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PREFACE

.,i

To those who experienced and survived the tests and
emotions of the" War to end War," and who returned
to a disrupted civilian life looking, perhaps, for more
than their deserts, certain questionings have been
prompted by ~he happenings of pQst-war years. The
loud promises of peace, prosperity, and progress, have
been fonnd tQ be ~mposs\ble of fulfilment, and, after
a short period of apparent plenty, marred by the
evidences of inflation, a prolonged trade depression
has plunged the nation into it. state of despair; the
industrialists are mortgaged or banJ,rrupt, and the
workers to the number of millions exist miserably on
the" dole" or on wages just ab,ove subHistence-level.
As a final tragedy, War itself is already back in its
old place in the esteem of Governments; it is no
longer considered" an impossible treachery to the
memory 6f our mill~on Dead," but practical politics.
'l'he number of arm~d men in Europe is at least as
great as in 1914; the trade depression is world-wide.

What then are tbe causes of this, poverty within
nations, and this possibility of international war? In
England the most earnest efforts of different political
parties have failed to remedy the ills 6f unemployment
and poverty, and the pious hopes of the business men
for a return of commercial prosperity have seemed to
be based on a superstitious regard for unknown and
unknowable causes. ' '
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IXPreface

It would seem that in these circumstances the
writings of an original thinker would be listened to
with respect, and his suggestions examined with the
dawning of a new hope. But though a man has arisen
to diagnose the disease that afllicts the soCial or.
ga~i~m, and to indicate the remedy, and though his
wrItmgs are an essential contribution to social
philosophy,-of a status and originality achieved,
perhaps, only once in a generation,-unexpected
difficulties have been met by those who have examined
and understood his proposals, when endeavouring to
propagate the II New Economics" founded upon them.

The remarkable books written by Major O. H.
Douglas, the first produced in 1920, have supplied
the answer to the questions asked regarding poverty.
and economic war. "Economic Democracy" and((

Oredit Power and Democracy" undertake a new
and ~undam~ntal analysis of the economic system,
and In partIcular of the relations between Present
Financial Policy and the Industrial Organisation.

The analysis of Major Douglas is so new and
startling in its implications, that the possibility of
eliminating poverty and the economic causes of war
is opposed by those to whom the present financial
s:vstemis

((

instinctively" placed above criticism and
this opposition in many cases arises from a ]a~k of

'

knowledge of the actual operations of the present
Money Market.

The following chapters, therefore, seek to !Yive
within one volume a concise outline of those divisions
of the Money Market usually considered separately.
These chapters are an actual study-course adopted
by a student of the ((

New Economics," with a view

to comparing the old ideas of money in the light of
the new criticism; it is hoped therefore that the book
will be helpful to those in particular who are handl-
ca,pped, when considering the Douglas analysis, by

, indefinite opinions as to what the present Money
Market is.

It is submitted that an examination of the present
financial system as expla,ined by the accepted
authorities thereof, from the point of view of the
new analysis, will show the conclusions arrived at by
Major Douglas to be inevitable; they cannot be
controverted, and the remedy suggested is a scientific
regulation to replace an archaic and unregulated
system. Poverty and war are the needless penalties
imposed by an unsuspected monopoly of money, that
renders the equitable distribution of natural wealth
impossible.

'

.

These chapters suffer from the defects that cannot
be avoidea by one engaged strenuously in business;
they have been written in the interval of work, and
over an extended period. For that reason, perhaps,
they will appeal to those similarly situated, and the
reading of them will, it ma,y be hoped, lead to the
study,of the works of Major Douglas on which they
are based, and thereby to the clear understanding of
the only practical alternative to Chaos and the
ultimate disruption of the present state.

W.A.

, /i3elfast.
~I"/'
"
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REAL WEALTH

1 AND FINANCIAL POVERTY
1

CHAPTER I

CONDITIONS AND ,CHAOS j THE ENQUIRY
, JUSTJ;FIED

'1

;1
ARMAGEDDON

,

! A GENEnATIONof men has died within the clouded
D plains of war, and the dying embers of the funeral
I~ pyre yet smoulder in the memories of survivors of
it

the strife. Like broken gladiators the nations rise
:t. from the dust of battle, and through the mists of

J
Buffering grope th~ir staggering ,vay to seek an exit

'.' from the arena of their agony.
f, But they find it not.
~ The rushing flight of countless souls scarce has
~. ceased to beat the anthem of their anguish, when
;~ Pity's tears are frozen in the stare of fear, and new

sounds of discord thunder in the startled senses of
, the world. The Wars of the Nations are ended, and

"

straightway they prepare for Armageddon.
1,. Unless indeed there be some grim Goddess of Hate
;' who wields unseen an inevitable power over the
. actions of humanity, there is now an imposition upon
:,'men to study the systems by which they seek to order, I

.
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their lives, because, if the destiny of never-ending
destruction poverty, and misery, be not the relent.
less operation of a law of Nature, t~en assuredly the
Chaos of this year of grace 1924 IS caused b.y the
flaws of those things that men, poor feeble, ar~lsans,
have built by many labours t.o be the habItatIOn of
their dreams. .

.

Therefore, it is proposed to examine the st.ructure
of the temple of Mammon, and, approachmg ~he
teaching of this thing that .is protected by conventlOn
and honqured in provel'b, It IS hoped t~at the dread
sounds that have been heard of .war wIll be remem.
bered amid the clinking of precIOus metals and the
rustling of mystical papers. . "For if these be not remembered, and If dil~gent
search be not made in this, the most potent of t~e
material powers of :Man, for ~he causes of war (If
they should lie her~in), .the~'e IS no. :loubt, that ~oon
RO'l1mthe flames -wIll aruie m the cltles of .I~~Url?US
p~veI'ty, and the edifice of t~is mil?hty CIvll1zatIOn
will crumble into th~ ashes of despaIr.

[ i
Iii:<~: \

,':;~
j

: I
J II,

! '

POWEJR AND POVEJRTY; THm TRAGIC PARADOX

A civilization. exists to-day before ~hich the
rrrandeurs of the past seem but the laborlOus play'
things of a child. At the dawn of hist,ory there w~sa
civilizc1tion already old; it was engulfed by the tIdes
of time, a,nd succecded agc1in and again ,by the great
achievements of later eras that were m turn des.
troyed. .' I t dBut to-day progress has cl1mbed WIt10U pa~se an,
without fear heights unknown to the older pIOneers
of hope. The treasure-house of Natu.re has been
opened and riches beyond the peak of dreams are
within'the reach of man.. Scienee has scaled the ever.

f'!!
Conditions and Chaos j The Enquiry Justified 8

receding ladders ot the stars and .!!canned the
secrets of immortal suns, and returned to the earthen
litage to probe through diminished grandeurs into
the ultimate recesses of matter, where now he hesi.

i tates at last before the chamber, mayhap, of the
.. fundamental Truth. .
;'.\ And to-da,y, as never before, the triumphs of man
" over the forces of Nature are made available for use

in comfort and in culture, by nn engine of applied
science called, in extenso, the Productive system.
This is formed of the collective labours of men in the
industrial community, whereby the products of the
earth are converted by manifold processes to the
nccessities of life.

Yet to-day poverty and want are seemingly the in.
evitable price to be paid for progress, and the labour
of men is bought and sold as a commodity, and sub-
ject to the chances of an economic law tha,t is as
undefined as it is terrible in its incidence.

Therefore, the scope of the enquiry will be to
examine. the means whereby the products of Nature,. made available by scientific progress and converted

, to the needs of life by scientific industry, are ultim-
ately controlled in their availability to the actual
consumer, and with this information to enquire into

, the method of using the engine of production, and
finally present an interpretation of the probable inter.
action of the means and methods considered.

PRACrICAL DETAIL OF THE SUBMISSION

The fundamental conception is of Money as the
measure of value of material wealth. But it is

. desiredto consider not a commodity,but a system;-
the Financial System, which is a wider term and
includes various conceptions quite foreign to the
original idea of money. The system is usually
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treated under several distinct headings, but thc pro-
cedure hercin will be t~Sfollows :- .

(A) To isolate the conception of Finance as a
concrete system from the various int~r.
rehtted ideas, trace and demonstrate Its
connection' and duties within the various
bmnches of economic studies, and create an
inclusive and concise definition of it;

(B) ~'o exttmine by concise no~es the compon~nts
of the system under their proper headlllgs
as :Money, in the abstract; Banking; Our-
rency Systems and the Gold Standard;
Public Funds; the Stock Exchange and
Oompany Finance; this examination to
treat of an internal organisation within a
nation, and to be based upon the monetary
system of Britain, and to proceed to the

. question of International Ourrency. .(0) '1'0 describe and demonstrate the operatIOns
.
of the modern conception of the Money
Market, I1nd analyse the b~sis upon 'Which
it works and the extent of Its powers.

(D) '1'0 present a modern interpretl1tion. of the
Finl1ncil11 SJ'stem as embodied III the
:Jloney Market, explain its reaction up.on
productive industry and show the relative

. position of the two systems.
(E) ~.\o summarise the discussion and present

concisely the deductions drawn therefrom.

Under these various headings the discussion will
be .descriptive of the actual present' position ?f
Finance ~ts understood by the accepted economI,c'
theories, [(,nd will be based upon the proper autho~I-'

'ties. But at all times the position thus granted will
be interpreted from the new standpoint made
imperative by. modern conditions, and the item of

r:
!

... ,
.

"

~ 1.. Conditions and Chaos j The Enquiry J ustificd 5

""i'

ultimate importance-the effects of the system upon
productive industl'y-examined thereby. The results
having been summarised, the reorganisation or
remedy that may be required will be indicated, with
a short explanation of the implications and reaction
of such a remedy.~ ,

','
'j

f'

ME1rHOD OF TREATMENT

In dealing with a subject that involves the con-
sideration of various departments of knowledge and
several distinct and highly-complicated organisms, it
is impossible within the compass of a concise discus-
!!ion to " detail" the various propositiop.s put for-
ward. Therefore, no definitions of particular terms
will be given excepting those that are essential to
the discussion, knowledge being assumed of all terms

I' ,used in their accepted economic sense. The concep-
tion of Finance ultimately to be considered is modern

\. and post-war; it is to be regarded in the immediate
) present as a function of the world market, and, while.
L historical notes are necessary to aid perspective in

:~. . the general view, the tendency will be to look forwardL.
rather than to the past.

