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THE QOLD PROBLEM. 8 ///7

hddrecs af Section Meeting held on
January 19th 1831.
BY MR,.C.H,HXIS8CH,C.B,
&ir Robert Hadfleld,Bart., in the Chair.

It is now for about twelvse momths that the Gold CGroup
of Chatham House has bean consldering the gold gnesatiomm.
During that period a Committee of the League of Nations,
on whieh various countries have besn repressnted has also
been eongidering the same problem, Meanwhile the subjeet
of gold has soquired inereased interest and absorba more
colunns in the prese nowadays than sver before,

The object of this meeting is to inform a wider circle
than attends the CGold Group Heetings as to the line we have
taken in surveying the question, and to bring to your asguaint
ange some of the results of thought and discussion that have
been devoted to the subject during the vear, I need hardly
say that without the adéigizzz/rrou these discussions, in
which lesaders of finance and business, economlsts and others
have taken psart, 1t would scarcsly have been possible for me
to epen up all the ground wa hope to cover this evening.

The Chatham Fouse Oroup dlscussione have, of course, been
severely teschnigsal, Tonight I hope to avoid the more abstruse
and technipal side of the gquastion., I have been asked to try
to make this address a popular one ~ not a very easy task, as
the subjecy of gold does not lend 1t£elf to popular treatment.
Nevertheless gold 18 an important subject for each of us and
enters into all our lives, affecting the purchesing power of our
income, and influencing the trading relations between nations.
Nobody who wigheg to keep abrsast of important current toplcs
can afford to pass over the difficult and controversial gold

question,

During the year in which we have been considering this

matter in the Chetham Houss Group, the gold problem has taken
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on rather a new aspect. We began thinking of i1t ss a long-view
problem. We wondersad whether gold was going to do &ll required
of it in the future, having regard to the produetion of gold,
the growth of population, the incresge of trade, and aimilar
conasiderations, But in this period of sconomic siress the gold
question has become a preactical question. How far 1s gold =
player in the tragedy of the price collapse?

The question ias asked on &ll sides, « 1s gold the culprit?
I should say there are many culprits and we must be sareful
not to impute the crime to a cetoch<word. Gold 1s in danger
of becombng & catcheword, Its proceedings eare mysterious;
it 1s d4fficult to get hold of and e put in the dock; it is
easy to make it the scape-goat.,

In tackling the problem we mizt be very careful to distine
guish betwesn two different questionsy Is there & gold
shortage? Has the handling of the gredit gquestion been prejudiced
by gold shortags or gold maldistrivution? The other questi on
13: Hag the eredlt question beem mishandled despite adeguate
gold? These are the probvlems which one must c:nmsider when one
wishes to aspess the part that gold has played in the world
depression.

I am going to set out for your considerstion a number of
roints which have to be examined in snswering these very
important questions. I do not propose to attempt a conclusive
answer. I wish to draw you and to hear the differant augrest-
ions from the hall.I am not at a)l surs that gold has yet
deserved all thé accusatlions thet ers levelled s, ainst &b,

Ve must put to ourselves a number of guestions, and, if vwe
answer them right, we shall probably understand what is the
gold problem, its present reactions and i1ts future possibillties,

Pirst, what ia the vart plared by reld in our modern
gtructure of soclety? We rust then came to some conelusion
es to what we want gold to do, Then we must consider whht
gold is actually doing; whether whet it 1is doing is due 1o an

insufficiency of gold, either present or prospective. If we
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find it 1s, we must then consldexr what methods there are of
making gold go further than 1t is doing at present - in other
words, the question of pold economy.

That will take us on to the guestion of non-monetary uses
of pold In the arts and for soecial purposes in India; the gquestion
of reserve requirements of Central Banks, the methods by which
thelr po’'lcles ecan be modifled or requirements changed in order
to reduce their gold demand; and, in connsction with thst, the
moat technieal aspect of the problem which I shall deal with,
the question whether Central Banks aougg;impnova the methods
by whieh they work out thelr gold requirements.

