsaw t205 . -1 zoty 0:00002 0'0001
Berlin 23821 ,, =1 mark . 00000023 0:0001
Vienna . 14071 ,, =1 schilling® 0001410 0'007
[ ]

! From the Leaguc of Nations: Memorandum on Curvency and Centyal Banks,

1913-1925, vol. ii.
* ¥From the Federal Reserve Bulletin, January 1927,

3 Hundred thousand paper marks
¢ Number of cents for one Reichsmark,
8 The schilling, introduced in December 1924 = 10,000 paper crowns.

¢ New legal par fixed December 1925.

calculated according to this new par is 100-26 per cent.

The figure for the second column



APPENDIX 631
of Exchange
ing Rates)
December 1924.} December 1925.} December 1926.%
Percentage Percentage Percentage
Rate. of Par. Rate. of Par, Rate. of Par®
Cents. Cents. Cents.
46958 9649 48498 99-66 485-12% 99:69
26964 100-62 26-795 99-99 26-720 99-70
o
99'69 99-69 99°97 99'97 99:93 99-93
35'514 7298 36875 *75:77 36-046 74-08
40416 100:55 40-187 99-98 39:992 99-48
38:440 77712 43191 8665 48:937 98-17
48:81 97°91 4875 97:79 46:672 93-62
19-378 10043 19298 100-02 19-319 100°10
38:048 91:75 41-500 97-76 41021 96-68
98:005 9485 101-784 98-41 101-259 97-91
13:9603 7237 14-190 7354 15237 78-95
17:030 65-81 24-864 92 78 26:637 99°39
15074 5625 20310 7581 25-286 94°35
11-640 35:90 14-218 43'83 11-854 36-54
11 381 5522 12:18110 100-12 12-036 10 98-go
5399 27'98 3736 19:36 3'949 20-46
4965 2573 4530 2348 13-911 12 100-08
4:302 22:30 4031 20-89 4435 2298
3020 1491 2:g02? 99-88 2:962* 99-88
2'53 1311 2°525 1309 2:521 100-04
1-814 9-40 1-28¢9 0-68 1-264 655
1-490 7°75 1771 918 1-765 915
0734 38 0729 378 0724 3'75
0-508 2:03 0461 2:39 0-521 2:70
00013 o-or1 00014 001 17:5657 100°43
19-204 ¢ 99:53 10-844 ¢ 56-20 11-2678 5838
2380 4 9092 238074 99'94 23796 4 99'90
o ypI ¢ 13 0:007 14060 99°92 14-080 100-07

v

* Since 1026 the legal umt of currency is the pengd (1 pengd=12,500 paper
Crowns ~-17-49 cents).

8 Number of cents for one Zloty.

* According to the legal value of the koruna fixed in March 1925, between
290 and 3-03 cents.

10 According to the new par fixed in September 1925.

11 oo pesos papel =44 pesos oro.

1* Panity with the belga.

13 Old parity: 20203 cents=1 krone.
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foreign exchange of the local currency, constitutes the essemce of a
gold standard, has continued uninterruptedly since the prestige
of the gold standard was fully restored, even in the minds of
doubting Ministers of Finance, by the transition of this country
to gold in April 1925. The general relations between -the most
important world currency, the American dollar, and the currencies
of particular areas are best set forth by the movements in the
rates of exchange, as illustrated in the table on pp. 630 and 631.

The relations between the dollar and the various currencies
over these four years can be divided into several groups. In
the first group fall the currencies which have been appreciating in
terms of the dollar: a group which includes sterling, the rupee,
the yen, the Argentinian peso, the Swedish and Norwegian
crowns, the Brazilian milreisy the Chilian peso, and the Serbian
dinar. In the second group there fall those currencies which
appreciated sharply in terms of the dollar between 1923 and 1924,
but have'remained stable since: the Dutch florin, the Swiss franc
come in here. A third group remains relatively stable through-
out: the Czech crown, the Finnish mark, the Swedish crown, and
the Viennese crown. A fourth group consists of the depreciating
currencies, the most important, of course, being the currencies of
the Latin countries. Changes in the unit of account conceal in
certain cases—for example, Hungary—the stability in the value of
the currency over part of the period during which the currency
has, in fact, been really steady.

Further signs of the increasing integration of the currency
systems of the world are afforded by the gradual approximation
of prices in different countries and by the greater stcadiness of
prices as a whole. It is true, as argued by somc distinguished
economists—by Mr Keynes, for instance,—that wholesale prices
of commodities entering into international trade must necessarily
be almost the same in all trading areas, if by this 1s meant that the
gold values must be the same. But it does not follow from this
that prices expressed in terms of local currencics will everywhere
show the same development. If world prices are falling, reckoned
in terms of gold, wholesale prices in a particular arca may still be
rising—that is, local wholesale prices, expressed in terms of the
local currency, may go up because the gold value of the local
currency may be falling. Hence local indices of prices are still
valuable evidence of the stability or the instability of that local
currency, though in terms of gold the value of the articles covered
by the index may be everywhere the same. Table I11 below shows
(a) quarterly movements of prices between 1923 and 1925, and
(b) monthly price movements in 1926, so far as the figures are
available. The table shows clearly enough the {normous effect
upon prices produced by inflation in Germany up to the end of
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TABLE III.—Movements of Wholesale Prices, 1923-1926 *
—_— ]
(1913 =100) .
1923.2 1924.} 1925.%
III. | VL. | 1X. XIL I11. VL | IX. | XI1L | HL | VL. | IX. | XIL
Germany' 489% 1939%( 2,305%1126,156% 1218 | 1¥6' | x27% | 131%| 134% | 134% | 126° | 122%
South Africa™ * x26 | 124 128 131 126 125 133 130 | 130 | 127 | 124 | 124
Austria’® 1852%| 1834 1,779 1,818%| 1,012%1828°% |1937® |2075% | 143'| r41}| 1274 124t
Hungary'. .. . .. 792% 2,077% | 2208% | 2237% | 2347® |2118% | 141'%| 135'%| 130t
Egypt’ . .| 136 128 123 137 136 131 148 156 | 155 | 150 | 152 | 140
Czechoslovakia®® | 1012 | 949 960 074 | 1,008 | 053 | 999 | 1045 | 148'8] 147'% 144'% 141"
Finland’, t¢ . | 1108 | 1095 | 1,089 1,096 | 1,004 | 1088 [r117 |1139 | 148'% 1483 149'%] 1474
Danrigt* .. .. .. . .. 156 164 | 160 | 149 | 153 | 152
UK. . 160 | 159 158 163 165 163 167 170 | 166 | 157 | 155 | 182
Poland'* . 989%( 1881%} 7,302%|142,301%|245,278% | 101'?| 112'7| 118Y7) 122Y7] 119"7| 127%7| 155%7
Netherlnnds' 156 | 149 145 154 155 151 158 160 | 65 | 153 | 155 | 155
US.A . 159 | 153 154 151 150 145 149 157 | 1 157 | 160 | 156
Swoden . 168 | 164 162 160 162 | 158 | 163 | 168 |1 161 | 157 | 156
Switzerland?® 186 | 180 181 183 18r | 173 | 169 | 171 | 166 | 161 | 159 | 156
Denmark!s 200 | 207 208 210 228 220 | 234 | 234 | 220 | 206 | 163 | 157
China'* .| 1859 | 1585 157 158 158 152 149 b4 160 | 157 | 160 | 158
British India'® 181 | 178 174 179 179 .x76 179 176 | 168 | 157 | 158 | 163
Capnada’ . 156 | 156 155§ 154 154 152 154 161 | 162 | 159 | 157 | 164
Australia? | 71| 187 180 182 175 171 170 173 | 168 | 170 | 170 | 168
New Zcaland* . | 174 | 177 177 174 180 180 181 P18r | 175 | 174 | 175 | 176
Russiat? 31704 9796%54,9014| 378, 1004 1819 169%| 1642 172%| 195%™ I88%| 174%™ 183%
Spain'® 171 | 170 174 176 180 179 184 198 | 193 xBf 185 | 187
{):Enn' 196 | 198 210 211 206 200 206 213 | 204 200 | 201 194
ut® 188 | 191 186 102 194 192 190 | 195 | 206 | 200 | 205 | 203
Norway* 2271 232 232 247 264 262 272 279 | 279 | 260 | 237 | 220
Belgium?* 482 4841 s14 545 625 | 565 | 550 | 566 | 546 | 552 | 577 | 565
France'* . .| 424 409 | 424 459 499 | 465 | 486 | so7 | 513 | 543 | 556 | 632
Italyte . .| 87| 559 569 577 579 | 566 | 580 | 640 | 659 | 683 | 721 | 71§
S.HS . . .. .. .. .. 2,040 | 1984 {1978 | 2112 (2009 [1B42 {1621 1640
1926.*
Jan. ¢ Feb,o | Mar. | Apr. | May. | Junc. | July. | Aug. | Sept. | Oct. | Nov. | Dec.
Germany . 120" | 118% | 118 | 123%! r23% | 125%| 127 | r27%| x27*| 130 ) 132*| ..
South Africa 124 .. .. 120 .. .. 122 . .. .. .. ..
Austria . 122V 120" r119'tl r1gitl 1r8'Y p24M| 126% 126" x23V 125U} 1284 .,
Hungary?'* 127 125 123 123 122 122 123 122 122 125 . ..
Egypt 134 134 134 133 128 129 129 129 129 129 130 .o
Czechoslovakiat? 950 938 923 928 926 948 962 973 972 972 .. .
Finland . . {1004 | 1091 | 1081 | 71081 {1070 | 1079 | X079 | 1092 | 1093 | I09S | X097 | .
Danzta“ b 150 | T49 | 147 | 143 | 144 | 146 | 143 | 148 | 149 | 148 | 149 | ..
U.K 151 149 T44 144 148 146 149 149 ¢ I51 152 152 ..
Poland . 142V 14617 146" 1677|181V 175Y( 67V 173V x77M7 127Y7 179Y ..
Netherlands IS3 | Y49 | I45 | 143 | 143 | 144 | 141 139 | 140 | I43 | TI43 | ..
USA. . 156 15§ 152 151 152 152 151 149 151 150 148 .-
Sweden . 153 152 149 150 151 150 148 147 146 148 148 ..
Switzerland'? 155 151 148 147 145 145 146 146 145 147 148 | ..
Denmark** 151 145 141 141 140 141 143 141 145 150 145 ..
China' . . 164 163 164 163 160 156 157 161 164 171 174 | 172
British India® . | 159 154 151 149 146 147 145 147 146 144 146 | ..
Canada . . 164 162 160 161 157 156 156 154 153 151 152 ..
Australia . .| 161 160 163 168 167 163 162 162 158 154 .o ..
New Zealand® . 159 159 157 156 156 155 156 154 153 153 .. ..
Russia®. 14 .| 190 | 194 196 | 197 189 | 183 182 180 | 179 | 178 . .-
Spain . 186 183 183 179 179 177 178 180 178 179 .. ..
{’apm .. 192 188 8¢ 181 177 177 179 177 175 174 s -
eru 206 | 20§ 204 | 204 | 206 | 204 204 | 204 | 202 202 198 xgo
NorwayM. % | 214 211 208 199 197 194 192 193 193 198 199 | 184
Belgiuin®* .| 560 556 | $83 | 62r 692 761 87% 836 859 | 856 | 865 | ..
France .| 634 | 636 | 632 | 650 | 688 | 739 | 836 | 770 | 787 | 752 | 684 | ..
Italy 708 | 704 | 603 | 692 | 608 | 700 | 724 | 740 ! 731 | 712 ) 709 | ..