J
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,i;, amidst an overwhelming torrcnt of ncw discoveries

"

and new adv:1nces. In the words of Professor Soddy,.;
the industrial revolution was not a mere step for.

". ward in the economic development of nations; it was
i, ,the definite opening of a new e~a, and made possib~e
\ by harnessing the energy-capItal of the earth, III

i.V coal, the whole enormons edifiee of the capitalistic. civilization; truly tI capitalistic" since it is founded
! upon the products of sunlight that have been hoarded

, during geological epochs.
Moreover the rate of progress in the mechanistic

creation of' wealth shows no signs of diminishing,
and it is astounding to realize clearly that the
economic system of to-day is the mushroom product
of one century at the end of countless ages that were
lived under the impositions of penury, at the mercy
of Nature's seasonal whims., "

Now. what is Economics? The older term ~f

"

/I political Economy" is purposely avoided. It IS
,

/I the study of man in his .efforts t? earn .31living';:

or the II study of man III relatIon t? We~lth..
Therefore, it is fundamentally a sOCIal SCIence,
perhaps the fundamental social selen.ce. It seeks to
interpret the reactions of the commumty to wealth, to
evolye rules, but not, obviously, to, la~ down laws.
It is founded on physical sciences; tha~ IS to say, the
physical seiences supply the. materIals. that 3;re
primarily the subject-matter. of ItS. study, 111materml
wealth but it is not a phYSIeal seIence.

Rat1;er does Economics deal with the evolution of
man.made systems to utilize the mltteri~ls sUI;plie.d
by the physical scienc.es, and in this c.onnectIon It
cannot state laws; it can deduce and pronounce
genera.lisations only. . .

The point is elaborated to this ex~ent becall~e I~
IS

desired to emphasize the fact that, If EconomIcs IS It
study of human conduct in its reaction upon wealth,

CHAPTER II

THE EOONOMIO FUNOTION OF A SYSTEM
OF FINANCE

THE SCmNCID OF WEALTH

THE advance of human knowledge has not been con.
stant; there have been periods of varying progress.
Periods extending to centuries have passed, during
which the accretions to science have been relatively
small; then, suddenly, a discovery that was entirely
new, or one that reduced a theory to the practical
plane, created a new interpretation of apparently
hopeless problems, and being used as a new founda.
tion and a new jumping-off place, sent forward the
spearhead of knowledge with an immense momentum
that was continued in a series of minor advances till
all the possibilities were exhausted, and the time was
ripe for another epoch-making pioneer to act his part.

In the opinion of Professor Soddy, man has made
more progress in scientific achievement during the
past hundred years than in the whole previous span
of his unhappy history. And in many directions,
particularly in the application of science to produc-
tive industry, probably more progress was made
under the stimulus of the world wa,r than during this
whole century of vast achievement.

Departments of science have been demolished and
rebuilt, but Economics, the science of wealth, has
been born into its modern conception and reared. 6' ,

::
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and if the studies are made during a century of un-
precedented gains in power and knowledge, obviously
it would be madness to impose a sJ'stem or la,y down

'a rule, and declare that this system or that rule is
the expression of an economic" Law," which will be
unaffected by future advances, and into which the
mighty limbs of the ever-growing giant, Pro'gress,'
must be fitted as into an inevitable yoke, prescribed
for him by an inscrutable Fate.

Yet this is precisely what has happened within the
domain of Economics, as will be seen. .

Primarily, Finance is a branch of specialized study
in the science of Economics ; therefore, it has been
shown that it is a study that -cannot state laws and
that is affected by the avalanche of riches poured by
physical science at the feet of its bewildered prac-,
titioners. .

,.

For clarity of thought it is desIred to isolate ,the
conception of Finance from the inter. related ideas;
therefore it is advisable to show the position of
Economics .in relation to other sciences, and there.
after state definitely the relative position of Finance,
as a system, within the. economic sphere. The first

. can most concisely be displayed In, diagram form;

. ,t'

K\
f;~ '
~';
,,,'J. \,..

t
.
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EOONOMICS AS A SOCIAL SOIENOE
WITMlt\ TMt .ooI1Alt\ OF' MORAL P\\I~o50PM'1' 15" IIQOUP
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Diagram No.1.,
. .

,
Tarn Fn~ANCIAL SYSTIDMAS A FUNCTION OF IDCONOMICS

, The outstanding feature of the age is specializ~tion.
It is symptomatic of the limited stature of Man mtel-
lectually, by comparison W~tll the J?roblems conf:o,nt.
ing him, and it is a.ppa~ent m every sphere of lealllmg
both in pure and applIed knowledge.

.

Sociology contains many different departm~n~s of
study, and those departments are further sub-dIvIded,
Economics probably more than nny other.. .

But unfortunately the science of We~lt~ 181Ilmf1?Y
ways merely a battle-ground of confl1.ctmg thcoI'l~S
and opposing schools of th?ug~t, and Its methods m
many respects are not sCIentIfic at all. Yet the

>'.,
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studies under the present accepted system are
generally conducted under well-defined headings, and
its leading conceptions, both subjective and objective,
are contained within the four departments of Pro-
duction, Distribution, Exchange and Consumption.

These eonceptions are now required to consider the
whole habitable world as one unit; the II market"
for goods and services is the world. The production

--of wealth, its apportionment between the individuals
of a community, the balancing of its surpluses and
deficiencies (both geographical and otherwise), and
its ultimate utility, in the economic sense, are there.
fore complicated by, the desires and prejudices of
many races of men and many new elements of con.
flicting interests.

'In any such consideration the first essential is a
universal measure of value, either actual or attain-
able by calculation. A measure {)fvalue is connected
with the economic definition of Utility. vVealth may
be desirable in itself, yet be incapable of transference
from one to another, or it may be both desirable and
transferable; that is to say, it may possess either
value in use, ,or value in exchange.

In the modern (objective) conception of economies,
all material values are accordingly redueed to a
eommon measure, and only their exchange values
dea.Jt with. The common mea~ure used is ea,lled
:Money, and the adoption of money to the varying
necessities of, nations and of international trading,
and the fluctuating demands of a productive system
that is looking ever forward, has created the organisa.
tion that is collectively termed, for present pur.
poses, the Financial System.

'Let it be emphasized that this fundamental con.
ception of Finance shows it to be a convenience;
merely the particular method employed to render,

'intelligible the conclusions drawn by econowics
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Economic Function of a System of Finance 11

regarding wealth, so far as they can be expressed as
II value in exehange."

The position of Finance relatiye to the four ?epart.
ments of economics is shown by means of diagram
set out hereunder :-'

THE PI,ACE OF FINANCE IN ECONOMICS
EeO/tOM 1<:5 .

I .~
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(2) But the original use of moneJ:, directly re.
,

placing barter, became unsmtable for the
multitudinous operations of the national
market evolved by increased production and
improved communications, and therefore a
monetary organisat,ion evolved concurren.tly
that is embodied m the present Bankmg
system. .

(3) The continued improvement of apphed
sciences, of processes, communication!'!, and
transport created the World lUarket in the
strictest' commercial sense, and. therein
grew up the theory of the foreign ex~hanges,
with Bills of Exchange and certam nego.
tiable instruments as "international cur.
rencies" creating. the specific financial
vocation of bill-brokers, bill-discounters and

'acceptors, :who are apart from and in addi-
tion to the Bankers.

'(4) Incidentally the, application of scien'ce to,,
industry and the desire for increased and
" mass ;,' production" favoured' the growth

'of the co-operative use of money by the
joint stock system, and ultimately created
the present mark~t for "se~urities" or
documents embodymg legal rIghts, called
the Stock Exchange.

' .
(5) But the outstanding fact to be observed IS,

that of the use of Oredit as money, a use
imposed upon the community, not only by
the extent of the" market" but by the

. impositions of currency systems and the
function attributed to Finance, and also by

, the maO'nitude and rapidity of industr!al
operati;ns. 'rhis creatio~ of financml

'credit is an actual creatIOn of money,
(Banker's or Token Money), and by. custom,
(be it noted, by custom or conventIOn), the
creation and control of such money has

~. J-----~-_.
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At the opposite extremes are the two conceptions
of Production and Oonsumption, which in their inter-
relation contain the basis of what is usually called the
Law of Supply and Demand. But note the distinc-
tion. The upper half of the diagram deals with the
economic utilities themselVes, and here the Agents of
Production convert the bounty of nature into the

- form most necessary or most desired, and for these
there is the natural desire of the community for the
satisfaction of its wants, that desire being, in theory,
practically insatiable. But transfer the economic
conception downwards into the plane of practical
industry, and here the economic utilities made avail.
able by Production are measured in terms of their
money-costs, while'the "satisfaction of wants" by
the community is measured by its purchasing power,
or the amount of money it can spend in exchange for
goods. ,

Again, the amount of purchasing power at the dis-
posal of particular sections of the community is
examined in the theories of Distribution, and in
practical life reduced also to monetary values, that
represent in effect a claim upon the stream of pro.
duction. "

,

Here is the common measure of value; properly
employed. ,But in the Excha,nge of commodities and
utilities within a market embracing the whole world,
the common measure of value became the basis of
the system of which we treat, to be identified here-
under.

'

~
\
i,

t;:,

\."
"

r
I,
I
!

OUTI,INID OF THE GROWTH OF TIm" SYSTIDM"

(1) In the first place, as will be shown later,
Barter within the local market was sup-
planted by the use of Money of various
kinds, ,which evolved into the common
measure of value of modern commerce.
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become the monopoly of the Financial
SJ'stem as embodied in the Money Market.
In Britain, the essentially modern concep" 'tion of the Money l\Iarket consists of the'
Bank of England, the Joint Stock Banks,
and certain international" accepting"
houses, with the lesser assistance of dis.
count houses, bill. brokers, and the Stock
Exchange dealers in securities.

A DEFINITION OF FINANCE

It can now be stated that in the abstract there is
a conception in the science of economics whereby the
mercantile operations of the world are reduced. to a,
common measure of value (in exchange) by means of
moriey, and that the economic cOnception is put into
practical operation through the financial system.

Therefore the Financial System may be described
concisely as i-that organisation of Oommerce whereby
the economic movements within the whole community
of Man, in relation to his material wealth, are trans-
lated into terms that are universally intelligible, and
capable of 'convenient application to all the transac-
tions, individual or collective, national or inter-
national, whereby Man seeks to satisfy the craving
for all those utilities included in th{~'term" economic

. wants."