That will lenad on to the international aspect of the cuse,
and the part of great industrisl countries can play by working
together and controlling the demand for gold - that is the
cow-operation of Cenbral Banka. ‘The DBank fer International
Settlements, corested last May, introduces us to the question
of the world munagesment of currency. In this connection we
shall refer, in conolusion,to the part that confidence rmust
play in the solutlon of the gquestion,

A difficulty which characterises this formidable examination
paper which I am setting, la that the problem is regarded
differently in different countriss. The United EStates with
the equivalent of over nine hundred milliion pounds of goid and
Franee with over four hundred milllon pounds, take a different
view from this country with under a hundred and fifty million
pounde., The Amerlcans and French are nolt predisposed to regard
zold as a seprlious culprit in the matter of the world depression.
r.darburg, whose views on a guesbtlon of inis uind command great
attention, emphatically holds thet gold has played a very small
part in causing the slump, He ascribea the main troubls to the
desire to maointain production at an excessively high level of
prices. The French say they eannot help gold coming to themg
they are, relutively speaking, presive, and the Bank of France
1s oblized te veceive the gold offered to it., Against that we

have
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the British view, stated by Sir Henry Strekosch and Lord
Dt'ibernon who hold that gold has Played a large part in
precitipating the catastrophiec price fall in recent yenrs.
They are combated by snother Englishmen, Mr,Arthur IMicamel,
who in & letter to "The Times" took muech the sare line as that
taken by Mr. .darburg. DBut in Englsnd we are doing what the
imeriecans and French are not: we are working the gold standerd
with a guantity of gold which 1s small, relative to that held
by the other great international centres -~ lNew York and Paris.
In thet matter appreclation 1s due to the enlightened attitude
taen by the Benk of England. It has naver shrunk from allowing
ite pgold holding to diminish, and has only tsken protective
meagures when 1t has sufferaed long provocation., The Eritish
are thus well qualiflied to take the lead in this matter. Thelrs
is the only Central Bank which is practising anything that
can be called gold economy.

Hev.rting to the exemination paper, we are aware that

the Central Banke are ally when working the pold standard,
under an obligation to maintaln the convertibility of thelr
local currency in gold; they must pay notes either in gold
or in international money convertible into gold - usuelly
pounds sterling or dollare. Ue have now & large circle of
Central Hanks rTeund the world, maintaining convertibllity inte
gold, Taper monay, is representative of xold, and prices in
the gold standard countries are gold prices. 0Gold works unseen
ng the hasis of ocurrency and oredit, whicgﬁmay regord ap the
purchasing power created by the banking syatem and represented
by banking deposits. (old convertibility. is enforced on the
Central Fenks by law, and in spimdst every country Central
Panks are oblized to hold certnin guentities of gold, or
currencies convertible into gold, or & combinatlon of the two,.
In this way the money used throggshout the world is firmly

fastened to mnold,
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“hen you come to examine the teals of the credit structure,
the smount of gzold sctunlly held in relation Lo the total
depeaits in nmoney, 1s comparatively small., In the United
Htates the most recent figures - thoese for 1529 - show that the
gold ratio held by the Goverrment snd the Federsl Reserve
Danks was 5.8 per cent, of the tolzl deposite and currency.

In this country 1t Ie 5.8.psr cent, On thesse armall proportions
of gold an snormous credli structure ip mised, e believe
there is & definite con-ection between currency, credit, nd
the price level. and as regards the pold basis of the syaten,
we helieve that irmeortance atiaches o all countrios having
sine views ag te the smount of gold reaguired to maintain the
eredit structure.

Te United States since the War has been in the predominant
poesitionr in the whole nmutter, It is the only countyry which
has reomained effcctivel un the go%? standard without interw
mission. Thelr credit poliey hagi;a&ctiona on tho credit
poliey of all eother countries linksd together by the gold
gtandard, and the Amorlcan bank rate policy hes posslbly
boen the most fundemental factor in the nrice level since
the world has returned to the -old standard. Ve miurned
o 1t 4n 1925 and other countries followed rapidly af ter, This
whole gquestion 1s explored’ very fully in ¥r. Keynes'! new hook,
". Treatise on Money", the second volume of which especially
wonld interest evervhodyr here.

Er,Harold Cox recently hud n letter in "The Times" in whieh
he drew sitention to the awount of pold held in the Bank in
1220 ond the amount held to-day. He observed that the price
level in 1920 was mueh highoer to-day, and arpued: .nat is the
connection Letween the two? But in 1920 this country wae not
on the gold astandeard; there wars no gold obligetion on the Bank
of England, and thereforse there was no necessary relation

batween ite gold holding and the price level., The position

ig entirely different when countries are on a gold basls,
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We mey now consider the problem from the aspect of pricas.
Prices either rise, fall, or remesin stabile. The question is:
¥hat do we want prices to do? ifre we in a position to influeme
tre price level? «~ not the particular price of, say, jubte or
gugar, but the general price level as measured by index numbers
guch a8 are now produced by all the leadling countriass or
banking authorities throughout the worid, The price tendency
{s pf the greatesat lmportance to the community. e have to
distinruish vetwesn the lomg-term novement of prices and the
ghort-term movement, e can all see the disastrous consequences
of & yapld fall in prices, but it 14 a different question 1Lf
the fell 1e protractsd over a couple of generations., There
vou hewge as o gounter influencs, scientific improvements and
advance in the methods of production, which aet as a set-off
end may enable & unit of production to be produced at a lower
real cost. Thils presents s differant factor from the repidly
falling price problem of to-day. Oome peoople take the view
that there 1s a yrood desl to Le sald for slowly falling priees,
It stimalates the effort to avold wasite in production and thus
helpe economy in manufacture. The classes with fixed saslaries
and wages benefit from & slowly falling price. They pat the
benefit without having to go on strike or engags in violent
argumentation: it comes automatieally.

