" TRAGIC EXPERIENCES OF EUROPE

DANGER OF TALKING INFLATION

HOW AMERICA DRAINED OLD WORLD

In the second instalment of Professor Gregory's Fisher lec-
ture on International finance, which is published below, some

of the problems worrying the financier are explained.

In

1923, a single Minister in Great Britain suggested in a speech

that a little inflation might not be harmful.

Within 24 hours

every international banking fim in the world was withdraw-

ing deposits from London.

Professor Gregory cites this and

other instances to show how intricate and delicate the financial

fabric 1s.  The first instalment

yesterday.

I hope I have made it quite clear
that money is a very much more .Im-
poriant element in modermm economic
life than s thought at first sight, and
than was thought by all those middle
Victorlan economists who lived in n
period of great peace and prosperily,
and used to say that monéy was only
the -disturbing value which hid the
realities from mankind. Money 1S
more than that, It has an exiraor-
dinarily potent tendency both for good
and evll mn the national life of any

particular couniry and in the Inler-
national life of all countries taken

together.

That brings me more directly to the
problem I ve to discuss ultimately
this evening. iz it that Inter-

nat ce in such a difficult
natlonal finance is

position to-day? There are ce
in country, and o
whose mnn?rﬁnn of an Intemnm

financier 1s that of a gentleman with a
‘considerable walst protuberance, always
smoking a v fat clgar, and wearng
nothing but white walstcoats and dla-
mond studs. That is not the inter-
national financler as you actually know
him, or as you actually meet him. The
interpational financier as you actually
meet him s a very worrled gentleman,
who sits In an office with twenty-five
telephones around him, recelving de-
pressing telegrams from every part of
the world. . What Is wrong with in‘er-
national flnance at present? In the
first place It s suffering from the eco-
nomical and psychological effects ol
the periods of extreme Instability,
which eame to an end in Europe, and
the rest of the world, roughly aboul
1925, I want to describe what these
psychological and economic eflects nare
and have been.

When Moncy Melts

In the first plnce there iz the pro-
blem of the liquidation of the accu-
mulated balances in the international
short loan fund. 'Thal scems very ter-
rifying. It is, In fact, a very slmple
thing o grasp, In the perled 1n which
the Cerman mark, the Beleian franc.
the French frane, the Italian lira, the
Hungarian crown, the Austrian crown,
and the currencies of all the other
European countries were melting be-
fore the eyes of the miscrakble popu-
Iation of those countries, & few people
begin to -realise earlier than the  rest
that they were melting. What did they
do? They tried to escape from the
consequerices of the falling value of
thelr currency by  buylng  something
which did not fall in value: and the
simplest ‘thing to buy, apart from at-
tache cases and other things which
they could buy In their local zhops,
bhut which they could not go on buy=-
ing because the shopkeepers Irankly re-
fused to go on selling thoem, was a
dollar note, the ordinary notes of the
Federal reserve syslem. In 1926 and
1027, for Instance the Pedernl resérve
system suddenly discovered milllons

uporn @Wn ﬁ& '. | ning

ns

|-"I‘ 4
5 g =l g
& Tl ]
I'F-_l"‘.i-"

" TITIAIL®
= e —,
ot

here took e 4 .'-I"""-‘.:.-l_l-.:"} ST |
papularly ealled a 11l rom the cur-
réency, and, In the particular case of
the London money market, a flight
from the currency was especially im-
portant In the case of our nearest
‘-nelthhnr. France. Between 1024 and
1926 the French esca the conse-
uences of thefr local Inflation by re-
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of the lecture was published

rates of interest, one of the most diffl-
cult problems which German and French
bankers have to face at the present
time. This difference, this distortion
of the rates for money in one depari-
ment and in another, Is entirely the
consequeénce of psychological distur-
’t:-an;::m created by inflatlon in  the
past. '

Sensitive Money Markets

The third consequence of inflation Is
this:—Nobody in Europe has forgotten
the war; still less has anyone forgotton
the period from about 1919 to 1925,
What is the consequence? The conse-
quence is that people are liable to be
very panicky when anybody suggests
that a lttle dose of inflation would nut
do us any harm. I remember the
situation in Great Britain on the eve
of the general ﬂtﬁum of 1923, when a
certaln Conservative Minister
that the situation was s0 d
it ‘might be as well to see what the
effects of n lttle Inflation would te.
What was the consequence? The non-
sequence was that within 24 hours of
the making of that speech every inter-
rational banking firm in the world was

beginning to withdraw deposits from
Londomr. They sald, in effect, “If you
are going to Inflate we shall take thne

hf* the forelock.” That is not only tre
ol bankers, who ought to know thelr
business. Over large paris of the Con-
tinent it is true of the average man and
the average woman, who has  been
through the lod when local money
literally would not buy the same amount
{from hour to hour. The result s
that the European money markets, and
all thse money markets affected by
Europe, are very sensitive to any sug-
gestion of a movement Intended to re-
duce the wvalue of money: that is, to
ralse prices,

Investments in Amerlea

The fourth conseguence of the infla-
tionist perfod in Europe was one which
was hardly suspected until it came to
an end. The fourth consequence was
0 make very popular among European
investors the idea that at all costs they
had to Invest their money in something
which had a real value. The business
men’s way of expressing that was to
say that they wanted to invest thelr
money in something which gave them
An eguily In an actually existing en-
terprise. The most prosperous coun-
try in the world In the last few years
has undoubtedly been the United States
of America, and therefore the tendency
has been for Européan investors to re-
fuse to Invest in the long-dated bonds
of thelr own enterprises and thelr own
loans, and to put all their money into

those American enterprises which
scemed to yield an endless pr t of
expansion and profitability, ¢ New