® As these ﬁﬁraes are taken from two sources, they are not always congruent.

! From the

gue of Nations :

* From the Federal Reserve Bulldm, January 1927, p. §8.
* 000's omitted.

000,000's omitted.
¢ In some cases other near ba.se periods, such as

by means of an arithmetic average except those for

and Russia, for which geometric averages are used.
* Prices expressed in Reichsmarks.
11 Prices expressed in

3¢ Prices in gulden,
ed inglotys.
ay in the month.
" Fifteenth of month.
% From the League of Nations: Monthly Bulletin of Statistics,

17 Prices ex

’ Jamm& April July, October.
1¢ Pigure for each month based on the figure for the cmmpoudmg month of 1913.

000,000,000's omitted.

uly 1914, are taken.

A}

erring to the tenth and twentieth of each month.
10 Index of the Finanstidende refemng to the first of

# Average of second half of the month.
ber 1926.

Prices expressed in T

Memorandum on Currency and Central Banks, 1913-1925, vol. i, p. 8.

All the indices are calculated
lgium, Egypt, Finland, Polnnd United

Monthly averages.
z Fifteenth of month.
13 First of following month.

1¢ End of month.
wing moath,

txt‘ono
# Revised index.
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1923, in Poland up to the end of the first quarter of 1924, in Russia
up to,the end of 1923. It also shows how the price movement in
Poland has been affected by the breakdown of the currency
stabilisation during the second half of 1925 and in 1926. The
table also reveals the steady rise of prices in the United, Kingdom
in the last quarter of 1923, throughout 1924, and then the fall
which was associated with the return to the gold standard.
French prices reveal the steady influence exerted by inflation
throughout 1923 to 1925, culminating in the maximum of 836 in
July 1926. The de facto stabilisation of the French franc in the
second half of, 1926 reveals itself in the steady decline of wholesale
prices, as franc prices gradually adjust themselves to the world
level. As gold pgices, measured on the basis of the American
index, have been gradually falling during 1926, it follows that
the price level in a country like France should also fall, after the
parity with gold has been successfully maintained for a certain
period ok time. The table reveals how close the correspondence
of wholesale prices now is in countries like the United Kingdom,
the U.S.A., Switzerland, the Netherlands, Sweden, Denmark,
Australasia, though the local indices are not compiled on quite
the same bases. We must leave to a subsequent section the
question of whether the return to the gold standard implies the
likelihood of a permanent downward trend in the value of money.

§ 22 PROBLEMS OF TRANSITION TO THE GOLD
STANDARD

The problems associated with the return to a stable unit of
value were only gradually realised. The first attempts at formu-
lating general principles are embodied in the sixteen resolutions
of the Brussels Financial Conference. These resolutions envisage
four main objectives: the cessation of inflation, the restoration
of the gold standard, the establishment of new Central Banks in
countries where they did not already exist, and, lastly, the freeing
of international trade and of the foreign cxchanges from the
shackles of official control. On the other hand, on the immediate
practical point arising whenever the return to gold is regarded,
namely, the establishment of a parity of exchange between gold
and the local currency, the opinions of the Conference were by no
means clear. The establishment of an ““effective gold standard
would in many cases demand enormous deflation,” and, therefore,
the Conference moved that ‘ deflation, if and when undertaken,
must be carried out gradually and with great caution, otherwise
the disturbance to trade and credit might prove disastrous.”
On the other hand, the Conference does not appefr to have fully
appreciated the possibilities of devaluaton. ‘It is useless to
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attempt to fix the ratio of existing fiduciary currencies to their
nominal gold value” because, unless the condition of the currency
concerned were sufficiently favourable to make the fixing of such
ratio unnecessary, it could not be maintained.

By 1922 expert international opinion had become much more
clarified on the problems involved. The Genoa Conference of
1922, or, rather, the Second Commission (Finance) of the Con-
ference, basing itself on the Draft Report of the London Experts’
Meeting, which took place before the Conference, and upon the
Report and Draft Resolutions of the Genoa Experts, passed a
series of nineteen resolutions. Three objectives were fixed upon:
the cessation of inflation, major conditions of which appeared to
be the balancing of budgets and the settlement of debt questions;
the choice of devaluation rather thap deflation—that is, the deter-
mination of new parities between gold and the local currency
rather than forced action to re-establish the old parity; and,
lastly, international action in the financial field, partularly a
conference of the Central Banks of Issue, at which an International
Convention was to be elaborated for stabilising the future value of
gold. The Conference was clearly impressed with the danger that
an unregulated return to the gold standard might lead to a wild
scramble for gold for reserve purposes, thus endangering the
experiment itself and, at the same time, making it more difficult
to resume the gold standard in areas which might find themselves
only later in a position to undertake the task.

For reasons which will become clearer in a subsequent section,
the scramble for gold which was so much feared did not develop
to any noticeable extent. On the other hand, the problem of the
parity to be adopted is now seen to be the matter of most direct
import in the currency history of Europe, indeed of the world.

When the problem of restoring the gold standard was first
seriously discussed after the War, the problem was over-simplified.
It was assumed that devaluation was preferable to deflation—that
is, a new parity was better than the old one in all those areas in
which a return to the old par involved a reduction of the internal
price devel and, therefore, the risk of unemployment and de-
pression of trade. It was apparently taken for granted, however,
that the ““new par” was a relatively simple concept, and it was not
at first clearly seen that, even if the old par were deliberately
rejected, a choice could still be made, in certain cases at any rate,
between two possible parity rates, representing respectively the
higher and the lower values of the currency concerned, and that
the difficulty lay in the fact that the foreign exchange value of
the currency, which was the most obvious stabilisation point to
take, might be either the higher or the lower value, as the case
might be. ‘
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These difficulties arose from the fact that, under the influence
of inflation, the purchasing power of the local currency splits, as
it were, into different planes. In general, inflation resulted in the
internal purchasing power of the currency being higher, and in
some cases very much higher, than the external, so that the
German paper mark, for instance, might at a given moment buy,
say, 50 per cent. more goods and services at home than it did
abroad, by being exchanged for dollars or pounds sterling. In
this particular case, the internal purchasing power being higher
than the external, the choice of the exchange value of the mark
as the stabilisation rate was equivalent to stabilisation on the
basis of the lower value of the currency. But in other cases,
notably in the case of the United Kingdom, exactly the opposite
state of affairs prevailed. Qwing to the rapid appreciation of
the pound sterling in New York, the pound bought more when
exchanged for goods' and services abroad than it did when buying
goods and services in the United Kingdom itself. If the exchange
value of the pound sterling were taken as the basis of the stabilisa-
tion of the pound in terms of gold, this was equivalent to stabilisa-
tion on the basis of the higher value of the currency.

In all cases, stabilisation results in economic forces being set
in motion tending to bring the internal and external values of the
stabilised currencies into equilibrium. But the immediate social
consequences of the particular parity chosen may be, and experi-
ence has proved them to be, very different. The respective cases
of Germany and the United Kingdom show that the first effect
of stabilising on the basis of the lower value of the currency is to
cause an expansion of trade and a rise of prices, consequently,
also, a fall in the volume of unemployment: whilst the first
effect of stabilisation on the basis of the higher value of the
currency is to cause a check to trade, a fall in prices, and, conse-
quently, an increase in the volume of unemployment.

These consequences ensue from the following considerations.
At the moment of stabilisation, let it be supposed, the foreign
value of the currency is lower than the internal value. That is
the same as saying that a given volume of the currency will buy
more domestic goods and services than it will of foreign goods and
services. Since the currency can now be bought at a fixed price,
the effect will be that the higher internal value will lead to a
demand for that currency and, since it is of the essence of a
stabilised currency that it shall be increasable against gold or
foreign exchange, more of it will be issued in response to foreign
demand for the domestic products of the country in question.
Stabilisation tends to be accompanied by high rates of interest, for
stabilisation first clearly reveals how inflation has gutted the capital
resources of'a country. Under the stimulus of such interest-rates
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foreign capital flows in and the foreign currency which represents
such capital supplies is sold to the Central Bank, directly or in-
directly. ' This, again, leads to an increase in the supply of the
local means of payment. Thus stabilisations leads to a stabilisation
boom, such as that through which Germany and Austria passed
in the early stages of their stabilisation. The paradoxical result
emerges that more money is issued, whilst the currency, in spite of
it, retains its fixed value in terms of gold and foreign exchange.

The immediate effects of stabilisation at the higher value of
the currency stand in sharp contrast to those just set forth. For,
when the higher value is adopted as the basis of stafilisation, and
the higher value is represented by the current exchange rate at
the moment of stabilisation, exports will fall o? and imports will
be encouraged, since the currency byys more if it is employed to
purchase foreign goods than if employed to buy domestic goods
and services. Under these circumstances, thére arises what may
be called an adjustment crisis. For either internal prices are
forcibly reduced to world level, in which case there will be a sharp
economic crisis, aggravated, it may well be, by social unrest in the
form of strikes and lockouts (for the price of labour must fall if
internal prices fall), or the maladjustment will continue, entailing
a prolonged period of falling foreign trade and unemployment
consequent thereon. The position in the United Kingdom since
the return to gold in April 1925 illustrates the nature and scope
of such an adjustment crisis.