, RESUMl1'J

With a preliminary r,eflection upon the serious
nature of economic studies as emphasized by modern
conditions and the magnitude of the catastrophe of
war, the plan has been drawn with wide general out.
lines that would be a proper guide to the gradual
examination of the whole financial edifice.

For clarity of thought, the conception of Finance
has been isolated, and its function within the

~'.

Economic Function of a System of Finance 15
"\

i
.{

economic sphere de~onstrated in its completeness,

I

while the derivation and growth of the system .as a
: whole has been indicated. By ~his m~ans, whIle. a
,: wide general idea has been ob.tamed of the finat;~lal

~

.., structure actually in operatlon, and a defimt~oIl
~ framed therefor, there h:uJ been shown the necessIty
: of avoiding the generaliso,tionscurrently accepte~ as

f' discussion upon financial problems, aud of substltut-
I: iug in place thereof a close exami?atioll. of tho~e
r. ' fundamental conceptions upon wInch Flllo,nce. IS

I

'
.,

'
,

'. found

,

ed, and by which it seeks to justify the exerCIse
! of a universal authority. . .

'; , Therefore some time will be spent in examllllllg the

r different departments that compose its structure, and
, the first study will be an examination of the abstract

conception of Money. .
. B1tt let one thought be ever present with ~he~t-z:den.t.

,

Of certain theories in the science of economtCS~t~ssa1d
that they have the foroe of a

((
law/' as though to

them might be attributed the truth of a Law of N at1tre.
Such reasoning is false. Does not a nat1wal law
operate within a system that is the Uni~erse, c:eated
by Godr If it be identified, correotly, ~t may ~nde~d
be examined and interpretedj but assuredly ~t w~ll
continue in the truth of its operation whethe1" we
study it or not. But an economio.

({

la?V
JJ must

operate within a system oreated w~th. httle fore-
th01tght by man himself j and .though ~t may be a
logical seq1tenOe of the system, ~t cannot be taTeen a,s
a proof that the system itself is sou,nd.. Therefore, ~f
the Financial System sh01tld be defeotwe, how tragtO
may be the oonseq1tenCes of its :(laws JJ 'when imp?sed
by man between himself and h~s nat1tral neoess~t1es.

!" ,
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munities are based on mutual trust between indi-
yidualmembers, and it is by the expansion of such a
sentiment that the natio11all1nd international civiliza-
tions have been created.

Indeed, the community' is an organism, and its
growth and control is organic. 'The whole tendency
is towards the division and specialization of work tlmt
is instinctive in all organisms. It was this division
of labour tll!tt created the first" Surplus " of a com-
modity in the hands of Ol1eman with a corresponding
deficiency of another commodity, and impelled him to
seek for another individual similarly situated, to
whom the surplus would supply a deficiency and by
whom the deficiency would ue remedied.

. They bartered their commodities, but' no elabora.
tion is necessary to display the inherent difficulty of
the exchange of commodities by this methoa. There

. is no barter to-day, in this sense, but there is a cer-
'tain perfected system that amounts to the bartering
of Oredit, that will ,be described in a later cliapter.

But here we have noticed that the first results of
a human society were to cause division of labour
according to skill and aptitude or special ability, and
accordingly to create a desire for the exchange of com.
modities between individuals engaged in different
occupations. The obvious tendency encouraged
thereby to the increase and multiplication of desires
need not be lauoured. Therefore the first economic
generalization would have stated CI the desire for the
exchange of commodities between individuals." But
the operation of exchange was hindered by the method
of barter, the chief difficulties, of which may be stated
fiS:-

t"

. :,
CHAPTER III

'

THE ABSTRACT CONOEPTION OF MONEY

EVOLUTION FROM: BARTER TO M:ONEY

IT is more interesting than profitable to begin the
study of. the abstract conception of Money, by an
imaginative effort to visualize our remote ancestors
who lived, like the beasts, at war with Nature, and
won their precarious livelihood in face of overwhelm-
i~g me~lfi~e. Their lives" were cataclysmic; they
lIved wlthm the cycle of a day, and the communal
spirit was no more developed, perhaps, than it is
to-day in the greater apes. They moved, maybe, in
families, and' ate what their force or, cunning
enabled them, to obtain of flesh or wild fruits, but of
other necessit.ies of life as it is lived to-day they had
none. .

But too much attention has been given to the evo.
lution of money, in order it may be to obtain for it,
historic sanction in a particular function. The pre-
historic man, moving amid forces and in a world
utterly beyond his comprehension, had no liO'ht within
him to lay down even the rudiments of a s;<;tem that
would be applicable to the proud needs of his mighty'
descendants, who have harnessed those very forces
that were the objects of his fea,r-inspired worship.

But the communal association of Man was an early
development, and with the growth of a community,
however primitive, arises the first possibility of a
system for the co'nduct of life. In one sense all com.
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(1) The difficulty of each person having to find
someone who not only desired what he
wished .to dispose of, but was also willing8
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!o give him what he, in his turn required
lU return f?r it; tha~ is to S(1;y,th~ difHcultv
of ,?alancmg partIcular surpluses an<l
de.ficwncies .

(2) T~e great pr~bability of disagreement regard-
mg the respective values of the commodities
to be exchanged.

.
In .these circumstances the possihility of greater

~~se m. exchange c.a.meto he recognised, by means of
A thIrd commodIty, chosen by common consent to

be a means of exchange and a measure of value
hetween every ~ther ~wo commodities." A surplus
of o?e commodIty mIght he disposed of for a pro-
p~rtlOnate value of the" medium of exchange," and
wIth. the latter could be purchased any other com- '

mO~Ity desired. T.hus the direct contact of persons
h!1VI~g correspondmg "surpluses" and" deficien-
CIeS of ~ommodities as in barter was avoided, and
the &enerlC term" money" is applied to anything
that IS " by commonconsent" used as the medium of
exchange and measure of value of the definition.

18

EVOLUTIONOF THE FORMS OF MONEY

Be it noted that, though Money has been described
as " a third commodity," in effect the specific signi-
ficance of the term lies in the expression

(I by
comm?n co~sent." Granted the common consent,
any~hmg mIght become by custom and acceptance the
medIUm of exchange.

But on consideration it is noticed that the four
great stages through which the race of man has
lab?ured upward towards the light, have each evolved
t!leir partIcular forms of money. In this examina.
bon, however, it should he remembered that progress

, has heen nfIected by racial and geographical and other

The Abstract Conception of Money 19
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complex causes; the era of barter, and primitive
money ended many ages ago, yet it survives among
primitive peoples even to-day. 'rherefore broad a.nd
genera.l divisions only will be given, dates being un.
necessary and misleading. '

A concise and illuminating summary of the four
stages in monetary development is given by Stephen-
80n in his" Principles and Practice of Commerce,"
which may with advantage he quoted for the present
purpose;

.

" The Hunting Stage. In this stage, the skins of
wild animals were used as money. Reference is made
to this stage of economy in the following passage,
which occurs in theBook of Job, (Chap. 2, v. 4)

ISkin

for skin; yea all that a man hath will he give for his
life.' At this period, skins were the recognised
medium of exchange, and a man was willing to give

. up his last skin rather than lose his life.
"Pastoral Stage. In this stage, man roams over

land which is still ownerless. On it he feeds his
cattle and then drives them to fresh pastures. His
main possessions are, therefore, his flocks and herds;
these constitute his wealth, and cattle are his money.
Among the Anglo-Saxons, slaves and cattle are
spoken of,as living money. When metal money was
first introduced, some of the earlier coins had cattle
stamped upon them. Thus

I pecus' (cattle) is the

origin of the Latin I pecunia' (money) and of our

English word f pecuniary,' and the word' cattle'

itself is derived from' capital,' the origin of which is
the Latin word' caput' (head), beasts having from
the earliest times constituted .the cnief parts of a
mnn's property.

"The Agricultural Stage. This stage evolved
when the people settled down to cultivate the land,
and thus ahandoned their roaming habits. In this
stage, people discovered that it was easier to dig with
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a metal spade than It wooden one. Hence, bronze and.
iron became general commodities, and these were
soon adopted as money. The money of the Spartans,
for instance, was made of iron. ,

I'The Oommercial Stage. During this stage the
precious metals emerged as the chief rorms of money., By a tacit concurreuce,' says J. S. Mill, ' almost all
nations, at a very early period, fixed upon certain
metals, and especiaHy gold and silyer, to serve this
purpose. No other substances unite the necessary
qualities in so great a degree, with so many sub.
ordinate advantages. . . .These were the things
which it most pleased cveryone to possess, and which
there was most certainty of finding others willing to
receive in exchange for any kind of produce.' 'l'hus,
the evolution of gold and silver as the principal form

. of money is an illustration of the ,law of the' sur.
viva.l of the fittest,' since these metals possess
qualities which have enabled them to survive."

In considering the earlier forms of money, it is
important to remember that exchanges took place
originally between groups, rather than individuals.
As each group produced as much as possible of its
own necessities, the slow growth of exchanges mtty
thus be explained. T~is actually is the case amongst
savage tribes in modern times, and by examining
their customs also it is possible to verify the astonish.
ing variety of articles, from shells to heavy metals,
that have in different circumstances been used as
money.

. THE FUNCTIONS OF MONEY

Thus early in the consideration of Money appears
the importance" which custom ha.s attached to the
actual commodity used as a medium of exchange and
a measure of value; an importance that is entirely

t
~.

r',

i
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unjustified by the light of modern cOI?mercial
nractise, where the actual coina,ge or metallIc money
h:1Sbecome merely the' I small change" of commerce,
in deference to a more scientific and convenient can.
ception. .

Oonsider the actual functions that are required to
be performed by Money: - .

. .'
.; J

(1) A Meas1tro of Value. The fundamental can.
ception as a universal" measure of Value" has been
isolated and demonstrated in the consideration of
Finance in relation to the science of economics. Be
it noted, therefore, that. fundamentally Money need
not be a commodity at all. It is a measure of value,
an arithmetical method of expressing the" value in
cxchanrte" or " economic utility" of any commodity
in a p:rticular form that is universally recognised.

. This disregarded fact is self.evident. The standard'
weights and measures of quantity, area, and capacity
are merely scientifically-tested objects, like the
I' yard-stick" preserved by the State for t~e pn~p~se
of control in the operations of commerce. And III Its'
fundamental conception as a measure of value, Money
need not exist in any manner different from the other
measures. It does not, in fact, exist in any of the
major operations of commerce, as will be seen when
cm:t'ency systems and Oredit are uncleI' examination.