The srgument Ior slowly risiug prices 1g thot 1t stime
uletes production by bringing profits more easily to the
entre-preneur classds,. Fixed salaries and weges are able
to get their share of improvdment by nepgotliations and tha
usual “radss U,lon vachinery., Ths process offers an advant-
age to produecing clusses by reducing the real burden of fixed
charges, such as debenture interest. ¥From the point of view
of the ecountry as & whols, a vising price level reduces the
net welrht of the aedionel lebt s in thal gsensce relieves
the present from the burden of the pash,

It 18 not nossible Tor we tonizht to attempt to give you

a full presentation g Lelween these vapious alternatives,
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It would lead to a complex discuasion of the causes of rising
and falling priess ~ how far aon-monetary, fow {ar monetary
causes, how far lmproved organisation and scientlfle resourccs,
may Influence a view, e must tonight muke the definlte
agsumption thayfthere is serlous evil in & rapid and substantial
change in price. Ve must dlssoclate curselves fram a peliey
of inflation or deflatlon Iintended tor aise or reduce prices;
ard assume that from ghoney voint of view stability ie the
desideratum in the price level, So far as monetsry measures
are concerned, we should not do anything deliberately Lo
disturb the price level,

¥het, now, hes gold actuslly been doing during the last
few yearsl In 1920 the post-war iaflation resched its helght
and gold prices were at anoppressive level, procucing soclial
stress In one form or another In slmost every coyntry., Then
came the great deflstion and gold recovered, roughly speaking,
40 perecent, of the purchaaing'pawer iost in the Yer, Eurepuln
countriea on a peper Lasis came back gradually to the gold
standard when the price level in the United ! tates Was approXe
imately 50 per sent. higher than pra~wnf. "hat was the level
on which the world pot back Ho the gold stenderd and on whiech
it hoped to remain, The stability of prices was pursued, I
think conselously, b7y the authorities of the United States
banking system. and they pursued it fairly effectively uniil
about & couple of vears apgo, vhen 2 marked decline “egan to
estatlish 1taelf,

Since then the decline hag heen much more rapid, particulsarly
gince the treal of the bkew - York: - @ ltock FExchange boom in
1929, From the fritish price leval of 10292 -~ gn average of
135 aa compoved with the nra-war 100 - we are now back to-day
to the pre-war wholasale nrica level, Tt iz sy asxtioordinary
thing, though we do not reslise it In the purchases we ME RS,
thint wheolessals produce is Dack on the nre-war level of nprices,

ag shovwn by the index nwsbers, dany individual articles are a

long way below, others slipghtl: above. but the general wholee
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Bale price index for this country is s2hout pre-war level,

in /‘merice 1t seerms to he sinking towards the same level,

The £&ll since 1929 1a in this country about 23 per cent.,

and in smerica something like 15 per cent. “The disparity
between wholesale nrices and retall prices adds to the stress
that this nrice eatastrophe has cuoused,

Car: nonetary messures avold this ¥ind of Alsturbsnee, and
what 1s tho prri played by gold in thls conveetion? The
eredit system ts the pilvot of the problem. we all know that
in times of trade depression bank retes are lowy at tines
27 koom bank rates »ise, Bulb the bank rate in 1taelf does not
solve the probilem, “he bank rate is only a means to & fu: ther
riovement. The objilect of lowerin:- +the bank rate in times of
depression is to encoursgs investment of new capltaly that
is to say, to encourage the entrepreneur and manufacturer to
gnbark on new capital enterprises, and develepment, taking
advantage of what is ecallod cheap uoney, employing more labour,
producing more goods, and in this way dnducing an lncrease in
the credit and currency circulation of the camntry, so that
the prloeoe level whlch had sagged may be tnoouraged to rise.
The converse process 1s upplied when there iz a trade boom
and an excesslve tendenc to spaculation. DBonks then require
to put on a curb, wiich they do by raising the bank rate,

e may agk ourselves why the perlod of onsy money, whiah
we have now enjoyed for twelve monthe, has had so 1fittle ef fact,,
That problem would take a wlhiole evening to dimscuss, and I
mugt leave 1t to others. §Ho rust revert to our exéminntiqn.