The upward movement of prices and the temporary boom
which accompanies the adjustment of internal and external
prices to one another, if stabilisation takes place at the lower
(external) value of the currency cannot, however, continue
indefinitely. If internal prices continue to rise, a point will
inevitably be reached when the domestic price level will be so
high as no longer to equilibrate with world prices at the stabilisa-
tion rate chosen. The monetary authorities have, therefore, a
difficult problem to solve, namely, to manage the transition from
rising prices to stable prices or, at any rate, to prices only moving
as world prices move. Since the ‘““stabilisation boom"” is accom-
panied—as it was in Austria and Germany—by a sharp upward
movement of security prices, the transition from rise to stability
involves financial as well as industrial and social difficulties. In
fact, as experience shows, the attainment of ultimate equilibrium
is difficult without a depression. For the check to the further
upward movement of prices itself liberates forces which produce
a decline of prices and an increase of unemployment. The
stabslisation boom is followed, in fact, by a stabilisation crisis, such
as that which broke out in Germany in the autumn of 1925 and
continued throukh the greater part of 1926.
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The severity of the adjustment crisis and the magnitude of
the stabilisation boom both depend on the margin between the
two price levels which are to be brought into equilibrium. In
the case of the United Kingdom the usual estimate is that sterling
was overvalued to the extent of some 10 per cent.; ar, in other
words, the domestic price level justified a rate of exchange some
10 per cent. lower than the one actually adopted. The excessive
decline in the dollar value of the paper mark at the end of 1923
makes it probable that the degree of undervaluation of the mark
abroad was a great deal more than this. Whatever the actual
divergence mdy have been in given cases, the greater the margin,
the greater the possible initial stimulus to expansion in the one
case, and the greater the resistance to be overcome in the other.

The choice of parity is important primarily because of its
connection with the position of the working-classes: for stabilisa-
tion at the higher value of the currency, when that higher value
is the <oreign exchange value, involves wage reductions or
unemployment, and it may be difficult to overcome the natural
reluctance to a cut in wage rates, where the workers are strongly
organised and a sufficient period of time has elapsed to give the
wage rates which it is desired to reduce the sanction of habit and
custom. But the experience of Germany, in particular, shows
that, when once inflation is stopped, another problem arises, of
great social importance but affecting primarily the investing
classes of society. This is the problem of revalorisation or
Aufwertung.

The adoption of a new parity of exchange is equivalent to a
permanent reduction in the moncy income of fixed income
recipients. Thus, in Germany, a new parity was established of
1 billion paper marks=1 Rentenmark=1 new Reichsmark. All
old debts were thus payable at one-billionth of their old value—
that is, they were virtually cancelled. Since, under the circum-
stances alrcady explained, German internal prices continued to
rise, the position of ““old” creditors in Germany was really worse
than appeared at first sight, for such remnant of money as still
accrued to them lost further in its command over goweds and
services.

The position of the bond-holder, though the most striking,
is not by any means the sole case of inequity resulting from
stabilisation after a period of inflation. A vast number of new
contracts are continually being entered into and continue after the
currency is stabilised. The terms of such contracts may, in some
cases, prove to be unduly onerous to one or other party. Apart
from contracts which have not yet been determined, what should
be done in those cases—for example, in which the payment of a
debt has bBeen anticipaled, where, for example,‘mortgages have
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been paid off in order that the debtor could take advantage of the
falling value of money? The State being one of the largest of
debtors, it is clear that political pressure is certain to be applied
to force a revision of the situation. But—quite apart from the
fact that a revision of the terms of pre-stabilisation loans will
increase the burden of taxation—in certain cases, at any rate, no
harm results to the creditor from the fall in the value of the
currency in terms of which the loan is expressed. Anyone pur-
chasing at a time when the exchange value of the currency was
below the ultimate stabilisation level, or was the same as the
stabilisation level, had always discounted the fall i the value of
the currency in the price he gave for the stock bought, or had even
paid a price which more than discounted the fall in the value.
Is such a purchaser to benefit from reyaluation to the same extent
as a holder who had bought before any fall, or only a slight fall,
in the value of the currency had occurred? And if the State is to
suffer its loans to be revalorised, are other debtors to swffer the
same fate? If existing contracts, entered into at the time of
inflation, are to be revalorised, shall contracts already determined,
by anticipation or because the due date fell within the period of
inflation, be reopened?

Such are the problems which the German Government has had
to face in recent years,! and such arec the problems which, as
recent research has demonstrated, have had to be faced in the
past. They throw a good deal of light upon one of the arguments
advanced in inflation even by those who, in general, recognise
its evil effects, namely, that it enables painless extinction of
National Debts contracted for unproductive purposes, such as
war, to be effectuated. That this is not a valid argument for
inﬂation had been pointed out, generations ago, by Adam Smith.?
Such a “pretend payment,” he argues, “instead of alleviating,
aggravates in most cases the loss of the creditors of the public,
and without any advantage to the public, extends the calamity
to a great number of other innocent people. It occasions a
general and most permcnous subversion of the fortunes of private
people, enriching in most cases the idle and profuse debtor at the
expense of the industrious and frugal creditor and transporting
a great part of the national capital from the hands which were
likely to increase and improve it to those which are likely to
dissipate and destroy it. When it becomes necessary for a State
to declare itself bankrupt, in the same manner in which it becomes
necessary for an individual to do so, a fair, open, and avowed

! The details, too complicated to be investigated here, will be found
in E. L. Hargreaves’ Restoring Currency Standards (King), and in a contri-
bution by the same author to London Essays in Economics (Routledge).

! Wealth of Na?tous Book 1V, chap. iii, p. 413 (Everyman Edition).
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bankruptcy is always the measure which is both least dishonour-
able to the debtor and least harmful to the creditor. The honour
of a State is surely very poorly provided for when, in order to
cover the disgrace of a real bankruptcy, it has recourse to a
juggling trick of this kind, so easily seen through and at the same
time so extremely pernicious.” Modern experience tends to add
to this exposure the further argument that political pressure will
very soon force the State to some revision of the evil it has done, -
an evil which is the greater because of the extreme difficulty of
deciding what precisely s to be done.

* §3. THE NATURE OF THE POST-WAR
. GOLD STANDARD

There are marked differences between the nature of the gold
standard as it exists in the greater number of countries to-day and
as it used to be in pre-war days. These differences may be
summed up by saying that gold has ceased to be the principal
medium of circulation and has had its functions reduced to those
of currency norm or standard and of reserve medium.

So long as the currency legislation of a country provides for
the issue of local currency at a fixed price against a tender of gold
to the Mint or to the Central Bank, the value of the currency in
question cannot rise above the value of gold. For if it does, gold
will be sold for local currency and, since there will now be more
of the latter in existence, its value will fall to the level of gold.
On the other hand, so long as the local currency authority is
willing—whether obliged to do so by law or not—to limit the
volume of the local currency so as to keep a unit of that currency
at a fixed value in terms of gold, the local currency cannot have
a value less than that of gold. The simplest method of ensuring
adequate limitation of quantity is to confer on holders of the
local currency the right to obtain gold, or a currency or other
circulating medium, itself kept at par with gold. The gold
standard, in the widest sense of the word, will obtain so long as
these two conditions obtain, de facto and de jure. .

Currency systems of the kind now almost universally present in
the world were known in pre-war days as Gold Exchange Standard
Currencies. In fact, this phrase was only mediately true. The
Indian rupee was indeed kept at par with gold by being linked
with sterling, but only so long as sterling itself was linked with
gold. It was thus, in essence, a sterling exchange standard and
carried with it the danger that if, for any reason, the parity of
sterling with gold disappeared, the parity of the rupee with gold
would also disappear. Since the World War, this difference
between a' Gold Exchange Standard and a Sterling or Dollar
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Exchange Standard has become fully recognised, and the currency
arrangements of various countries so adjusted as to make_the
currency convertible into gold dsrectly and not merely into the
currency of some other country, irrespective of whether or not
such currency is at all times convertible into gold. Such a
curgency is now beginning to be known as a Gold Bullion Standard,
the phrase having been invented by the Royal Commission on
JIndian Currency and Finance of 1925-26. To all intents and
purposes it is the “ Economical and Secure Currency” advocated
by Ricardo in 1816. It was given legislative sanction in the
United Kingdom by the Gold Standard Act of 1925. * In virtue of
that Act, gold continues to be saleable to the Bank of England in
unlimited quantities at the price of £3, 17s. gd. per standard
ounce, whilst, on the other hand, al} forms of legal tender are
convertible into gold at the Bank of England, the minimum
. . ® .

quantity tenderable for the purpose of obtaiming gold being the
amount sufficient to buy 400 fine ounces of gold at the price of
£3, 17s. 104d. per standard ounce. Put in round figures, that 1§
equivalent to saying that £1700 of British currency is made equal
in value to 400 ounces of fine gold, an ounce of which is worth,
therefore, £4, 4s. 11-4d. The old par between the pound sterling
and gold is, therefore, retained, but, though the sovereign is still
full legal tender, the intention is that gold shall not circulate.
The provision of the Act by which only the Bank of England
shall have the right to tender gold to the Mint for coinage purposes
has no importance apart from the provision which entitles holders
of paper currency only to obtain bar gold and not coin.

In consequence of the cessation of a gold circulation? in a
large number of countries, the reserves of Central Banks are no
longer to be regarded as reservoirs, out of which seasonal changes
in the demand for gold can be met. Where the currency conforms
to the gold bullion standard, the utility of gold reserves rests on
the possibility of meeting a drain of gold from abroad, and
fluctuations in the size of the reserve, rather than the absolute
amount of the reserve, are an index of the success with which the
local cumency authority is managing its affairs. Where the
currency conforms to the Exchange Standard type, and the local
currency authority converts on demand—either de facto or de
jure—into dollars or sterling, a gold reserve is really not necessary
at all. All that is required are assets in the shape of foreign bank

! The absence of a gold circulation is not necessarily tantamount to a
legal interdiction of such circulation. Thus both the Austrian and German
currency laws make provision for the circulation of gold coins, and the
non-repeal of the Coinage Act of 1870 places the United Kingdom in the
same category. Gold still circulates in South Africa and Australasia, and

has recently been placed in circulation to a limited extent in Holland
and Switzerland, to name only a few examples.
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balances, foreign bills of exchange, or readily saleable foreign
securities, payable in terms of the currency with which the
local unit of account is kept at par. From the standpoint of
economy, the retention of a gold reserve by a country not on the
gold bullion standard represents waste. On the other hand,
the War showed that assets kept in a foreign country are liable
to sequestration and confiscation, whereas gold in the vaults of a
Central Bank is completely under the control of the bank. Thus-
certain countries which are #n fact on the dollar exchange standard
—for example, Germany—have in certain years been accumulating
not inconsiderable gold stocks, whilst countries nominally on a
gold standard—Holland, for example—have kept considerable
assets in the shape of foreign gold bills, bank balances, etc., and
practise an exchange standard policy side by side with a gold
standard policy.!