York Wall-street boom' of 1028-20
which came to a very sudden and ver
disastrous end last October, was 1
by the fears of the European investor
and by his desire to invest his

In a way which gave
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Effect of Withdrawals

What was the result? As soon as
these currencles became stabilised again
local populations started drawing some
of these sums back, and, owing to the

eculiar organlsations of money mar-

els, you cannot withdraw immense
sSums Irom oné money market to ano-
ther without actually. If you have fixed
rates of interest, taking part of the
proceeds In gold. It would take me
too long to e:g!nin why, but It is so,
Consequently the London money mar-
ket In 1927, 1928, and particularly in
1929, when other things were happen-
ing as well, which I Intend to explain,
was faced with the enormous problem
©of the French balances, the so-called
bad money, about which you will find
every Eanglish banker complaining and
grumbling at the present time.
In other words, the first of
the consequences of inflatlon from
the standpoint of the London money
'market (I make no apology for men-
'tioning London, bacause, after all, it s
the centre of International financlal
machinery), was the presenting to the
‘London money market of a very difficult
and serious problem, namely, what the
central was to do If a single
country had It within its power, as
France certainly had it within her
\power, to withdraw something between
A moderate £50,000,000 and £100,000,000
in iﬂrd at any particular moment. That
is the problem of withdrawal, the Nguida-
tion of accumulated balan ces
which had largely accumulated as a re-
sult of previous Inflation, and as a resuit,
therefore, of an ltmmﬂtn escape from
the consequences of t On.

Disparity In Interest Rates

The s2cond consequence of this period
of extreme instahuitf ull over thcp‘:*nrld
is something which I can describe only
in technical language, The second col-
sequence has been an  exaggerated
spread, as a techriical banker would say
between short and long period rates of
interest. All over Europe you earn
_relnélvelyuuu;le if hﬂl;c lcgw: our mﬁﬁy
on deposit ot a = but you ]

'our o in both hands, and invest
in a long term bond, you get propor-
tionately more than you would have Egt
in com on with deposit rates of Ia-
terest before the war., In other i
the margin between the deposit rates o
interest pald by banks, and 1 period
rates of interest pald by various Goveru-
ments, muniel ties, and business en-
terprises has Increased considerab
over the last ten years, is that
It is o remarkable thing,

outside the Scan-

dinavian 11:(‘:& olland, Switzerland,
’ ! e

Great Britaln,

K| began to put a

| output of those
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| perfect truth that no investor In ecall

money (o the New York Stock Ex-
change has ever lost a cent. Im other
words, you could at that time earn 12
per cent, and get vour principal back
without any difficulty by simply call-
ing it. What wnas the consequence?
It was perfectly simple. Instead of
the European investment trust, or the
FEuropean nsurance company, taking
up, I shall not say Australian securi-
tles, but the securitics of the Armeén-
tine, or of Brazll., or of some Wess
Indian island, which was risky., they
put their money into Wall-street, which
was not at all riszy.

Draining Gold from Europe

Consequently the whole equilibrium
of International investments, which
was already being effected by the pecu-
liar mentality of the European investor
as regards ghort or long investments,
was being further accentuated by this
enormous drain on the funds of the
New York Stock Exchange. How it
worked out was briefly this:—All the
time the American banks and Ameri-
can issue houses were taking up long-
dated securitlies in various parts of the
world: it really makes no difference to
the net result i J. P. Morgan lends 50
million dollars to Canada, and Cana-
dian banks and insurancs companies
lend 50 million dollara to Wall-strect,
for In the end no money is being lent
to. Canada at all; but COnsequeénce
of the enormous outburst of speculative
activity in the United States the total
quantity of money invested in sustain-
ing the industry and the governmental
equipment of the newly dﬁv&lop%ﬂ

countries of the world fell off,

off very sh Y. What consequences
this had there I need not enlarge upon
at this meeting, Let me Iuﬂﬁ
into the question. From atand-
point of the banking systems the flow
of funds to Wall-street had the effect
of causing a drain of gold to the
United States; and, when central banks
loce more than a certain amount of
gold, they are almost inevitably driven,
under central banking practice, to fut
up their bank rates. What 1s the
consequence of that?

When the Banks Squeezed

It can be simply described. In
the years 1927, 1028, and the early part
of 1929, all over the world raw mate-

rinls of one kind or the other, such
ns copper, zine, spelter, wheat, and
cotton, were being financed by means
of bank credits, As s00n as the
money market rates rose, as soon as
the banks were short of funds, they
u¢ecze on all the vari-
ous instrumentalities, which were pre-
venting the prices of raw materials
faif proportion of the AEETeRALE World
S e
therelore p b \
materin]l prices of all kinds, which has
been a characteristic feature of Lthe
world In the last twelve months,
I como back to 1929, as be wﬂl;
rectly and inevitably associa
reactiona of the money markets of
the great spectacular boom
in those three years., Ths
consequences of Lthe fall in the 08



one knows, the whole structure hax
come down with a trempndous thump

prices being maintained. So vou
,E{Int.. Just as when you throw n?u#bnl#
Into a pond, the reswiting disturbanece
Mretehes out in an endless
Tipples, »o a stone thrown it the in-
numﬂﬂwilw organisation, §
shapo immp
difficult and far-reaching charac-

BT