“hen the Cold Group took ur the question, we were asking
oursleves how mieh old tho world will went in the next
generation., ©ill 1t have enowgh? 4nd What are we to do about
it? It 1s h:gﬁfﬁminﬁnt economists that the woridis armual
gold requirements are roughly three per cent. comround interest
on existing stocks, te maintain » s tablec basls of curreney
and eredit, This filgure wae erleulsted on past sxperlence.

Thr problem then is: Hae the world any chance of getilng this

thrge per cent. compound increase”



Den

In 1915, the record ysar of output, gold production was
equivalent te £96 million. At the present time the figure
is about 285 milldon, of which about half comes from South
africa = the Hand., It is generally held by metalurgists that
the Kand 4s rapldly passing its zenith, and thet it id unlikely
that new gold flelds will be found in South Africa or elsewhere
to make up for falling off in the Hend production. 7Tt 1is held
by competent estimators that by 1940 the present production of
'8¢ millions will have dropved to L76 mlllions, by 1945 teo gﬁﬁ'
miililons, by 1860 to 555 milliionnm. Thus & drop of £28 rdllions
mny be expected within the next thirty years or so. Although
paat estluotes huve proved erroncous, various ¢lrcumstances
have helpoed the situstion, suech as improvements in methods of
getting the gold out of the rock. Authorities now think thet
these yrocesses have bern "ully explelted.

"he ecnelusion reached by the CGold Uroup 1s that 1f the
present predit structure is to be malntained, assuming that
the arte, trade, and the soeclel reguirements of india continue
to absorb about the same amount of zold as 8t present, then there
is a prospect of a steady and continnous decline In the price
Jevel, with 211 the disastrous cmsequences of which we are so
vainfully awarae,

+hat hapoveéns to the golid st present produced? About half
is absorbead by the various zrts und for secial'purposes. The
kalince finds ite way into Central Lanks and to the cuw renoy
authoritied, In 1928 the Central Danks and Governmemis held
22,000 milliong of zold - abovt ninety peor cenlt. of the worldls
.gold“stcck. 2400 mitllons found 1is way baek to the Central
denits os & cecell of sold wurrency from ordinary circulation.
it in conglderling these flgurer. we hsve to recormise that a
great part of the gold now in the handa of the Central Ianks
18 not Muetioning s a basls of credit, rarticulariy in the
I'nited Stetes and Prance, which latiaer country last year took
practically the eguivalent of the world's total amual production,

Taking 28,000 millions as roughly the amount of gold held for
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gurrengy purposes, with the fijure of £60 millions which is the
progpectlve output of ¢ old for 1948, you have & three per cent.
inerease, bul not a compound threce per gent. and 1945 does
not represent the low polnt in gold production which 1is to be
expected in the ifuiture.

This 1llustrétas the point that, on the prasent requirement
of gold, .roduction is not likely to =upply the need of surrency
authorities. The Uold Group hes therefore adopted the view
that wessgurers of gold sc momy are imperative.

hat are the means of effecting gold economy? We Ao notb
think thers 1s much opportunity of influencing the soeial
uses of gold in Jewellery and so on. The principel means
of aconomy must be through the (entral Tanks whlceh provide
a permanent madket for gold ut a [ixed prdoe. The Central
Baxkse are obliged to hold & ceortain proportion of gold, varye
ing broadly {rom thirty-five per cent in the Pank of Frence
to forty per cent. in the lietherlands and the Ugiteﬁ Statesﬁ
but they actually hold very mich larger proportions in relatien
to their demand ilablilitles, that 12 notes and deposlits. I
got out the figures for the situation last May. In aame cases
they are alroady oubt of date; France 2nd the United States
have each increased thelr gold holdings since then. Thé
French then held fifty por cent, and ths United Jtates
gomething in the neighbourhood of seventy-five per cent retios,
smounte grestly in sxcess of the legal proportions on the
Statute Beok.