Since the currencies are mainly paper, the changing relations
between the currency and the currency standard are better
cxpressed by the reserve ratios than by the absolute amount of
the reserve or of the currency outstanding. In a certain number
of cases, however, the reserve ratio possesses no practical signi-
ficance, because the reserves have not been adjusted to the
permanent value round which, in all probability, the currency
will in future circulate. Thus the gold reserves of the Bank of
France have not yet been adjusted to the value of 125 francs to
the pound sterling, in the neighbourhood of which parity it is to be
expected that the franc will in future be pegged. Public opinion
would in many cases have been won over to stabilisation much
earlier than was actually the case had it been realised that on
revaluation the reserve, and with it, of course, the reserve ratio,
would appreciably improve and that by no mecans so much
would need to be borrowed for the purpose of forming a stabilisa-
tion reserve as might at first sight scem necessary. In fact,
worship of reserves has been a stumbling-block in the way of
European currency reconstruction from the very beginning. It
is not always clearly realised that both the Austrian and the
German currency stabilisation preceded the flotation:of their
respective ‘‘Reconstruction Loans.” The raising of large loans,
at times at exceptionally high rates of interest, adds greatly to
the cost of stabilisation and tends to direct attention from the
really important problem—the adequate limitation of the currency.
No reserve, however large, is capable of maintaining the value
of the currency unless currency policy is such as to keep the
volume of the currency at par. The real object of the re-
serve is to meet emergencies, and it cannot permanently keep
up the value of the currency if, after attempted stabilisation,

1 Vide especially the Report of the Netherlands Bank, 1925-26, pp. 10-11.
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TABLE IV.—Gold and Silver Stocks of Various Countries
Gold.! Silver.? |
Country. At End | At End |At End| At End | At End
of 1923. | of 1924. | of 1925.| of 1923. | of 1924.
. . Million §. | Million §. |Million §.| Million $. { Million §.
Germgany 1248 1950 3035 17°1 62'5
England 754'4 7570 703°5 3o1-7 3024
France 1069-0 1069-9 1070°§ 572 50-0
Ttaly 3296 332°4 3329 948 116'8
Austria 1-3 16 21 02 0-08
Russia . 453 731 939 06 34'5
Belgium 522 525 52-8 45 143
Bulgaria 76 78 80 3 33
Czechoslovakia 269 271 271 1571 §60°1
(Metallic (Metallic
stock un- stock un-
Oclassified.) | classified.)
Denmark 56-2 561 56-1 17 56
Finland 82 8:4 84 02 02
Hungary 46 69 10:44 o1 ..
Yugoslavia 13-3 3 1403 . 33 e 34
Lithuama 1-6 31 32 002 | ® o2
Netherlands . 2339 2028 1781 43'3 493«
Norway 395 39'4 394 67 35
Poland . 131 200 258 50 53
Portugal 93 93 93 190 49
Roumania $o 4 478 48-5 1-0 27
Spain 4877 489-2 4895 1252 1257
Sweden 728 635 616 35 I
Switzerland . 1037 970 901 432 338
U.SA.. 42472 45474 4408-6 809-0 8186
Canada 1842 108'4 2255 28 ‘0 28-0
Mexico . 236-512 236-5 .. 2365
(Uaclasss- (Unclassi- L n a&slﬁed (Unclassified
fied.) fied ) metallic metallic
stock.) stock.)
British Honduras . 0:09? 0-00¢ .. 019 019
Cuba 3712 37°12 .. 16°4 16-4
Haiti . 032 0332 .. ..
Honduras .. 0'03? .. .. o 4
Nicaragua . .. 03 o3
British West Indues .. .. .. 16 2:5
French West Indies 0-3® o3? .. 0:09 0-09
Argentine . 481-8 4532 450°5 .. ..
Braznl . 487 536 543 .. ..
Colombia 43 93 140 12°7 96
British Guiana .. .. .. 07 0:03
Peru . 22'3 22'5 225 47 ..
Urugnay 57 570 577 35 30
\’c-nozuda 10°7 140 L1001 91 9-0
Egypt . 16:0 10°5 16-7 362 ..
South Africa 606 610 544 236 02
Australia 12162 121-3 3 .. 1074 1079
(Metallic (Metalhc
stock un- stock un-
classified.) | classified).
New Zealand ® 383 37:6 3, 7 .. ..
China 8212 .. 1187 136-0
%a an . 602-1 598-6 5,5 7 1720 ..
ritish Incha 1086 108-6 108:6 429°2 399-2
Dutch East Indies. 62-9 537 734 1689 1683

! From the Leagye of Nations: Memorandum on Currency and Cgniral Banks,

tg:;—mzs, vol. i.

From the Mint Report of the U.S.A., 1925.

* Goldand silver.

Averages of last quarter.
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adequate limitation is neglected, as the case of Poland sufficiently
shows.

Table IV on p. 643 and the following tables throw light on the
problems which have just been discussed.

Table IV shows how greatly the absolute gold holding of the
United States still exceeds that of any other country. In view of
the fact that the currencies of France, Italy, and Spain are none
of them yet legally stabilised and that gold cannot be ebtained on-
demand, their aggregate gold holdings, amounting at the end of
1925 to nearly 189o million dollars, are of little effective import-
ance. The same remarks apply to the large stocks of the Argentine
and Japan, though the stock of the latter country fell off not
inconsiderably in the period covered by the table. The table
also brings out clcarly the effects of the goid policy of the German
Reichsbank, the gold stock of Germany having more than doubled
in the period under survey: whilst the decline in the British gold
hoHMings is associated with the effects of the gold standard in the
xrst year of its working, though a recovery was to take place
during 1926 The silver stocks throw some light upon the
token currency policy of certain States: in Germany, for instance,
the issue of fiduciary silver and other currcncy has been an
important source of revenue since the stabilisation of 19g24.

Of these tables, No. VII is perhaps the most important, as it
allows for the value of gold having risen in terms of the depreciating
currencies—that is, it gives ‘“corrected” values and combines
gold and other gold assets against the sight liabilities of the banks.
It thus corrects the wrong impression which might be given by
the low percentage of gold against notes in the case of the Austrian
and Hungarian National Banks, which is due to the fact that the
greater part of their reserves are kept in the form of gold assets
and not in the form of gold itself, and by the high reserve ratio
of the Bank of England and the Federal Reserve Bank against
notes, which is due to the fact that their important deposit
liabilities are excluded. The table shows that, on the whole, a
relatively high reserve ratio is still maintained, but it also shows
a considerable dcgree of dispersion, the reserve ratioa varying
between 15 per cent. and 72 per cent., though over half the cases
show a ratio of more than 60 per cent.

The table of the note circulation, again, reveals the tendency
of the Latin countries to increase, and of the “stabilised” coun-
tries to remain stationary or to decline. The increase in the
note issue of the Reichsbank is in part nominal, being due to the
replacement of the Rentenmark notes! by Reichsbank notes.

1 Between 15th October 1924 and 15th November 1926, Reichsbank
notes in circulation rose from 1397 millions to 3010 millions; Rentenmark
notes fell ffom 1790 to 1199 millions; divisional currency increased from
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TaBLE V.—Gold Reserves of the Principal Note-Issuing Banks

At End | At End | At End
of of of At End of 1926.7
1923.1 | 1924.} | 1925.1

Gefman Reichsbank (million

marks) . . . . 467 760 1208 1831
Austrian National Bank
(million schillings) * . 93 111 148 52-5°%

Hungarian National Bank

(million pengo) 3 . . 26 39 59 169 s
Bank of England (million
pounds sterling) 128 1286 | 144'6 | 151°1 (29th,Dec.) ¢

Bank of France (million
francs) . <.+ - | 5540 | 5545 | 5548 45549 (30th Pec.)

Bank of Italy (million lire) ¢ | 1537 1550 1553 2479 °

Russian State Bank (million ¢

L4

gold roubles) . . . 88 142 182 #| 164 (1st Jan.1927)?
Netherlands Bank (million

gulden) . . . 582 505 443 414 (27%h Dec.)
Swiss National Bank (mil- -

lion francs) . . . 537 506 467 472
Bank of Sweden (million

kroner) . . . . 272 237 230 224
Bank of Spain (million

pesctas) . . 2527 2535 2537 2557

Federal Reserve Banks (mil:
hon dollars) © . . | 2498 2242 1940 2815
Bank of Japan (million yen) | 1057 1061 1057 1119 (25th Dec.)?

! From the League of Nations : Mcmorandum on Currency and Central Banks,
vol. i1

* Up to 2nd January 1923: Austro-Hungarian Bank, Austrian section.
The schulling, equal to 0-69444 gold and 10,000 paper kronen, was adopted as
currency unit by Law of 20th December 1924, and introduced in the accounts
of the National Bank as from 1st March 1925.

* Up to 24th June 1924: Austro-Hungarian Bank, Hungarian section.
The pengo, equal to 0-86316 gold and 12,500 paper korona, was adopted as cur-
rency unit by Law of 6th November, and introduced in the accounts of the
National Bank as from 3oth November 1925.

¢ Gold rescerves from the three banks of issue, at home and abroad.

* Total gold coin and bullion (s.e. gold held as assets of the Government,
gold against certificates, Federal Reserve System, and in circulation) :—

. [
1923. 1924. ., 1925,

1247 | 4597 4409

From the Economsst, 1st January 1927.
. " 8th January 1927.
" " 15th January 1927.
" » - 5th February 1927.

VOL. II. 43
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TaBLE VI.—Note Circulation of the most Important
Note-Issuing Banks

At End | At End | At End

of 1923.}| of 1924.} of 1925.} At End of 1926.¢

German Reichsbank (mil-

lion marks) 497 1,942 2,960 3,736
Austrian National Bank
(million schillings) 2 . 713 839 890 9477
Hungarian National Bank
(million pengo) 2 . 931 %] 4,514 * 416 t 1t7?
Bank of England (mxlhon 4t
pounds gterling) ¢ 1057 101'3 885 845 (29th Dec.) ®

Currency notes (mnl-

1i&~ pounds sterling) 299-1 296-3 206-8 2965 (29th Dec.) ®

Bank of rrance (million

francs) > 37.763 |40,604 49,993 | 52,907 (30th Dec))
Bank of Italy (mxlhon hrb‘ 12,868 |13,987 |15242 |18,340°

Russian State Bank (xml-

lion gold eoubles) . 237 411 727 885 (1st Jan. 1927)*
¥ therlands Bank (million

gulden) . 1,066 635 875 817 (27th Dec.)
Swiss National Bank (mxl-

lion francs) 982 914 876 874
Bank of Sweden (mxlhon

kroner) . 576 537 530 525
Bank of Spain (million

pesetas) . . < | 4338 | 4547 | 4.440 | 4.339
Federal Reserve Banks

(million dollars) . . 2,238 1,850 1,822 1,857
Bank of Japan (million

yen) . . . 1,704 1,062 1,500 1,377 (25th Dec.) 8

* Korona, 000,000,000's omitted.

t Pengo, 000,000's omitted : 1 pengd=12,500 korona.