(2) 11 Med'itl11li of Exchange. The growth of
economic life must naturaUy precede the study of the
problems connected therewith. Man has not, unfor-
tunately, yet attained the degree <?f intellectual
f:itrength that would enable hiT? ~o stan? apart ~~om
the enveloping pressure of hIS 1;nmedmte env1r°t;.
ment, and, in freedom, look behmd and before hIS
time and deliberately plan his systems for the future.
The economic system has been a more or less for-
tuitous growth. Therefore the first practical function
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of money was as a I( medium of exchange" i-in the
tcrn~s of the definition already given, money was the
/I thIrd commodity," by which the difficulties of
Barter were overcome, and, in the Commercial era,
undoubtedly the" medium. of excha,nge," universally
accepted, is an essential condition of the division of
industry into specialized branches' in modern
industry, it is an essential foundation to the
" wages" system of reward for labour.

Accordingly, the function of money as a II medium
of exchange" is usually stated first, as its funda-
mental and most important characteristic, in this way
emphasizing the importance of the actual commodity
used; but it is time that the study of Money became
modern and in accordance with the facts of present-
day Oommerce. .

.

Ninety-nine per cent. of all commercial operations
are completed by using money as a Measure of Value
only; nothing passes between the operators con-
cerned, excepting a signed authority (a cheque or bill)
from one to the other, whereby their respective
bankers are authorised to make a book-keeping trans-
fer of a,rithmetical figures only.

Let the con'ception of money thus be clarified from
its foundation, even at the risk of anticipating the
discussion. of Banking, and be it noted that in 1924,
'vhcn less than £150 millions of metallic money was
" in c~rculation" in Britain, the circulation of clieques
was III excess of £37,000 millions. This will be
referred to at the end of the chapter.

(3) A Standard of Deferred Payments. One of the
fundamental eharacteristics of advancing civilization
is the tendency of people to trust one another. By
a consideration of the development of any legal
system, a continuous increase in rela,tions arising
~rom C?ntract may be observed, and this signifies the
lllcreasmg tendency to undertake something to be

I'~
r
I

t
I

==

The Abstract Conception of Money

done in the future. 'Such a contract obviously neces.
sitates some standard for expressing the present
value of the future act, and also all potential values
of rewards or creation connected therewith, and ac-
cordingly the function of Money as " the common

measure of value," is used again as
II the standard

of deferred payments."
But apparently this important characteristic is but

an extension of the function stated above to be funda-
mental,-that of the common

II measure of value"

whereby all operations in the ec,onomic community
are reduced to terms universally intelligible.

(4) A Store of Value. The fourth function at.
tributed to Money recognised that large bodies ot

. Wealth cannot be concentrated excepting in the form
of Money. It is obviously correct, as for instance, in
the transport of values from place to place, or,
practically, the reserve or transport of purcha~in~-
power (that is of a demand upon the commumty s
wealth). But this function must also be considered
later, when the modern

1/system" of finance has
been fully mastered.

.

CHARACTIDRISTICS OF
II GOOD" MONEY

The present financial system, it must be observed,
in its abstract conception of Money emphasizes the
function of " exchange," the actual commodity used.
Therefore the present interpretation of the charac-
teristics of " good" money is primarily relative to
tl1e conception of a medium of exchange.

The commodities which most accnrately perform
this function fulfill the requisites of

/I good" money.

It is for this r~ason that the employment of metals
as money ma,terial can be traced far back in the
history of civilization, and it m3JYb.e said that .n~

a

medium of exchange 3JmongprogressIve commumtles,

~
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the metals have tended to supercede all other com-
modities, and secondly, that the more valuable metals
have tended to displace the less valuable ones.

. There ha~ l~nd°.ubt~dly been a long process of selec.
tlo~ and elImma hon m monetary history, but the pre.
enllnence of gold as metanio money is now beyond dis.
pute. And in this conception of the attributes of
money its position is justified" the attributes of
CI d " t "goo money Ore sated as follows ;-(Jevons).

. (~).Divisibility. "Gold (and silver) are eminently
dIvI~Ible, an~ when pure, are always of the same
qualIty. UnlIke diamonds, they are capable of recon-
struction without loss.

'(2) Indestruotibility, Gold (and silver) do not,'
deteriorate through exposure to the air, nor do they
corrode. They a.re among the most imperishable of
substance".

'(3) Stability of Val1~e. Gold is the least variable
of all commodities in it" intrinsic value.

(4). Homogeneity. Since aU gold (and silver) coins
bearmg. the same denomination are of equal value,
there IS no inducement to choose one unit in
preference to' another.

' . '.(5) (}ognisibility~ Gold may be distinlJ'uished easily
from coins made from any other metaL

(6) fjtility. As a substance, gold is itself the object
of dCEnre for pmpoRes of ornament and adornment.

(7) Portability. Gold contains great value in small
bulle ,

1
\

THE VALUE OF MONEY; THE QUANTITY THEORY

IeValue" it must be remembered, is in economic'
study reahy value in exchange, tha.t is to say, the
worth of one commodity measured on terms of another
commodity.

'I'herefore the economic definition of the Value of
Money is concerned with money as a commodity, and
not in the usual commercial sense (that is,' the value
measured by the rate of interest that can be obtained
for loa,ns). ',. .

But Money, let it be remembered, IS a commodIt~'
only in theory; it is a commodi~y in its f:lIlction as ,a
medium of exchange. In thIS sense, Its value IS
determined according to, the" law" of supply and
demand. The" supply" of a commodity is the
qua.ntity of it that is offered for sale. Money is
offered for sale in exchange for goods. A person sells
goods (i.e. exchanges them) for money, so that he can
transport the money to another plac~ and exch~nge

,

(i.e. sell) it for other goods that he hImself reqUIre?
It is a feature of increasing culture that money lS

sought less and less for its OWIlsake; it is'not hoarded
excepting as a demand upon the community's real
wealth. It is merely a convenience.

Therefore the Quantity Theory states that the
Value of Money other things being equal, va,ries, .inversely with its quantity-;if an .expan~ion .occur m
the quantity of money put mto CIrculatIOn Its value

known, carried through by means of credit instru-
ments based upon the ',' measure of value," but them-
selves having none of the attributes of " good " mo~ey
in the conventional sense. This fact may wIth
advantage be considered further by a short statement
of the current theory of the Value of Money.

Obviously, these qualities relate to the actual ex-
change of Ie the third commodity" that obviates
bart~r: And it must equally be obvious that these
qualJtJcR to-day refer only to the small individual
tranRactions of commerce, and that they have no
reference to the major operatiom::, that are, as is

II
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will ~all; if a contraction in the amount' put into cir-
CllllltIOlltake place, its value per unit will rise.

That is to Imy, the total number of units of Money
in the abstract conception, are divided into the total
available units of material wealth and the monetary
unit-value determined by the number of wealth-units
each will purchase.

Upon this assumption has been built a great edifice
of theory, and in many text-books the Quantity
Theory is declared to be more correctly termed the
(I

Qua~tit:y Law," tI !he term I law' being used in
th~ s~lentIilc sense, VIZ., that it expresses a general
prll1~lple deduced by observation or experiment from
particular facts." (Stephenson.)

It is sought to justify this law after reducing
various qualifying circumstances to terms amenable
to its incidence. These circumstances are' the
varia~le quantity and different nature of goods, or
materml 'wealth, produced by the industrial machine
and offered for sale; the II velocity of circulation"
or the tI effi<,:iency of money," one unit of money
used three times successively belnIY obviously the
equivalent of three units of money ~lsed once each'
and lastly, the question, of the use of Credit as money'
by means of negotiable instruments that are no;
called (I representative money."

But in the purely abstract conception of Money
under the present financial system the Quantity
H Law" is, theoretically correct.

The question of importance, however is the fact
that a "Law" that is stated to be ~cientific in
order to jUfJtify itself is forced to consider a certain
thing (credi9 as Money, which is not in fact Money
at all accordmg to the very definition of money under
which t~e Ie La~ " has been created. The Quantity
Theory IS essentIally based on the function of money

20

f
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as /I a medium of exchange"; it therefore ignores
the actual circumstnnces of modern industry.

This statement may be more clearly justified by a
brief restatement of the discussion up to this point.

r
'

R]!;SUMFJ

The discussion undertaken.is that of a system exist.
ing in the immediate present, and the broad outlines
and general deilnitions of this organisation were
indicated in the previous chapter.

But since then the fundamental conception has been
examined in the abstract, and difficulties have arisen.
The generic term II Money" has been examined, and
to understand it recourse has been made to history.
But there seems to be herein an inherent difficulty,
because the form and the functions and the value of
money seem to have been evolved in'conditions utterly
different from those under which. the II economic
man" exists to-day.

An understanding of Money has been made by
reference to the functions attributed to it; as a
common measure of value; a medium of exchange;
a standard of deferred payments; a,nd a store of
value. It was noticed that the first a,nd third of these
functions conform to the precise function allotted to
the financial system when considered as an interpre-
tation of economic life; a.lso that the second and fourth
functions are those upon which the idea of money
first grew. Upon these latter two, also, the attri.
butes of Ie good" money were observed. to be based,
and ultimately the Quantity Theory of the Value of
Money, in its pure form, could deal only with them,
as representing Money as an actual commodity.

Herein may be the difficulty that may be briefly
stated, to be given at a later stage the detailed
examination due to its importance.
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'I-

The FinaJ!cial System was assumed to be t1 very
humble sel'vitor of the Science of Economics and the
latter deals with real.weaIth,. not with money a~ such,
and the wealth consIdered IS the economic utilities
won from Nature by the physical sciences. Neither
Economics nor Finance was to state laws since the
problems to be considered were not thei; own but
must be changed in accordance with the adv~nces
made bJ' science as applied to the production of
wea.lth.

But already certain economic statements have
bec?me too rigid, and the facts appear that (1) his-
tOflcally " money" was used actually as a medium
of ex.change, in an era wherein the productive
c~pa~Ity of man, of material wealth, in keeping with
hIS lImited knowledge of the utilization of EllerO'y
was relatively insignificant, the available amountof
commodity-money being therefore adequate for his,
needs, but (2), the present economic era is based upon
the utilization of the energy of coal,' and the pro-
ductive capacity of scientific industry has therefore
been so greatly expanded that an entirely new con.
diti~n of things has been creat~d, and Money as a
medIUm of ~xchange, co~paratlvely speaking, has
ceased to eXIst and surVIves only as a "common
measure of value."