“here is another group of countries which held at the
present moment muech swaller amounts of gold, but they aras
guffering from the bad example of the great ihternational
gentras llke Paris and New Vork. 7They naturally think there
is something in the poliecy of Increasging gold holdings snd
do S0 too. Oeormany snd the Centrel Burcopean countries are
#1l out te zZet mere gold as oceasion offers. I an afraid
if we did try io adopt ¥r.Cannan's suggestion that some of

the larger Central Banks should sell gold, it would inevitably

be snapped up only too rapldly by other countries, and the
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total sbsorption by Centrak Bankse would remein very much as befors,

This is the problsm of the maldistribution of gold. The League
of Netions Commlttee pointed ocut that the excess of gold ressrves
over the 33 per cent. standard whioch they ragard as the average,
wag at the end of 1928 about 2350 million, Fifteen countries held
over 90 per cent. of the gold reserves of the world. I had some
calenlationa made for the Gold (roup some months ago and at that

over legal requirements
time, if the Prench surplus/had bssn redigtributed to nineteen
other countrdes, 1t would havs given them an averags gold ratioe
of 51 per cent. against notes and deposita, If the surplus of the
Tnited States over 40 per cent, were rediatributed, the nineteen
other Banks would get a ratio of 55 per cent, If the surplus of
both the United States and France were redistributed the ratio
of the remaining eipghteen Banls would be brought up to 73 per cent.
apainst notes and depogits., This shows the enormous locks-up of
gold in perticular countries.

The legel retios to whieh we have referred are arbltrary, in
the sense that there is no saclentifie besle for them. In the
middle of the last century veople seemed to think that a note
eurrency was sufficiantly protected 1f Banka of Iessue were obliged
to hald 335 plr cent. in mstal. Thet “igure sesms te have formed
the "oasis of modern percentages by & vrocess of more or lass
accldentel developmsnt. Home of thoss considering the question in
the Gold (Group think there is grest scope for cutting down the
gold ratina. We think it cen be done without smy risk to currengy
standarde. A substitute for gold backing must be discovered, Ve
use paper notes, and the Centrel Banke may teke in one another's
currencies to a gresater extent then at present, and support notes
by holding dollars, peunds and octher strong currencies as substitutes
for gold, In this vway the demand for gold in the future might be
reduced, ‘There would e no gquestion of an insufficiency of gold
for at eny rete, & pgeneration. The reduction of gold ratios 1e one
of the main vacommendaﬁione of the Leagne of Nations Committee,

At the 414 OGroup suggsstions of wider scope have been made,
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The view hes been expressséd that the Central Banks ought to overs
haul the basis on which they arrive st their goid hélding,
distinguishing carefully betwsen reguirements in respect of the
internal circulation and in respect of external liavilitles, As
the former aystem of z gold ecirculation is veing rightly superseded,
the prineiple of holding gold reserves to secure the convertibility
of local currsncy is in need of reexamination. But countries

must remain on the gold astandard and must therefore be prepared

to meet ultimate international deblt balsncesin gold nmwney, The
Central Bank, therefore, has got %o examine the poslition with
regard to the partioular circumstances of its individusl case,
forming & view as Ho whit the liebiltlty gn the international
ageount may be, allowing ample margin for error and security, amd
in that wey 1t can arrive at a fixed amount of elther gold or gold
axehaﬁhms, whieh 4t ought to hold to secure its posiblon sgainst
any risk whaltever. - By such ways as this there 1s scope r:n/largt
amoun¥of gold economy without risk.

A question of that sort 4s an International gquestion. You
cennot expsct one lsolated cawmtry to say: I am cutting down my
holding of gold. The other countriéa-mny*aays We are not following
suit; we will teake the ;old you are giving up. Yo good will be
done that way. It is essentially an internationsl problem and
the leading countries of theworld must get together and thrash
out the question. If thig i1s recognlsed there is a possibility
for the Bank of International Settlsments to play a useful part.,

It 18 a Bank under the control of the Central FHanks. It ies &

publie authority in the sense of being the servant of the monetary
wordd, The Bank for Internationsl Settlements has important privils
iges under its Charter. Its asgets are free from selgzure in time

of war, and therefore 1t is inmmune from the dangers which beset
sggets privetely held in foreipn countrlies, letional Banks may
heslitate te hold foreign currencies s baelking becsuse they do

not know what will heppen in the sverz of wer. Because the Bank

for International fettlements is not a naticnal body 1t isg in a

pond positlon to tuke the lead in inviting discussion and in
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focusaing opinion on the gold queation. As it grows in public
eatoen it should #sssay wider tasks, It 1s at present an
infant organisation and one cannot expeet too much from it in
thens early days. There has hardly yst besn time for the
International jealousiss left from the ¥War to cool down. As
time advances the world will realise that with this gold
qncstion we all stend or faull together. The world depression
ie not affliieting us alone; Germany snd the United States perhaps
feel 11 oven mora. It i3 e world calamity and world measures
mudt be employed to ease it, and to inspire confidsnce smongst
the trading cormmunitlea thet everything will be done that ean
be done Iin order to wedide, ag Lfar as may be, the risk of a

recurrenne of such 8 disaster.