1 From the League of Nations: Memorandum on Currency and Ceniral Banks,
1913-25, vol. ii.

2 Up to 2nd January 1923 : Austro-Hungarian Bank, Austrian section.

3 Up to 1st August 1921: Austro-Hunganan Bank, Hungarian section.
Up to 24th June 1924 : National Office of Note Issue.

¢ Since 1919 : excluding amount held in redemption account in respect of
currency notes.

5 From the Economist, 1st January 1927.

¢ " " 8th January 1927.

7 " " 15th January 1927. ¢

8 - - s5th February 1927.

But, as previously explained, the rise in its note issue (and a
similar explanation applies to Austria and Hungary) is in part
due to the gradual adjustment of the domestic price level to that
of the outside world.

352 to 6go millions; and the notes of the private note banks rose by
174 millions (Report of the Commission of the Reichsbank, November 1926,

p. 31).
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TABLE VII.—Reserve Ratios of Central Banks *

Gold Foreign Assets
Gold Reserves as as Per Cent. of
Per Cent. of Notes. | Notes Plus Sight
. Liabilities.
1924. 1925. 1924. 1925.
Reichsbank . . . 39 41 * 71 61
Austrian N ational Bank! gg)) ; : .:‘: . g:
Hungarian National Bank . 11 14 4 37 / 42
Bank of England . . 104 100 44 46
Bank of France? . . { 52)) gg gg P gg i?
(a) 38 38 32 32
Bank of Italy 3 . { () 78 o8 2r o 24
Russian State Bank . . 274 234 34 e 5
Netherlands Bank & | . 56 5I 71 72
Swiss National Bank . . 55 53 68 69
Bank of Sweden . . . 44 43 44 . 53
Bank of Spain . . . 77 78 52 52
Federal Reserve Banks . 158 147 70 65
Bank of Japan® . . . 83¢ 81 ¢ 63 61

* Based on the League of Nations: Memorandum on Currency and
Central Banks, 1913-1925, vol. i. p. 75.

! Austria : (a) Gold plus total net holdings of foreign assets; (b) gold
plus statutory foreign cover assets.

* France: (a) Gold at home and abroad plus foreign assets; (b) gold
at home plus foreign assets.

* ltaly: (a) Gold at home and abroad plus foreign assets; (b) gold
at home plus foreign assets.

* Russia: only the gold in the Issue Department of the State Bank.

5 Nctherlands: figures based on annual reports of March of the
following year.

¢ Only gold reserves held as legal cover for notes. All the other
percentages refer to ** total specie reserves.”

[ ]

§ 4. THE PRODUCTION AND 'CONSUMPTION OF
THE PRECIOUS METALS

One of the features of the relatively lower level of world
prices in recent years has been the upward tendency of gold
production. The absolute maximum production was recorded
In 1915 at 22-7 million fine ounces. The minimum was reached in
1922, when (partly in consequence of the strike of the white
miners on the Rand) the output dropped to 1545 million fine
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TaBLE VIII.—World Production of Gold, 1923 and 1924
(From the Mint Report, U.S.A., for 1925)

Calendar Year 1923. Calendar Year 1934.
Country. Kil Ou Kil Ou
ilos, nces, ilos, nces,
fine. fine. Value. fine. fine. Value.
$ )
German . . . 200 6,430 132,920 200 6,430 13:,9:0
England . . . . . .. .. .. ..
France . . LA 527 16,043 350,243 616 19,804 409,3
Italy . . RN 38 1,221 25,240 540 17,361 358,88,
Austria e . . 23 739 15,276 61 1,901 40,537
Russia . . . 7,797 250,073 5,181,870 | 17,850 $73,877 | 11,863,088
Belglum‘h. . .o . . .o .o
Bulgaria . 'y n.. .. .. . .. ..
Czechoslovakia T 104 3,304 69,126 104 3,344 69,126
Denmark SN .. o .. . .. .
Finland . . N .
Hungary .. .. .. . .. ..
Yugoslavia 191 6,140 120,925 243 7,812 161,488
Lithuama .. . .. . .. ..
erlands
Poland
Portugal . .. .. .. .. ..
Roumania 1, 5oo 48,228 096,809 1,311 42,140 871,297
Spain . . 28 904 18,092 30 067 20,000
Sweden . . . .. . ..
Switzerland .. .. .. .. .. ..
Rest 58 1,864 39,532 41 1,318 27,245
EtRorE 10,46t 330,483 6,955,773 20,996 175,023 | 13,951,970
U.S.A. 75:474 2,420,495 | 50,100,103 76,091 2,446,338 | 50,570,204
Canada 38,059 | 1233601 | 25204078 | 47,440 | 1,525,380 | 81,532,403
Mexico 24,313 781,663 16,155,408 24797 707,22 16,480,062
Central America and West
Indies . 3,009 96,750 2,000,000 2,708 87,075 1,800,000
Argentine 120 3,870 80,000 120 3.870 80,000
Braul 4,500 144.675 2,990,697 4,500 144,675 2,990,697
Colombia 8,577 275,738 5,700,000 8,27 266,003 5,500,000
British Gutana 254 8,170 168,900 197 6,337 131,000
Peru . . 3,744 120,372 2,485,310 3 744 120,372 2,488,310
Uraguay . .. 3¢ 227 12 248
Venezuela 540 7,361 358,883 540 17,361 358,883
Chile . 2,003 64,397 1,331,208 2,107 67,725 1,400,000
Ecuador . 1,320 42,456 877,646 1,204 38,700 800,000
Rest of Amenm 1,797 57,702 1,194,040 2,327 74812 1,546,501
AMERICA . . | 163,710 5,263,321 | 108,802,500 | 174,057 5,505,943 | 115,678,398
Transvaal, Cape Colony,
and Natal . . . | 284,575 9,140,073 | 189,128,124 | 207.820 9,575,101 | 197,934,904
Rest of Africa . 31,335 1,007,449 | 20825819 | 32,042 1,030,167 | 21,298,441
AFRICA . . . | 315,910 | 10,150,522 | 209,053,043 | 320.868 | 10,605,268 | 210,230,343
AUSTRALIA AND New
ZEALAND . 27,660 889,286 18,382,552 25,420 817,264 16,804,343
China . . . . 2,784 89,500 1,850,129 3,337 107,300 2,218,087
% . . . . 7,691 247,276 $.111,647 7,691 247,276 5,111,647
tish India . . . 13,136 422,307 8,729,858 | 12,328 396,343 8,198,339
Dutch Rast Indies . . 3,504 115,547 2,388,568 3,869 124,38 2,571,327
Rest of Asia . 8,409 270,385 | 5,589,353 | 8,003 257,275 | 5,318,352
As1a . . . 35,614 1,145,015 23,669,558 35,228 1,132,588 23,413,672
Wonwp ToraL . . | 553,360 | 17,790,597 | 367,764,279 | 585,569 | 18,826,086 | 389,169,727
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oulces. Since that stime the tendency has been reversed: the
output for 1923 was 17-790 million fine ounces, and for 1924,
18-826 million fine ounces. The detailed figures for those two
years—the latest available—as given by the Director of the
United States Mint, will be found stated in Table VIII on p. 648.

The question of the future production and consumption of
gold has acquired considerable importance during the last few
years. Not only are a large number of countries, formerly on
the gold standard, returning to some form of such standatd, but
the demand is made for an extension of the gold standard to
new areas, such as China, and for alterations to be made in the
existing systems of certain countries—for example, India—which
might have the effect of increasing the total monetary dergand for
gold. At the same time, the supplies of gold’may boij:cfed by

(X3

increased consumption of gold in *the indygtrial agfS” and by
hoarding in India, Egypt, and the East generally.

An estimate of future production and consumption was
presented to the Royal Commission on Indian Currencysan®
Finance by Mr Joseph Kitchin of the Union Corporation.!
Broadly put, Mr Kitchin assumes that the world production of
gold will be, in the aggregate, £395 million stg. in the five years
1925-1g29, and £360 million stg. in the period 1930-1934.
Against this must be set the figures of consumption.

Five Years to Five Years to
1929. 1934.
Million £. Million £.
Industrial Arts (Amenca and Europe) 9o 110
India . . . 120 110
China . . . . . . 10 I5
220 235
Estimated gold production . . 395 360
Balance available as money . . 175 135
Balance available, rate per annum . < 35 27

On these figures, the aggregate output and the balance avail-
able for the monetary supply of the world are both falling.
Though the World War concealed the underlying forces, Mr
Kitchin believes that the year 1920 concealed a real turning-point

! Royal Commission on Indian Currency and Finance, vol. iii, Appendix
81. But see also his article in the Review of Economic Stat:stws, July 1926,

P. 114,68 seq.
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in the monetary history of the world. ‘‘TFhat year, the writer
believes from the evidence of the figures, commenced another
period of stationary or falling factors the end of which cannot
yet be foreseen which would normally last, with the world working
on the gold standard as before the War,! until such time as the
difference between the output and the demand for gold again
permitted of a rapid increase in gold money per capita. This
difference can be obtained only in two ways, that is, by increased
supply or lessened demand, or both—by new gold discoveries
such as those of California and Australia or of the Rand, or by the
industrials, India and China moderating their requirements. All
that can be said on that subject at present is that there is no
indication at present of new gold discoveries of importance: that
the in(}Nal arts, as time goes on and with a normal world, are
likely to eact a greater toll, as the pre-war figures and rate of
increase suggest: that India’s demand prior to the War was

owing rapidly, and that China, which is passing from the copper
o the silver stage, should in time with increasing wealth progress
towards the gold stage, as India has done before 1t.” ?

Assuming that the statistical basis of this argument is sub-
stantially correct and that the suppositions made prove ultimately
to be verified, the result would prove to be a period of falling
prices. Whether such a period of falling prices is to be welcomed
or not, depends upon the opinion entertained as to the social
consequences of a long-continued fall of prices. Whether this be
good or bad, it is probable that the experiences through which
the world has passed in the last twelve years are likely to exert a
considerably modifying influence. For it is possible to protect
oneself against the consequences of a certain result only if fore-
knowledge of that result is obtainable. If it really is certain that
prices are likely to fall, it is possible to base economic action on
the knowledge, and thus the situation is, in fact, altered. Bor-
rowers, for instance, will be encouraged to protect themselves by
hesitating to enter into long-period contracts unless safeguarded
against the pressure due to falling prices. 1t is thus possible that
the social consequences of falling prices in the future may be very
different from what they were in the past.