The supply of commodities noted in the Quantity
Theory has entirely overwhelmed the supply of
" commodity" money, and the deficiency hM been
supplied by the creation of a form of representative
money bearing none of the attributes of good money,
8ta,ted to be essential in the medium of exchanO'c.

'fhe Quantity Theory is still imposcd. It has
become rigid; the law (or the weapon) of the operators
of Financc. But it is imposed by the creation of
II a:t,ificial " mOI~ey:and, in order to justify its im.
pOSltJOU, thc nrtIficlfil money must be reconciled to

'fhe Abstract Conception of Money 29

f

the real money of its implication. This is done in
practice by the elaborate contrivances embodied in
the Gold Standard.

Again it must be pointed out that general state-
ments regarding finance are useless; in the foregoing
summary, the two conceptions of "representative
money" and" the gold standard" require individual'
and detailed analysis, before accurate conclusions
can be arrived at.

The derivation, growth, and meaning of representa.
tive money can most concisely be made when consider.
ing " Currency," hereunder, while the method of its
applic::Ltion in practice is expl:1ined in the following
description of Banking. 'l'his, again, leads logically
to the l::Lrgerquestions of credit-money and the II re-
conciliation" thereof to our present. subject, the
Quantity Theory, by means of the gold standard. ,

Thus the labyrinth of study in financial matters
becomes a circle; a circle, in fact, of gold; a, circle,
in modern times, of bondage. So comes the imme-
diate necessity of understanding, firstly, Currency.

And thu,s we see al1'eady that the economic
((

law))

of SllPIJlyand demand is controlled by a minot
((

law))

of the quantity of money. B1lt the m11101'
(( law)) is

itself subject .to the major law/ truly a most 1tn-
scientific ta11gle. Let the stuclent elabomte his prc.
vious tlW1lght on this q1testion of law) (p. 15). For
man himself there is the nat1lml-and incvitable-(( dcman£l)) of his own necessity, and the potent-!al(( supp7y)) 7ying clo1'1nant in the Real WeaUh of
Natllre. If the Pinancial System. impedes this
natuml contact it has a tragic responsibility. Shall
the la1/) of gmvity operate only if an aTtificial(( system)) 1'S interposed between the earth that at.
tracts and the lalUng body?

I
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t

used in the exchange of commodities has been per.
fected by experiment and public opinion acting upon
traditional growth. The shape has ultimately been
evolved; all modern coins and most ancient ones ,are
round; this being adopted after the earliest stage
when metallic currencies passed byweight,-which
were in fact commodities, though used in a particular
manner. Then the limit of size in coinaae has been
decided upon in practice, and the highe;' and lower
limits of value; in this connection the comparative
" wel1r" of different coins has been considered. At
still later stages, the protection of the coinage from
counterfeiting has received great attention, and,
concurrently, the necessity of inserting an appro.
priate proportion of nlloy for ha.rdening the soft
metals, gold and silver. '

CHAPTER IV

CURRENCY

DEFINITION

CURRI1JNCYmay be termed the means whereby com.
modities are exc]mnged by purchase and sale, without
recourse to barter. The commodities are measured by
the units of the currency, and the expression of their
value in the terms of such units is called the" price."
Therefore currency is in theory the" medium of
exchange" which circulates in a country for the
settlement of indebtedness between the individuals
therein. .

It has already been noted in examining the at-
tributes of "good" money, that the elimin~tion of
the baser metals has left gold and silver as the
generally-accepted" medium of exchange," while in
more recent times the tendency has been to adopt gold
alone as the sole monetary standard, using silver for
subsidiary coinage only.

CONTROL

But the considerations enumerated above are details
only. They relate to the "small change" of com-
merce. A question of much greater importance both
politically and economically is that of the issue of
money, and the power of the State concerning it.

"In the ruder societies, where money was not
sharply divided from commodities, no difficulty pre.
sented itself. Skins, shells, or cl1ttle were money-
so to speak-by the force of things; and the same
condition persisted as long as crude metals were em-
ployed. But with the introduction of coinage the
idea of a regulating authority came into beina. The
necessity of enforcing contracts and the paranel
s3'Atem of penalties, made it incumbent upon the
ruler and judges to provide due standards of payment.
'rhe combined eiIect of these influences was reinforeed
by the establishment of the rudimentary forms of state
revenue, which made it a matter of interest to the

GROWTH OF METALLICCURRENCY.

Gold indeed has been used as money from the
earliest times, and the cubes of gold used by the
Chinese may have been the earliest form of coinacrc.
Modern authorities accept the view that gold a~d
silver coins were first used by the Lydians. But since
that time the practical detail of the actual coinage

3°
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'"'

ruler to provide a good medium of payment. Accord-
ingly with the origin 'of the organised state, we find
the coinage as a special prerogative of the king.
. . . One reason for the close connection of Money
with the State is the fact that there is one attribute
of currency which comes with1.n the area of work
specially allotted to the public authority. Money
ought to have the power finally to close a transaction,
i.e., to say it should be Clegal tender.' ThisI liberating power' as the French call it, might be
regarded as one of the money functions." (Dastable.)

Bastable further says that a currency system is
never an arbitrary creation; it must grow slowly out
of the habits and customs of the community, and
must subserve its economic needs.

TilE PRIDSIDNT POSITION

The opinion of Bastable is that generally held by
the economic and financial writers of to-day. And
the creation of currency is to-day the prerogative of
the state. The IIformal" problems connected with it
are dealt with by the state; the relative values of
coins, or denominations of ,value and the H series"
employed for convenience; the II standa,rd " or unit of
va1ue, and the expense of minttng; seigniorage, de-
preciation, and the legal aspects of the attributes of
currency as cc legal tender." In theory, also, the
State as the controlling authority should deal with
questions of principle that are much more complicated,
than formal or practical details, and, if the State is

'the issuing or creating power, then particularly it
should be interested fundamentally in the amount of
currency actually in use in the community.

In theory, the governing authority is the only
creator of money in the modern state. In practice,
Governments no longer control the creation of the

. Currency

money used in commerce; they regulate merely the
cc formal" details of coinage and legal tender.

Yet be it noted, from the typical economic quota-
tion given above, that currency ccmust grow slowly
out of the habits and customs of the community."
Ourrency systems must not be reviewed; they are but
the servitors of. commerce,' the hand maidens of the
sciences that provide for the economic needs of man.
-yet, even when those sciences change the face of the
earth itself and conquer the realms of air, the mys. .

terious IIevolutionary" power of growth attributed
to currencies must protect them from revision or
alteration' to meet new conditions and new needs.
Even the grim business of warfare advances from the
bloody ecstasy of personal' combat, to the chilling
fear. of a universal cataclysm caused by a poison'gas
or a super-electrical ray of death; but the habiliments
of currencies must remain upon the old set fashions
of ancient histories. .

.
.

.

The fact remains, that looking at the currencies of
the world to-day it is seen tliat, while all countries
possess an organised currency controlled by the,
governing power, the exigencies of modern commerce
have removed the burden of trade, or the exchange of
commodities from the theoretical II medium of

,

exchange" ~nd placed it upon the new interpretation
of Representative Money, in which the medium of
exchange is referred to only as a. ccMeasure" of
value.

.

RIDPRESENTATIVID MONEY

Reference to the accepted definition of Ourrency
shows that the term must include every means
whereby the tmnsfers of commodities or economic
values are effected. II Let me define," says Mr.
ReO'inald McKenna II the sense in which I shall use
thebword money. i understand by it all currency in

,
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issuer. At this stage, the history of the two distinct
forms of representative money became mixed, owing
to the control exerc~sed over banks by Government
and to the fact that banking companies were in many
cases the agents by which what was virtually State
money was issued. rl'here is, however, the funda.
mcntal difference that bunk money finds its way into
use through the ordinary system of granting credit,
while Govcrnment money is used in the purchase of
commodities and the hire of services. The former,
therefore, returns in a short time; the latter remains
in circulation and displaces metallic currency. In
the long controversy over the Dank Oharter Act,
1844, this distinction was brought into prominence.
Since that date the extraordinary development of
deposit banking in both Great Britain and the United
States has furnished these countries with by far the
most flexible form of currency yet knqwn, in cheques
that transfer claims on the capital held by the bank.
ing institutions. The confusion so often shown reo
garding the relation of credit to money is connected
with this latest progress. When it is remembered
that in its origin money is only an instrument to
facilitate exchange-we might say to render it possible
-it follows that from its earliest to its latest form the
ruling influence is the need of society for. the best
Medium of Exchange." (Dastable.)

t"

circulation among the public and all bank deposits
drawable by cheque." Ourrency includes ever;ything
used as money in the economic sense, and the great
majority of commercial transactions to-day are
completed by using credit instruments as money.
" Representative" money is the use of paper or
documents to reprcsent the amount of "staudard"
money referred to thereon; it is in effect the use of
the standard money as a "measure of value." rrhe
acceptibility of representative money is based on
credit and secured by various contrivances, the chief
of which has been the" gold standard" theory,
implying that all representative money could, on
demand, be exchanged for its face value in gold or
standard coin.

'

'l'herefore if the credit instrument is accepted and
goods transferred against it, it is seen that, when
later the credit instrument is used as the basis of
other transactions, no commodity has been used at
all as a medium of exchange, and the transaction is
resolved into a perfected system of barter, between. .
three or more persons instead of two, based upon
credit, and made possible by the perfect organisation
and world-wide scope of the economic system.

" The origination of paper money by state direction.
is the easiest to consider and explain. It does not.
follow that it is the most important or the earliest
kind of representative money. In truth
representative money seems to have grown up out of
the elementary contrivances of early credit. A claim
could be expressed and transferred by a document,
which might be used for facilitfLting exchanges. 'l'he
rigid formalism of early law hindered the extensive
use of this convenient machinery. It was not till the
institution of Banking that the coining of Oredit was
made easy. Thus the bank note came into use, resting
not on the fiat of the state, but on the repute of the

SUMMAllY OF CURRENCY

To summarize, it can be said that the currency of
a country consists of anything which is used as a
medium of exchange in eO'ecting purchases and sales,
and in discharging debts or monetary obligations. It
includes Standard money and anything used to
represent standard money.