In any case, one element of great uncertainty is present,
which makes pessimistic forecasts as to the future of prices at
least premature. The world is no longer ““working on the gold
standard as before the War,”” because gold is no longer in circula-
tion as a medium of exchange as it was, on a great scale, in pre-
war days. It enters into the currency systems of the post-war
world primarily as the constituent or part-constituent of the

1 Jtalics not in original.
3 0p.cat., p. 521.



APPENDIX 681

reerves of Centrab Banks. Under these conditions, a great
measure of economy in the use of gold can be achieved by a
gradual reduction of the reserve ratios maintained by the Central
Banks. There is no reason to suppose that the Central Banks of
the world will not conduct their business just as safely with an
average reserve ratio of 25 to 30 per cent., or 20 to 25 per cent., as
they now do with reserve ratios varying between 40 and 60 per
cent. What is required is simply the re-education of the public,
and, in this respect, co-operation between the banks thémselves
is capable of doing much, because, if the action taken is agreed
upon by all the banks, it will prevent erroneous®inferences from
being drawn from the action of a single one of ‘them., It is in
directions like these, rather than in the adoption of some,plan for
permanently keeping the price level at or ‘near somg”arbitrary
level by the aid of index number’s, that imgnediate/£o-operation
between Central Banks can most usefully be attempted. It is,
at any rate, desirable to insist that if certain exper&—notablel
Professor Gustav Cassel and Mr Kitchin—are inclined to eegard
the price level as likely to fall, there are others, including the
distinguished South African economist, Professor Lehfeldt, who
think that cconomy in the use of gold is more likely t8 produce
the opposite effect—that is, a rise of prices.! Professor Lehfeldt
has, therefore, recently revived the idea of an international
control of the sources of gold output, so as to stabilise prices by a
‘““gold valorisation” scheme, which would check the output of
gold as prices rose.

If the future value of gold is thus still a matter of uncertainty,
it would appear that the future value of silver is likely to fall
rather than to rise. The ratio of silver to gold, which was as high
as 1531 in 1920, a figure higher than any reached since the
beginning of the sixties of the nineteenth century, fell rapidly
thereafter. The ratio in the four subsequent years was 256,
27'4, 29'5, and 27-8. The same tendency to a falling value of
silver is illustrated by the London price of silver, which fell
especially rapidly in the second half of 1926, under the influence
of the “bearish” sentiment aroused by the Report of the Royal
Commassion on Indian Currency and Finance, since it was feared
that the adoption of the scheme recommended by the Commission
would involve a considerable decrease in the Indian consumption
of silver and in consequence of disturbed conditions in China.
The fact is that silver is largely a joint-product of other forms of
mining, so that a drop in the price of silver does not necessarily
directly affect the volume produced. Thus, though the average
price of standard silver in the London bullion market fell from
6133 pence in 1920 to 3633 pence in 1921, the output in 1921

! Vide Centrolling the Output of Gold, by R. A. Lehfeldt, p. z0.
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was 171-3 million fine ounces against 173-3 million fine ourttes
in the previous year, whilst the output has risen considerably
since then. Tables IX and X throw light upon these matters.

TABLE IX.—Price of Silver in London

Highest | Lowest Highest | Lowest
. Price. | Price. Price. | Price.
1924. < Pence. | Pence. 1025. Pence. | Pence.
January . L 340 334 July . . 323 314
February * . 341 33.% August . . 32% 31&2
March . 3343 335 | September . 33y 32
April . . 33 3214, October . . 337% 32§
May . 35 321" | November . 32% 31 Lﬁ
}u?e . . 35* 341 December . 32y% 31
uly o 34 34
4pgust . v . 343 338 1920.
Septeffiber . 35:% 34,% | January . . _;I$§§ 30li
October . . 30,% _g.d February . 31 304%
November . 34& 337% | March . . 304% 3()5
December, . 338 314 April . . 30,% 20%
May .| 3944 291§
1925. June . ] 300% 304%
January . . 324% 313 July .1 304 293
February . 32§ 21 August . o208 283
March . . 32¢% 31 | Scptember b 281 26}
April . . 31 314 | October . . : z()§ 24}
May . . 31; 317 November 20 24,%
June . . 324 314 December . ]' 25y 244

Figures January 1914 to June 1925 from the Report of the Director of

the Mint, U.S.A., 1925.
Figures July 1925 to December 1926 from the Economis!.

The rise in the price of silver during and immediately after
the War resulted in considerable economy in the use of silver for
monetary purposcs, through the substitution of small notes for
silver coin and by alterations in the metallic content of newsilver
coins issued. Changes by which small notes would be replaced
by silver and by which the pre-war fineness of the silver coin
would be restored would, of course, assist the silver market. The
inauguration of the gold standard in China and of the gold bullion
standard in India would not necessarily reduce the value of silver,
provided that no attempt were made in these areas actually to
circulate gold coins. As the wealth and population of these areas
increased, the demand for silver would rise also.
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TABLE X.—Woxld Production of Silver, 1923 and 1924
(From Mint Report, U.S.A., 1925) .
Calendar Year 1923. Calendar Year 1924.
. Value . Value
Commury. | Kilos, | Ounces, | (070028 | 0% | OPReeS | (8074436
R €. : per Ounce). : : per Ounce).
s 3
Germany . 116,734 | 3,752,998 | 2,628,149 116,734 3,752,998 2,794,332
Englan 1,077 34,625 24,247 969 31,153| * 23,195
France 6,626 213,025 149,177 4,599 147,858 110,089
Italy 12,000 385,800 270,168 13,300 427,595 318,370
Austria 441 14,178 9,929 892 o 28,678 21,352
Russia 6,000 192,900 135,084 6,221 400,000 148,912
Belgium .. .. .. . .. . ..
Bulgaria .. .. - .. - .. oo
Czechoslovakia . 21,844 702,285 491,766 21,84‘ 702,285 522,893
Denmark . .. .. .. .. .. ..
Finland .0 .. .. .o
Hungary . . .. .. Y .. ..
Yugoslavia 764 24,562 17,200 972 31250 23,267
Lithuania . .. .. .. .. .. o .
Netherlands .. e .. .. .. . ..
Norway 9,267 297,934 208,637 13,200 424,380 ‘15.979
Poland 637 20,479 14,341 11,631 373,937 278,418
Portugal .. - .e .. .. ..
Roumania 2,000 64,300 45,028 2,246 72,209 53,764
Spain 86,414 | 2,778,210] 1,945,525| 89,579| 2,879,966 2,144,307
Sweden 18 578 405 .. .. i ..
Switzeriand .. . . .. - ..
Rest 5,977 192,160 134,566 11,840 380,656 283,421
EUROPE 269,799 | 8,674,034 | 6,074,252| 294,027 9,452,965| 7,038,296
US.A. . 2,279,808 | 73,295,810 51,327,590 |2,033,183 | 65,366,840| 48,669,534
Canada 552,246 | 17,754,706 | 12,433,265 613,882 19,736,323 | 14,694,877,
Mexico . {2,826,099 | 90,859,083 | 63,626,798 |2,845,603 | 91,486,136 | 68,116,917
Central America
and W. Indies 77,760| 2,500,000 1,750,000 83,550| 2,686,150 2,000,000
Argentine . .. .. .. .. .. ..
Brazil 890 28,613 20,037 890 28,613 21,304
Colombia . 98 3,150 2,206 90 2,900 2,159
Guiana 264 8,500 5,952 271 8,700 6,478
Peru . 580,242 | 18,654,793 | 13,063,578 | 580,242 18,654,793 | 13,889,613
Uruguay . .. .. .. . . .o
Venezuela 84 2,700 1,891 84 2,700 2,010
Chile 103,810 3,337,491 2,337,178 | 104,438 3,357,688| 2,500,000
Bolivia 162,141 | 5,212,826 3,650,438 | 141,051! 4,534,781 3,376,417
Ecuador 2,333 75,000 52,521 2,177 70,000 52,119
AMERICA - 16,585,775 |211,732,672 |148,272,154 |6,405,461 |205,935,624 {153,331,428
Transvaal, Cape
Colony, and
Natal . 42,735| 1,373,930 962,136 43,534 1,399,626 1,042,105
Rest of Africa 5,297 170,303 119,259 12,504 402,010 299,320
AFRICA . 48,0321 1,544,2331 1,081,395 56,038| 1,801,636 1,341,425
AUSTRALIA and
N.Z. . .| 429,819 13,818,701 9,676,959| 334,038 10,730,314 | 7,996,064
China . 3,110 100,000 70,028 3,421 110,000 81,902
f;‘ an ., 111,893 1 3,597,351 2,519,153 | 109,952| 3,534,943 2,631,977
ritish India 151,262 | 4,863,066 | 3,405,507 | 165,138 5,309,203| 3,953,020
Dutch E. Indies | 49,113} 1,578,0b3| 1,105,730| 64,799| 2,083,256| 1,551,109
Rest - 3,120 100,494 70,374|  3,152| 101,354 75,464
Asia . -| 318,504 | 10,239,804 | 7,170,792 346,462 11,138,756 8,293,472
w°""°_T°TA'- - 17,851,929 1246,009,534 172,275,552 17,436,026 1239,0685295 | 178,000,685
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Abrasion .
Debasement of coins, 21, 32, 35, 40,

48.
Fraudulent, 55.
Losses by, 488, 489.
Tolerated deficiency, 48, 369.
sWorn coins, calling in, 369.
Alternative standard, see PARALLEL
STANPARD.
Altmann, S. P., 499 note.
Austrian monetary system :
Alternative, 1786, 124.
Foreign exchange, pre-war policy,

435-
Gold standard movement, 199.
Silver coinage suspension, 76.
Vienna Currency Convention, 126,
127, 149, 150, 151, 441.

‘" Balance of indebtedness,”’ 422.

Bamberger, Ludwig, 147, 165, 170, 181,
388.

Bank Acts (Germany), 1871-75, 156
el seq.

Bank currencies, special, 45.

Bank of England, war-time financial
measures, 220.

See ENGLISH MONETARY SYSTEM.
Bank of Prussia, sec REICHSBANK.
Barter, ongin and development of, 5,

6, 7.

Belgian monetary system :

Gold standard expansion, 179.

Silver standard, 1832, 130.
' Bezant ”’ coins, 37.
Bilateral transfers, 203 et seq.
Bills of exchange, 417.
Bimetallism :

Definition, 358.

Discussion of problem, 442.

Movement in 1878, 184.

Bland Act, 1878, 185, 187, 188, 373.
Brandis, 20 note.

Capital :
International movement of, 474.
Trans{crs, various forms, 2906 ef seq.,
314.
Caprivi, Count, 201.
Cassel, Gustav, 217.
Chinese currency, stabilisation, 204.
** Clearing-houses,” 456.
Clemenceau, 9, 234.
Cobden, Richard, 138 note.
Coinage :
Abrasion, see that title.
Zsthetic requirements, 349 ef seq.
Divisionary, 36, 305.
Finencss and weight, early forms,
22.
Fineness, regulation of, 367 ef seq.

Coinage (continued) :
Fluctuations in value, 39, 43, 44.
Free coinage, definition, 37.
Functions, monetary, embodicd by,
24.
Gold, see that title.
Industrial uses, melting for, 483.
Invention of, 19.
Oldest stamped coins, 20, 21.
Pieces of different value, ®emand
for, 347.
Restricted, currencies with, 72.
Seigniorage charges, 371, 372, 388.
Silver, see that titls.
Small coins, circulation, 46.
State manuﬁacture, development of,
27.
o Technical requirements, 349 et seq.
Token moncilv,' see thag title.
Types, various, 34 e¥seq.
Weight standards, 366. §
See also MINTING.
Control of monetary circulatior® 407.
Cost of living statistics, 522, 582.
“ Credit money,”’ 392 et seq.
Credits : .
Long and short term, 475.
Rates of interest, 475, 568.
Currency policy, 1893 to Great War,
198.
Currency standards :
Concept of, 353.
Differentiation by characteristics,
36r1.
Free and normative, 353.
Sub-groups of free currencies, 359.
Sub-groups of normative currencies,
356.

Debasement of coins, 21, 32, 35, 40,

Denmark, gold standard adoption,
175.
Discount rates, 542, 544, 567.
Divisionary money, 36, 365.
Double standard :
Definition, 356, 363.
English monetary system, 52 et seq.
Ratio of value, 537.
See also BIMETALLISM,
‘“ Ducats,’ 38.

Eastern exchanges, war and post-war
rates, 273.
Economic conception of money, 276
el seq.
Economic intercourse :
Obiects of, 291 et seq.
Processes of, 292 et seq.
Electrum coins, 21, 35¢
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English monetary system :
Double standard, 1717-18, 120.
Double standard abolished, 57.
Foreign exchanges, war - time

measures, 263.
Free coinage for gold, 61.
Free right of coinage, 58, 59.
Gold currency developments, 120.
Gold standard, establishment of, 6o.
Gold standard, genesis of, 57.
Gregt War financial mecasures, 211
et seq.
Guinea, legal tender value, 56.
Historical accoynt, 54.
Legal tender lhipits, 61.
Note issue, post-war, 243, 244.
Post-war financial measures, 236,
(243, 244. .

Silver, demonetisation, 1798, 121.
War loans and taxes, 227, 231I.

English whold-ale prices, 18601913,

555- '
English whelesale prices, 1013-22, 570,
571,
Exchange :
Money as medium, 1.
“ Quter " and ‘' Inner ' exchange
value, 512,
Exchanges, see FOREIGN EXCHANGES

Falkner, Roland, 518.
Fineness of coinage, fluctuations in, 40
et seq.
Fisher, Irving, 519 note.
* Florenes,” 37, 38.
Foreign exchanges :
Balance of international indebted-
ness, 422 cf seq
Banks, influence of, 420.
Bills of exchange, 415 ef seq.
Definition, 4rz.
Disturbances caused by war, 257
et seq., 592.
‘ Favourable " and ‘' Unfavour-
able,”” 419.
Fluctuations, free currencics, 432.
Fluctuations, gold and silver cur-
rencies, 425.
Fluctuations, money value affected
by, 548 et seq.
German rate, 1923, Table, 274.
Gold-points, upper and lower, 419.
London exchanges, 1923, Table, 275.
Par of exchange, 412 ef seq.
Regulation of rates, 434.
Free coinage of gold, English law of
1816, 61.
Free right of coinage, 58.
French monctary system :
Foreign exchanges in war-time, 264.
Franco-Prussian War, effects of, 153
et seq., 478,

French monctary system (continuéd) :

Gold and silver, relative values in,
128 et seq., 135 et seq.

Gold standard expansion, 178, 179.

Great War, financial measures, 212
et seq., 231.

Latin Union, see that tstle.

Paper money, 60, 69. .

Paris Conference, 1867, 142, 152.

French wholesale prices, 1860-1922,

555, 570, 571.

Functions of moncy, 302 ¢f seq.

Carrier of value, 331.
Exchange medium, 296, 304.
Payments, 20, 309.
Transfer of capital, 296, 314.

Geiler, F., 624, b25.
German monetary system :

“ Alternative '’ system, 1750, 123.

Bank note issues, 103, 164, 165.

Changes in, 1871-1014, Table, 174.

Franco-Prussian War, cffects of, 153
el seq.

Gold circulation introduced, 140 ef
seq.

Gold standard adnumstiation con-
ditions, 168.

Gold standard demand, 1871, 154,
158

Impenal treasury notes issue, 103,
200, 374.

Legal tender hmits, 160.

Legwnlation from 1871, 150 ef seq.

Muddle Ages, 37.

* Money of account,”” 41.

Paper issues, 162,

Paper token money, 405.

Reform of the currency, 147 el seq.

Reich coins, 18711014, 173.

Reichsbank, see that title.

Silver coinage suspension, 155.

Silver, sales and deliveries, 1873~
1879, 170,

Silver standard, 1830, 126.

Talers as ' credit money,” 392.

Talers, demonetisation, 171, 172.

Terntonal coins, suppression, 101,
163. »

Token coins, limits, 160.

Treaty trade cons, 127.

World currency movement, 152.

Germany, war and post-war conditions

Capital losses, 597.

“Coal value' loan, 1923, 500,
510.

Constant purchasing power currency.
018 ef seq.

Cost of hving index numbers, 519 ¢f
seq., 574 ct seq., s82.

Creditor and debtor relations, 605
el seq.
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Germany, war and post.-war conditions
(conflnued) : N
Financial developments due to war,
209 et seq.
Foreign exchanges, collapse, 259 et
seq., 270, 598.
Indebtedngss of Reich, 241.
Industrial production problem, 612
otl seq.
Loan banks, 221.
Money in post-war period, 234 ef
seq.
Nati%na] income, 605.
Paper circulation, growth of, 594.
Prices, wholesale, Tables, 1860-1922,
555, 570, 571. L
Public finance, and depreciation of
money, 016 ct seq.
Reparations debt, 234.
‘ Rye ”’ bonds and bills, 509.
Securities, quotations and Yyields,
1922-23, 584.
Share capital earnings, 1922, 590.
Stock exchange index numbers, 523,
585.
Taxation, 241, O017.
Treasury bills and note issue, 242.
Wages and salaries, 525.

Wages, prices, and cost of living,
Tables, 1921-23, 579, 580, 581.
War changes 1n money value, 597

et seq.
War loans, 220 el seq.
Giften, Sir R., 500 note.

Gold coins:

Adoption, 37.

Changes in monctary use, 115 éf seq.
Fixed ratio for, 52.

Fluctuations in value, 50 et seq.
Increased circulation, 135 et seq.
Types of, 35.

Gold metal :

Adaptation as money substance, 345.

Changes in supply, 1913-20, Table,
240.

Industrial consumption statistics,
4806 et seq.

Money value and gold, relation
between, 247 et scq.

Prices, 247 et seq., 252 ¢t seq.

Silver and gold value, ratio, 108, 109.

Wholesale prices, 1850-73, 557.

Gold production :

Australian and Californian dis-
coveries, 133.

Diminishing, 182.

General development, 82 ef seq.

Money, value of, 1873~1914, Tables,
558 &t seq., 563.

Output, 1871~1910, Table, 183,

Production, 1493 to present day,
87 et seq., 557 et seq.

Gold production (contifued):

Production in
Table, 98.
World production, Tables, 86, 97,

107, 206, 238.
See also PRECIOUS METALS.

important areas,

Gold reserves of leading banks during

and after war, 245, 240,

Gold standard :

Definition, 356.

English system, 60 et seq.
Expansion of, 175 et seq.

Simple, 363.

Token money with, 400.

Gold Standard Act, 1025, 59 nofe.
Goods and money: o

Diffcrence between, 1, 25. o
Fluctuations in exchange rates, 548
el seq.
dransfers, various processes, 292 ef
[ ]

seq.
Value developments, Jable, 118.

Goschen, Rt. Hon. G. J., 568 note.
Great War, financial effects ®

Cost of war, 223, 224. L4

Currency and currency metals,
relation between, 244.

Currency crises, 218. .

Foreign exchange disturbance, 257 et
seq., 424.

Germany, 209 et seq. .

Goods and money exchange ratios,
513.

Inflation in neutral states, 233.

Loans and taxes, 226 ef seq.

Monetary institutions generally, 208.

Neutrals, protection agawnst gold,
215 et seq.

Paper money issues, 220 et sef.

Prices, general developments, 570
ot seq.

Prices, gold and silver, 247 ef seq.,
252 ¢t seq.

Greek monetary systems, 35.

Heyn, Otto, 535, 536.
Hildebrand, Richard, 284, 449, 450,

451, 452.

Hindenburg, Marshal, 223.
Hoftmann, J. G., 48, 151.
Hohenlohe, Prince, zo1.
Holland, see NETHERLANDS.
Hultsch, F., 20 note.
Hume, David, 476.

Index numbers, see CosT oF LiviNg,

PRICES.

India :

Balance of indebtedness and trade
balance, 192, 193, 428, 429.

Council bills, 192, 200.

Exports, rise, 1840-66, 134.
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India '(contimtd) :
Foreign exchange, war-time rates,

271.
‘' Lirhping gold standard,” 200.
Mints, opening to silver, 1895, 201,
202.
Silver currency legislation, 74, 183,
190, 19X et seq., 372, 395.
Silver imports, 1841-70, 134.
International monetary conferences,
Paris, 1867, 142.
Inter: ational monetary organisation,
411 et seq.
See also WorRLD CURRENCY.
Italian monetarysystem:
Coinage, 37. «
Foreiga exchange regulation, 265.
Great War, financial measures, 215.
Money of account, 4..