A Ourrency under present, conditions is said to be
normal when-
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(1) The currcnt coins Dre struck from metal the
exc~ange value of which is practi~allv
eqmvalent to that stamped on the face o~f
thcm. '(2) The payer is obliged to give and the payee is
entitled t~ receive curr<)nt money.

.

(3) Banks havlllg the power to issue Ie repre.
sentatiye" moncy in the shape of notes are
under the obligation to meet their notes by
the payment of current money without any
charge being imposed for so 'doinrr

(4) The" Token" coins or coins ;~ntaininCf
, metal of less than face value correspond i~

amo~nt to, the requirements of the com.
mumty. " '

(5) The coinage of current coins can be effected
(~nder the, Government control) freely and
wIthout hmdrance for public or private
purposes.

"

. ,.'

Stephenson's diagram concisely states the different
monetary standards: -

.
'. '

of)

MONETARY STANDARDS

I
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Diagram NQ, 3.

Currency

In actual pra'ctice, the methods of payments used
in, Britain are :- '

Through the Post. office : Postal Orders.
Money Orders.
Notes.
Cheques. .

Bills of Exchange.
'felegraphic 'l'l'ansfers. '

Treasury Notes.
Bullion.
Gold Ooin.
Token Ooin.

Through the Banks:

Through the Treasury:
Throu~h 'the Mint: . .

t

r
~

~,
\ ~;
~-,.

R:fJSUMfJ

After the Financial System had 'been shown to be
an expression in terms that are universally intelligible
of the values dealt with by the science of economics,
an e::mmination was made of the fundamental con.
ception of money upon which the System has been
built. The functions of. money, and the attributes
of

((
good" money were. examined, and therein was

,found the idea of "a measure of value" coinciding
with the conception of Finance as a means of measur-
ing all economic terms and transactions. But the
idea of money as a

(f medium of exchange" was
observed to be l1 growth in circumstances differing
from those of the present, owing to recent advances
in applied sciences. Further, the

((
Quantity Theory,"

called a
(.(

Law,"was seen to be based upon the
commodity idea of money as a medium of exchange,
and similarly the attributes of

((
good" money were

found to apply primarily to gold.
Therefore the abstract conception of money was

left with the proposition that monetary policy has

87
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developed the quantity theory of money on the
con:modity idea, and gold has been evolved over long
periods as the standard of value.

The organisation of money into currency systems
has now been examined, and the gradual development
of State control. It is seen that the basis of currency
to-?ay is still m,etallic, with gold as the standard,
while the regulation of currency, and the IIcreation"
of money are still in theory the prerogative of the
State.

But later it has been found that modern conditions
have created B:new form of money called representative
money, that IS based on credit and has an indirect
connection only with IIgood" money. This repre.
sentative moneyis now used in most of the operations
of commerce and metallic currency has become merely
the II small change" of every-day life.

Final.ly, in quoting from a leading authority on .

econom~cs,~hecontr?l of the banks over representative'
money IS disclosed, and, at the same time, it is ad.
~itted that the new form of currency based on bank.:
mg, that has .been described as a,systetn of perfected
bartcr) constitutes the most flexible and convenient
form of currency yet evolved in the world.

, Therefore when it is remembered' that the deposit
and cheque system is the growth of a period coin-
ciding with the full developmentof the II aO'eof coal"
the facts have so far emerged:

(:> ,

,

!
t,

factory currency is now credit, controlled
by the banks,- -

. and
Finally, Oreuit is used as Money and Gold is a

measure of value only.
'

~ The importance of representative money, or to use
a more modern term, 1/credit-money'," is thus em.
phasized, and when it is observed that the practical
application of credit-money to the needs of commerce
is under the practice of Bankers, and its control
vested in them, again the necessity appears for careful
examination of the meaning of general statements.
Thus to the Banking system and its implications.

B1lt the nat1tralnecessities of man are to him the
dominant economic fact) of an importance more vital
and personal than systC1'nsor theories) be they caUeel

\ (( laws)) or any other name. Let the student there,
fore renew his thonghts upon the mCflning of economic
laws) (pp. 15 and '29). For if the satisfaction of
natural necessities should be made to elepend upon

([
((

money)) that is not nat1tral)' ([neZ if that
((

money
)J

shonld be identifi.ed as an artificial thing controllcd
by the Financial Systcm) that is itself a1'tificial) then
indeed, the power of a nat1tral law or necessity has
become vcsted in the Financial System. Money has
become a liccnce to live)' an(l if its control is 1,:ested
in a particlllar system) the1'e is formcd a monoJJoly
not only of

((
money/J b'u,t of h1(,man necessiUc8J of the

Rcal lVeaUh that might satisfy them) and of those
things of comfort and of happiness tha.t are grcater
than life itsclf.
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That economic development demands and creates
new means of exchange.

That !111monetary theories are entangled in olden
Ideas and the" Quantity" theory.

That the ." Quantity'" of economic utilities
potentmlly available has overwhelmed the
" Quantity" of money.

Therefore that the most important fLnd satis-
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CHAPTER V

,
BANKING:

~
.'

DEFINITION

WHIDNstarting a consideration of the banking or-
ganisation, it is necessary to isolate the conception
that is current regarding it, and base the examination
on this plan.

'

,

'
' "

The history of money has bee~ traced from early
times; it is shown to be the continual search for a
medium whereby the exchange of economic utilities

"could be effected with the greatest convenience and
expedition. 1'herefore, proportionate to the specializa-
tion of labour and occupations, it has become more'
and more a necessity to man. ,

On the larger view of its history, it is further to be
noted that the early exchanges were made between the
individuals of a (comparatively) sparse and static
population. The element of the transport of economic
values was almost absent. Therefore the actual
commodity accepted as money 'vas invariably used,
and was an essential to the completion of the trans.
action.

'

But when it is remembered that the financial
system is, fundamentally, merely the method adopted
to measure the values of economic utilities produced
by the industrial system, it is understandable that
proportionate to the rapidity and multiplicity ot

-40

.l
'r.
L ,

I
I

I

I.
l

I
I
!

,.

Banking 41

Ii
t

transport in the commercial organism, the attribute
of money as a II measure of value," accepted over
ever-widening areas, becomes more and more im.
portant. The transport of economic values would
hav.e been retarded, if the" medium of exchange"
had also continpally to be transported. Thus repre.
sentative money was invented~ And in this aspect
the modern banking system is a logical development

~of commercial organisation, to serve the economic
needs of the community.

The banking system, as its proper function, ex-
pedites the exchange of goods, or of economic utilities,
without the necessity of an equivalent transport of
gold, the" standard" money of to-day. This is
accomplished by the system of II perfected barter"
explained hereunder.

Yet apart from this function by which banking is
shown to be the legitimate progeny of the economic
system the word /I Bank," in the economic sense,
covers ~arious meanings which aU express one object,
a contribution of money for a common purpose. The
first meaning of the word (Ibank" in the commercial

/

sense was a subscribed 01' piled-up loan. It was
formed in the middle ages, when the Italian RepubJics
were the great financial powers; and when Venice,

.' about 1150, under the pressure of her enemies started
.
a subscribed loan, which in Italian was called(I

monte" and in German,
(I

bank." Since Austro-
Germall'was spoken widely in Italy in that time, the
loan was known by the two names: /I Monte" and
!(

Banc."
,

.
'

I

!
I

HISTORICAL DEVELOPMENT. .

For the purpose of the present examination, it is
desirable to divide the historic development of Bank.
ing into two distinct periods, and in a similar manner
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t6 show that banks, whatever their proper place in
the economic structure may be, now perform two
dcfinite and separate functions.

(1) Firstly, the general history of modern banking
may be said to start in the 16th century. Therefore
the period of banking activity is much shorter than
general monetary history, and coincides with the
greater efficiency of transport and the increasing
volumes of trade between organised states.

Banks in Europe from the 16th century onwards
may be divided into two classes, the one described as
/I Bxchange banks" and the other as "banks of
deposi t.". .

The exchange banks were a definite effort to
overcome the" transport" difficulty. They were
established to avoid the trouble caused to merchants
by uncertainty in the value of the currencies of
foreign countries, compared to tha,t of the city where
the bank was domiciled.

In 1873 was written in "Notes on Banking";
/I The Bank of Hamburg is now the last survivor of
those banks, whose business lay in the assistance of
commerce, not by loans, but by the local manufacture,
so to speak, of an international coinage. In a city of
the highest rank of commercial activity, but greatly

. circumscribed in territory, continually receiving pay.
ments for merchandise in the coin of other countries,
a common standard of value was a matter of primary
necessity. The invention of bank money, that is of
a money of account which could be transferred at
pleasure from one holder to another, enabled the
trade of the place to be carried on, without any of
those hindrances to business which must have followed
on the delay and expense attendant on the verification
of various coins differing from each other in weight,
intrinsic v[tIue, standard of purity of metal, in every

1\\ )
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point in fact in which coins can differ from each
other."

In other words, the evolution of the economic
system towards the unification of the world into one
market had created new needs, and the function of
money as a "measure of value" was adopted in-
evitably as the most effieient method of meeting the
need. But the volume of trade was not great, and all
monetary systems were then metallic, so that each
note unit issued by such banks" represented" an
equivalent value of metal. .

As in the case of the Exchange bank noted in the
foregoing paragraphs, the earliest example of the
" ba,nk of deposit" was founded in a great commercial
city of the middle ages. Even so, it has grown up in

- a period much shorter than the history of money and
currencies. The dealers in. foreign monies in Venice
began to accept monies on. deposit. They were be-
coming bankers in the more modern sense between
1270 and 1318, as proven by an Act passed, in the
lattcr year, by the City's gov(3rnment for the better
protection of depositors. -

Having started the acceptance of deposits as a
regular practice of their business, it is easy to appre-
cbte the deyelopmentof the usage of loaning such
deposits agah, under safeguard, for the assistance of
industry, or of making them the foundation of a more
extensive" international currency" as in the case of
the exchange banks. . '

Thus in cITect money is being used twice, and by
this means has developed the second function of
banking noted hereunder, which is the creation of
money, or the equivalent of money, to meet the
requirements of an expanding producing system and
the necessity for an increased facility for :;endering
effective the clamorous demand of growmg com.
munities for the necessities of existence.

r~
I
~"
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Following on the Venetian practice, in the 16th
century a similar practice was developed and extended
in Amsterdam, also by the money-chanU'crs. A further
connecting link with the modern system was forged
in the 17th century, by the goldsmiths of En o'land.
1'he.r, being the only people who could keep valuable
property safe, accepted the property of their cus-
tomers consisting of plate, gold, silver, or coins
granting them in return,- '

or standard money. . Therefore, though the English
system was complicated by the expense of wars and
other national charges, thus early is evident the

t tendency to be examined later (tll:1t has already been
Ii briefly mentioned) whereby the balance Of the
t; If Quantity Theory" is upset by an over.weighin~ of

C the available currency by the volume of production.

t' . The above Act gives official'recogniti?n ~othe necessity'
.

for an expansion of currency, and It IS but the first
of many artificial and disastrous attempts to balance
an increasing potential If supply" of goods, with a
limited Ifeffective demand" for them, without aban-
donin{f the edifice of the Quantity theory that has
been founded upon gold as the universal standard.