Japan: *
Foreign exYhange, war-time rates,
269. °
Gold standard adoption, 2o1.
Great War, financial measures, 216.
Wholesale prices, 1913-22, 570, 571.
Jevans, W. Stanley, 517.
‘
Kalkmann, P., 55 note, 120 note, 175.
Kucrp, G. F., 23 note, Bo note, 283
note, 391, 392, 396, 397, 398, 399,
417, 426, 4209, 430, 437, 493, 494,
508.
Knies, K., 281 note,
498, 500.
Koch, F. M. von, 46 nole,
Koppel, Dr A., 500 note.

299, 495, 499,

i
Latin Union :
Common standard of currency move-
ment, 439, 440
Formation of, 140, 141 nofe, 142,
Silver legal tender cowns, 1874-79,
Table, 180.
Law's Bank, vb.
Legal tender :
Characteristics of, 362,
Limts, 300 ¢t seq.

Lexis, Willielm, 39 nole, 55 note, 81, 85,
88, 100, 101, 120 nole, 130 nole,
186.

' Limping gold standard,” 200, 362,

363.
Liverpool, Lord, 343.

Loans :
*“Coal value’'' and “rye’’ loans,
509, 510.

Foreign, 474.

German war loans, 226.
Locke, John, 446, 494, 533.
Lydian coins, 21, 35.
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‘‘ Mark Banco,” 45, 47, 37I.

Marx, Karlf 494.

Measurements, primitive, 8.

Menger, A., 303, 327, 449, 451, 452,
461, 512.

Metallic currencies
coinage, 72.

Mexico :

Currency Law, 1904, 372.

Gold exchange standard, 204.
Meyer, Eduard, 2o nofe, 22.nols.
Michaelis, Otto, 388.

Mill, John Stuart, 447.
Mint par of exchange, 412 ef seq.
Minting :

Costs of, 46, 371, 372, 388.

State monopoly, orjgin and develop-

ment, 27 ¢f seq.

See also COINAGE.

Monetary systems :
Control of cairculation, 407.
Currencies freed from metallic base,
76 et seq.

Currency standards, see that fitle.

Deveclopment, 4 ¢f seq.

Differentiation by characteristics, 361.

Divisionary money, 305.

English, see that tutle.

Foreign exchanges, see that title.

German, see that title,

Great War, disturbance of, 208 ef

seq.

Org;lnisatmn problem, 44.

Post-war displacements, 236 ¢f seq.

Restricted coinage, 72 ef seq.

Uniform, 350.

Unit of account in, 304 ef seq.
Money :

Bullion and money value, relation

between, 377 ¢! seq.

Concept, development of, 29.

Concrete forms of, 284 ef seq.

Defimtion of, 270.

Demand, theory of, 445 ef seq.

Determunative factors in demand,

450.

Fluctuations 1n demand, 463 ef seq.

Functions of, sce that title.

Intrinsic value, see VALUE oF MONEY.

Mystical influences conneited with,

12,
Precious metals, see thatl tslle.
Puitchasing power, changes in, 511
el seq., 530,

Qualifications of, 341 e seq.

Supply of, 409 ¢ seq , 530.

Money of account, 39 e! seq.
Montesquieu, 494.

with restricted

Netherlands
Forcign exchanges, war-time de-
velopment, 266.



INDEX 659

Netherlands (continued) ;
Goltl af\d silver, relative values, 131,
Gold standard adoption, 175, 176.
Prices, 1913-22, 570, 57I.
Silver coinage, restriction, 73.
Newmarch, W,, 517,
Newton, Sir Isaac, 56.
North Germdn Union, 153.
Note circulation of leading banks,
Table, 246.

Palgrave, Inglis, 518.

Paper currency :
ustrian, 7o0.

Convenience of, 348.

Deficiency of papers standard, 66,
359, 363.

English paper,’ 67, 243, 244.

First systems of, 66 et seq.

Forced issues, 65.

French paper, 1720, 1848, 1870, 66,

Great War, paper issues, 71, 220 ef
seq.

Incrz'ased post-war circulation, 240
el seq.

Monetary character of, 286.

North American, 67.

Note circulation, changes in, Table,
240.

Paper within a metallic system, 405.

Prussian, 1806, 69.

Redemption, 65.

Russian, 7o0.

Stable currency argument, 619 ef

seq.

Supply and purchasing power, 490,
530.

Treasury notes, 69.

Types of, 374.

United States, 08, 242, 243, 244.

Parallel standards, 44, 52, 356, 363.

Paricu, Esquirou de, 141.

Paris conference, 1867, 142, 152.

Philippovich, Eugen von, 325 note.

** Pistoles,”” 38.

Pittman Act, 1918, 254.

Precious metals :

Changes 1n monetary use of, 115
el seqw

Coinage, see that title.

Definitive consumption, 488.

.Fluctuations in relative values, 350,

1.

Gold, see that title.

Industrial uses for, 481, 484 ef seq.

International distribution, 471, 473.

Minting, 27, 46, 371, 372, 388.

Money value in relation to metal.
377 et seq.

Production statistics, 8o et seq., 86,
107, 200, 238, 469.

Precious metals (continucd) :

.

Qualifications for monetary use, 342
et seq.

Silver, see that title. .

World production, Tables, 86, 107,
206, 238.

World stocks for money uses, Table,
206.

World's supply for money uses,
Table, 238.

Prices :

Changes due to War, 519, P
Definition of, 321.

Gold and silver prices, 247 ef seq.,
252 et 5£q., 557. e

Index numbers, 5%7 e seq., 554 et
seq. °

Marginal utility exchange value,
526. ]
ise in wages and prices, 513.
rade cycle Suctuations, effect on,
565 et seq.

Wages, prices, and Lumncies, re-
lation between, 573. ¢

Wholesale, 1850 to War, 554 @¢ seq

Wholesale, war and post-war years
570 et seq.

Purchasing power of money :
Changes in, 511 ef seq.
Constant, currency with, 618.

Rapidity of circulation, 452 e seq.
Reichsbank :
Cash transactions, imperial, 165.
Control of circulation, 407.
International business, 167.
Note issues, 166, 230, 375.
Tax-free note contingent, 167.
Wazr-time financial policy, 209 et seq.
Resumption Act, 1819, 67.
Ridgeway, William, 9, 10.

Roman monetary system, 29, 36.
Roscher, W., 494.

Russell, H. B., 146 note.

Russian monetary system :

Bolshevist revolution, effect of, 235.
Foreign exchange regulations, 436.
Gold payments, war, 211.

Gold standard expansion, 199.
Note circulation, 232.
Paper money, 70.

Sauerbeck, A., 517, 554.

Scandinavia, se¢e SWEDEN *AND NOR-
WAY, DENMARK.

Schaefer, Carl A., 436 note.

Schhieffen, Count, 227,

Schmoller, g, 41.

Scholtz, Adolf von, 444.

Schorling, 458.

Schurtz, H., 9, 13.

Seigniorage, 371, 372, 388.
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Sherman Act, 890, 185', 186, 187,
201, 254, 373.

Silver coins :

Changes in monetary use, 115 &/ seq.

Depreciation, causes and effects, 175
et seq., 183, 188,

Fixed ratio for, 52.

Fluctuations in value, 5v ef seq.

India, 74, 183, 190, 191, 372, 395.

Prices, before and after War, 247
ot seq., 252 et seq.

Susy ension of free coinage, 73 ¢ s¢q.

Silver metal :

Germany, sales, 1873-79, 170.
Gold and silver, ratio of value, 108,
100, 112, 113
Industrial consumption, 487.
London prices, 1848-21, 112, 113.
Rise and fall 1 price, 252 et seq.
Silver production : .
Avcrages, Table, 107
Dcvelopment\of, 82 et seq.
Output, €40340 present day, 99 ¢! seq.
Output, $851-1920, 105.
Wot.d production, Tables, 104, 107.
See also PrRECIOUS METALS.
Silver standard :
Definition, 350, 363.
Restricted comage, 363.
.JToken money with, goo.

Sim¥me, 5 note, 0, 8, 9, 13, 31, 490,
497, 498. 490, 500, 501.

Soctbeer, Adolf, 50, 51, 81, B2 note,
85, 88, 8u, u8, ya, 101, 115, 170,
485, 517, 554

South German Monctary Umon, 1837,
126, 148, 150.

‘ Standard " money, 2.

Suess, Bdward, on, 182

Sweden and Norway ©

Foreign exchanges development, 208.

Gold standard adoption, 175.

Great War, financial measures, 217.

Prices, wholesale, 1800-1922, 555,
70, 571.

Swiss monetarv system :

Foreign exchanges development, 267.
Gold standard cxpansion, 8o.
Great War, finanual measures, 215.

Talers, 38, 171, 172, 392.

Token money, 01, 62, 64, 373, 382, 391.
English brass, 47.
Gold and silver currencies, 400 ef seq.
Paper tokens, 405 et seq.
Value, limitation, 385, 386.

Trade cycle fluctuations, effect on

prices, 565.

MONEY

Unilateral transfers, 292 ¢f seq.
Unit of accdunt, 364 et seq.
United States of America :
Bimetallism conferences, 184.
Commissions, gold and silverstandard
ratios, 131, 203, 204.
Gold standard movement, 177, 201.
Great War, financial measures, 216,
232. .
Paper, post-war issues, 242, 243, 244.
Prices, wholesale, 1860-1922, 555,
570, 571.
Silver circulation upkeep, 1853, 139.

Value of money :

Changes in, 540, 547, 554. 591I.

Conditions regulating, 377 ef seq.

Essential nature of, 493 ef seq.

Exchange, * Inner * and * Outer,”
512

Exchange ratio, 525 ef seq.

Fluctuations, 548 ¢f seq., 501.

Gold production and, 558, 503 et seq.

Intrinsic and functional, 76 e seq.,
503 ¢f seq., 534.

Marginal utihty theory, 520 &f seq.

Measurement of, 405.

“Nonunal value " in any system, 383.

“ Premium * value or 7 agio,” 384

Prices attected by, 540 ¢f seq.. 505,

573
“ Standard " or full value, 382.
Statisties, 516 ¢f seq.
Supply and demand, 528, 529.
Supply and purchasing power, 530.
Wages and salanes atfected by, 541,
578 ¢l seyq.
Values :
Esumation, development of, 8.
Stability of value, 17.
Trabhtivsal ratios of, 13.
“ Valuta ' money, 300, 400.
Vienna Currency Convention,
1206, 127, 149, 150, 151, 441.

1857,

Wages : .
Changes in money value, effect of,
541, 578 et seq
Germany, salaries and wages, 19214
23, 578, 580, 581. ® :
Prices, effect of rising wages on, 5624
Prices, wages, and currencies, re-
lations between, 502, 573.
War and post-war wages, 5I3.
Wagner, Adolf, 287 note.
World currency :
Movement for, 141.
Problem of, 438.
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