..

if

(1) The right to payment in cash.
(2) The direct payment to a third person by what
.

0 was called a cash loan, now called a cheque.
. (3) The right to receive from the goldsmith a

goldsmith's note, (similar to a modern
bank-note), with the assurance that the
goldsmith would pay, on demand, any
person whatsoever who presented the note.

Finally, the banking system came into direct line
for the present-day organisation by the establishinent
of the Bank of England in 1694. It was a If bank" in

the original sense of the word, being based on a sub-
0

scribed or 'piled up loan of £1,200,000made to the
Goyernment at 8%, and it was granted incorporation
by Royal Charter. By the linking-up of districts
and the growth of international trading, the economic
demand for financial organisation continued to be-
come more insistent, and banks sprang up in all parts
of the country, most of them on the" bank of deposit"
principle issuing their own notes.

Thus the increasing volume of economic utilities
was evidenced by a demand for more of the medium
by which exchanges were effected, and also by the
Bank Restriction Act, 1797-1819,forbidding the Bank
to make its payments in cash and making the notes
legal tender,-in other .words, equimlent to the gold

\
::i, .

I..

r

(2) The Nineteenth Century Period.

Thus opens the second period of historical develop.
ment. It has already been noted that, in the science
of economics, every theory or belief. founded upon
historical data prior to the industrial revolution
should be scrapped, and that even in more rec~nt
conceptions the startling advances of the openmg
years of the twentieth century create a demand for
further revision of every aspect of the relationship of
man to the material wealth at his disposal.

In this liO"htit is obvious that any tendency to a,
shortage ot currency compared with the potential
production of industry that was in evidence a~ the
beainninO"of last century, should become cumulatIvely
m;re pro~ounced with the passing of each succeeding
year. 1'his indeed has happened.

1'he opening of the new period may be dated from
the Bank Charter Act of 1844, and this date also may
be reO'arded as the commencement of our present
industry, because then the principle of Joint Stock

1i
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enterprises, or the c05peratiYe use of money, began to
(l(~Yelop.

Yet a significant fact must be noticed immediately;
one of the chief purposes of the Bank ChRrter Act
was the mitigation of financial crises by preventing
inilation of the currency; that is to say by an increase
of the avaiJable "quantity" of money. At the
moment when the industrial organisation began that
series of astounding deyelopments ending in its
practically unlimited power of production to.day, a
step was taken that empowered the Bank of England
to regulate the" quantity" of money that should be
made available to buy the wealth thus released for
the use of the nation. That Act was based on the
Quantity t( Law," and was passed at a period when
the gigantic activities of the appJiedsciences were
just shaking off the old chains and the penuries of
pre-coal ages. ,

'Yet that Act still controls the banking organisation
of to. day, as shown below on considering the Creative
Function of the banks. Economic needs tend to
become inevitable, and, in the absence of other means
of supply, money has been created by the extension
of the loan principle of the old banks of deposit. This
amounts to a creation of money; it is the use of
Credit as money, and is exercised chiefly by the joint.
stock banks, which, starting about the date of the
Dank Charter Act, now control an almost perfect
commercirLl machine, in one sense, and in another
have abrogated the function of governments in the
creation of money, and thereby gained the power of
command over every other economic function.

The two ideas are enumerated hereunder, and lead
to the conception of the lesser swallowing the greater;
Fina,nce, defined as a humble servitor of the economic
state, ascending to the kingship thereof.
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THE SYSTEM OF rEfiFECTED I3AfiTEfi

The first function of Banking referred to ~bove
can be detailed very concisely, and its efficIency
illustrated.

'I'o-day the
(/ market" for goods is the world. Even

without the promises of wirelcss tele~ho.ny between
individuals, the instantaneous transmIssIon of hap-
penings by photogra,ph and SOl}lH1,nnd al?o o! writ.
ing; and the world.circling vehicles that wIll rIde th:
whirlwinds of the upper stratas of the atmosp~er?,
without these the world to. day is one market, wIthlD
almost insta~tancous communication by telegr~ph
and cable, and comparatively short period~ of tIme
for the transport of goods. Therefore the, Id«;a.of a
medium of exchange has faded out of the lDdivldual
transactions of commerce, and they are completed,
with the assistance of the banks, on the basis of the
universal" measure" of value, gold.

Within one country, the process may be described
as follows :-

(1) The general m'easure of value i~ the c~rrency
of the country, ivhich, theoretically, IS fixed
by the State upon the value ~f gold con-
tained in the gold standard COl1~. ...

(2) The exchange value of all economIC,utIlItIes,
and the amount. of all monetary lDdebte~:
ness, is expressed in terms of the currencJ ,
sa,y, in gold sovereigns and sm.aller ~ok.en
coins passing as legal tende~ lD BrItm~.
All such values are included m the generIc
term" price.'" .

(3) Under the principle of a "medIUm of ex.
change" each individual exchange of goods
must b~ closed by " the liberating powe!, of
money"; that is by the gold. B~t SlDce
transactions ta,ke place over great dIstances

47 '
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t-
and. .extended periods, and with great
rapIdIty and enormous volume, to wait for
the receipt of gold, the theoretical" medium
of exchange," would greatly hinder the
commercial organisation.

(4) Therefore ea~h trader is supposed to deposit
his money (in theory his gold) with the
banking system, and the system is supposed
to have its branches made available to every
trader, and, as it were, a stream of gold
runnin~ within the system to be tapped at .

any pOlllt or any moment. .
(5) Then when the exchange of goods between

two traders has to be settled by an
eql!ivalent exchange of gold, the purchaser
wrItes a cheque. The cheque, be it as-
sumed, is for £1,000, and, legally, is termed
"a bill of exchange drawn on a banker
and payable on demand.'"

The purport of the cheque may then be
read as an intimation to the vendor that
the debtor has deposited with a particular
unit of the ba.nking system £1,000 in gold
which will be paid to the yendol' on demand~
The vendor then goes to his own unit of
the banking system a,nd asks it to collect
the amount of the cheque, handing in the
latter.

But in effect the vendor's banking unit
says that all units are within the system
and it knows that,. if the cheque is not
fraudulent, the gold is really held by the
other unit, then it will regard the cheque
as money, and earmark some of its own
gold for the vendor's use.

(G) In practice, however, the vendor may be
supposed to lodge his cheque, and draw
another against it, for the same amount.
This c~eque he sends to the original pur.
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chaser, for some other kind of goods which
the latter has sent him. 'rhe purchaser,
now being vendor in a new transaction,
lodges his' cheque for collection of the
necessary gold.

(7) But, in effect, the two traders have exchanged
at different times various commodities value
£1,000, merely by the issue of a cheque or
authority, to their respective bankers to
collect the gold, or medium of exchange,
in each transaction.

ALL is based on Ilcredit," because the
banker does not transfer gold against each
cheque or order to do so. He makes a,
book-keeping entry recording each trans-
action as it affects the trader, and by means
of the Bankers' Olearing House (see
Ohapter VIII) all similar transactions are
summarized into a further book-keeping
entry representing the H balance" of
transactions between the two units. This,
again, is not completed in summary by a,
transfer of gold, but by a final book-keeping
entry in the respective accounts of the units
in the" centre" of the banking system,
which, in pra~tice, is the Bank of England.

Thus it is seen that the medium of ex-
change has been eliminated by the opera.
tion of the Banking system, and, applying
the illustrMion to all the variations and
intricacies of commercial operations, that
the economic activities of a <;ommunity
to-day are in fact carried on by a system
of perfected barter. ('l'he practical opera-
tion is shown by diagrams on pp. 106-107).

THE! SECOND FUNCTION OF BANKING

SO far, it is seen that Banking iF! a valuable and
emc~ent commercial organisation. It is to commerce

~
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in extenso what the counting-house is to the individual
firm. It records the exchange of commodities, and
removes the burden of record, or of the actual transfer
of currency, from the practical 'operator and places
it in the hands of men devoted exclusively to this duty
and specially skilled in the work.

Obviously, on such. a severely practical interpreta.
tion of ba,nking as the servant of commerce, ~he
assumption is made that the money-theory or Quantity
Law has actually been carried into practise. Gold,
being the accepted medium of exchange, should be
there' the banks should have the duty of holding it,
while'avoiding the necessity of actual transference for
each transaction. ' Like the old bank of issue, gold
should in theory be held for each note issued or each
cheque accepted, even while one side of each exchange
of commodities is completed merely by the book-
keeping entry affecting a cheque or .bill. '"

But already the tendency has been noted towards
the shortac:reof money used as a medium of exchange,
andattendlng the increasing potential supply of goods
as compared with the money available for purchase.

The cheque system has grown to its prese~t dimen.
sions during the nineteenth century. The mn~teenth
century witnessed the growth of a new industrIal era,
the age of coal. Using a new and aln;ost ~i~.itle~s
energy, industry began to create economIC utilIties In
volume and rapidity previously unknown. But the
currency in use was suited only to the penurious out.
put antecedent to the industrial.revolu.tion,. therefore
expansion was necessary, and In theIr wIsdom t~e
oric:rinators of modern finance began the use of credIt
as

0
money, but, by the contrivance. of the" gold

standard," harnessed it to the metallIC cur~en~y.
The new industry could not be bound wIthIn the

narrow limits of the old financial state, and the
medium of exchange, gold, was not capable of an

t
f'
I

Banking

equivalent expansion. Therefore, credit was to be
used, but it was to be severely circumscribed and made
the slave, not of the industrial system which it was
designed to serve, but of gold, the centre of the older
currency and monetary policy.

This fundamental fact has been commented upon,
in passing, when the Bank Charter Act was men-
tioned. It is reiterated, because it founded the
system of the gold. control of industry that is now
prevalent.

i '

I{
~

!
\
\

{'
I'I

~ ' CREDIT-CURRENCY

Therefore the second function of Banking is the use
of Credit as money... A bank, wrote David Ricardo,
would never be established if it obtained no other
profits but those derived from the use of its own
capital. The real advantage of a bank to the com.
munity it serves commences only when it employs the
capital of others. 'l'he money which a bank controls
in the form of the deposits which it receives and
sometimes of the notes which it issues, is loaned out
by it again to those who desire to borrow tLnd can

, show that they may be trusted. It only holds the
funds with which it is entrusted until it can use them
and the use is found in the advances that it makes.
These advances are made to men who wish to employ
them on reproductive industry; that is to say, in
work which rewards the controller with a return of
the capital employed and an added profit, while at
the same time founding and carrying on an enterprise
beneficial to the community. (The creation of NEW
money by such advances will be explained in Chapter
VIII.)

,

,
'

Be it noted, that it is only by reproductive industry',
that the capital advanced by the banker can be re-
placed. ,To this extent, the.bankis still dependent,
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upon the producing system it was designed to serve.
It advances money to those who desire it, in the
belief that there is a certainty of its return owing to
the work they wish to engage upon.

Therein lies the element of Credit, which is plainly
the belief or confidence which is reposed in anyone.
So the banking system reposed confidence in the
industrial system, a.nd on the one hand, receiving
money on the deposit principle embodied in the first
function already described, promptly advances those
deposits to other people in the belicf that the
depositors will work by cheque, and will not ask for
(I

Standard" money.
The credit circle is complete, a circle of belief or

confidence. '

(1) The producers or industrialists working within
extensive markets, wish to avail themselves of

(I the
system of perfected barter" that is to them the primary
function of banking. They therefore deposit their
money' in the belief that it will be held for them to
form the (I stream of gold" within the system. They
then proceed to deal over wide distances by cheque.

(2) The banks, having established absolute con. '
fidence in their stability, and believing that depositors
will work by cheque in that confidence, proceed to
advance the money received to other producers, in the
belief that it will be returned by reproductive work.

(3) The persons receiving the advances proceed to
draw cheqMs upon them, which are paid away to other

. people and in due course are re-lodged with the
banking system as deposits in the belief that gold will
be collected, and credited, against them.

(4) The goods produced are in due course sold,
cheques being accepted, and the original loan is
repaid.

(5) Thus on analysis the credit system is a demand
by an expanding industrial system for currency in the
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\
belief that there is a necessity to produce certain goods
which the community needs. In effect, there is a
demand for goods, but sufficient currency does not
exist to render it effective, and more must be created
by the use of credit. Each. loan creates a deposit,
ana has an effect precisely similar to the 1£S6of ne~()
moneyJ' it is used to bring into being new economIC
utilities.

t
\

!
\
!

I:
t :
~ .

. USURPATION OF STATE!FUNCTION

The economic structure of society is the very
skeleton upon which the life of the society is built.
Before any cultural environment may be created or
enjoyed the animal necessities must be satisfie?
That satisfaction is by the production of economIC
utilities by specialized industry, their exchang.e
between the various departments thereof, and ultI.
mate consumption. Wealth yet consists ultimately
in the stream of production of necessities, and the
exchange is made possible, a,s has been stated, by the
currency system. So the currency is really the life-
blood of a society that is considered, properly, as an
organism.

.

Therefore it has been rightly aflmitted that all
questions concerning the creation of money and the
control of currency should be decided by the State,
acting on behalf pf the community ~s a :vhole. SU,ch
questions are vital; they are quesbons mdeed of hfe
or death to those who; in the modern sta,te, cannot
obta,in the currency that is the only accepted evidence
of a daim upon the" Stream of production." These
questions are above all comdderations of profit or
loss; of personal gain or individual power; from all
such things the central power alone can be supposed
to be removed. . ,

. 'Yet the creation of credit-xnoney is not controlled
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by the. State, and the nooessity of the community as
't' ?uCh, IS never considered in its issue. Oredit.mdney

IS created by the banks and controlled by the money.
ma~k.et, and the consideration of its issue.is the im.
posItIon of the shortest possible period of return. It
is used for personal gain by the operators of the
J?oney.market, and it is created upon their individual
Judgment of the producing capacity of the borrower
and the potential demand for his product. '

Therefore, in a condition of affairs when the
de~a~d for, and potential supply of, economic
utIlItIes ha;s advanced infinitely more quickly than the
old metallIc currency; :when a new currency in the
shape of cheques a,nd bIlls has been created to meet
the new conditions; and when that new currency is
controlle.d .entirely by the operators of the money.
market, It ISaccurate to say that the financial system
has usurp.ed the functions of the State, and, by the
power of ItS veto upon new production has brought
the industrial producing system under its domination
and, thro.ngh this means, the whole condition of the
If economIC man." ,
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THIJJ PRIJJSEJNT POSITION'

The outstanding features of the fin~ncial system
may be shortly summarised:-

(1) An overwhelming preponderance of Oredif.
money as the currency of commerce.

(2) The consequently insignificant proportions of
the meta1lic currency and gold.

(3) The complete insolvency of the banking
system, if regarded as a structure founded
upon ~nd carrying out the principles of a
metallIc cu.rrency based upon gold.

(4) The attempt made to reconcile the credit-
\
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currency with the fundamental idea of a
gold" medium of exchange" by means of
the check created by the Gold Standard.

But these considerations are so important that they
will require more detailed consideration. "

Meantime, it is observed that to-day the banking
system is universally adopted in the operations of
commerce, 'and in England one branch exists for
approximately each 4,000 of the population.

All the major operations of commerce are com.
pleted without the use of moneY,other than a cheque;
the whole commercial system therefore operates upon
a system of perfected barter.
, In 1920, the turnover of chcques that passcd
through the banking system, and were dcalt with by
the Olcaring Houses,

,

'

was - £89,000,000,000

In the same year bank-notes circulated 190,000,000
do. Treasury Notes" 868,000,000

....
Total - - £89,558,000,000

I
!

'

,Thercfore thc tradc of Great Britain employed a
currency to the extent of almost forty thousand
millions of pounds sterling during 1920, consisting
entirely of rcpresentative money based upon credit.
Against this, the gold and other metallic currency
did not exeeed two hundred, millions sterling; the

'whole of the gold reserve of about £150,000,000 was
concentrated in the Bank of England.

i
'

I
I)

J

!

INSOLVENCY OF TBIJJ BANKING SYSTIDM

. The banking system is the machine built by the
modern neccssities of commerce to work the currency
.whereby commodities are exchanged. .Thecurrency,
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t-
in tJ~cory, is gold, and for each note issued or deposit
received the banks are supposed to hold an equivalent
val ue of gold.

But the banking system has abrogated the function
of t~e State in the creation of money, by the use of
credIt-money, and, by the operation of the credit-
cycle, it. is obvious thn,t if each deposit received by a
bank is Immedin,tely re-loaned by it, and if the deposit
is already based upon a loan received elsewhere
within the system, then the element of gold is entirely
absent from the transaction, and the banks are trad-
ing upon commercial usage and credit alone. An
examination of the figures hereunder establishes the
fact.

AGGREGATE BALANCE SHEET

of the Banks of the United Kingdom
(excluding the Bank of England)

at the end of the year 1920
Liabilities. Assets.

Capital, Reserves Cash and Money
and Undivided at Call - 580,863,000
Profits - 170,945,000 Investments - 558,848,000

Deposits - - 2492,061,000 Advances. - 1561,887,000
Acceptances, Cover for
Notes, Drafts, Acceptances,
tw. - 171,881,000 etc. - 184,889,000

I:
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£2834,887,000 £2884,887,000

Of the Liabilities shown, Acceptances, etc., are
covered by the contra entry of the security deposited
while the Capital is the contribution of the bank.
proprietors, principally on the joint-stock method.

Therefore the outstanding fact disclosed is that
?n the basis of the" bank of deposit" the bank-
lTI~ system has accepted deposits amounting to

Banking

t
t:

~

£2,492,061,000.. On the principle of a met3:l~ic
currency an equivalent amount of gold should be dIS-
closed to' " convert the deposits into standard money
on demand."

"
.

.

But, on examining the Assets, the only item bear-
ing the word" Cash" amounts to £580,363,000.
And this, as will be explained when examining the
Money Market, (Ohapter VIII), is not gold or
standard money, but contains no gold or practica~ly
none; merely claims upon others, notes, a,nd a claIm
against the Gold Reserve held by the Bank of Eng-
land.

Investments represent claiD;1supon the property of
governments or compa,nies to whom the banks. h.ave
advanced money in return for shares, under the Jomt-
stock system, and include the value of land, buildings,
or real property.

Advances represent the loans made .from depo~its
to other producers, which 3,re secured Clther by claIms
on real property, or the banker's belief in the
borrower's capacity to produce goods for sale, and so
reduce the loans by deposits. '.

It is now found that with the gold held by the
Bank of England the actual metallic currency avail-
able at this date could be reckoned, on the most
generous estimate, at no more than £200,000,000.
Therefore, on the basis of a gold standard currency,
the banking system is entirely insolvent.

Moreov~r, by no method could it be made solvent
on such a basis. .

Assuming the availability of the small quantity. of
gold if faced with a demand for refund of deposIts,
in gold, and under the most favourable conditions,
it could not be done.

First, the banks would call upon all debtors for the
return of loans and advances. The debtors would
then, having no

C(real" money, require to dispose of

f
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'"
their properties, or, if permitted, continue to produce
goods for sale. But, (since the available metallic
currency is included in the figure £200,000,000), their
goods would be sold in return for cheques which they
would lodge to reduce their loans~ As the cheques
must be drawn upon deposits, the latter would be
reduced proportiona,tely. .

.

Therefore the fact emerges that J in order to honour
the

((

gold standard JJ theory, the depositors with the
ba.nking system would fi,rst of all be required to
purchase the whole oltha real property or rights
represented by the

((
aclvances/' which is unthink-

able. Even then, they w01l,ldnot receive gold for the
balance of their claim, b1(,tshares in other corpora-
tions or government seC1wities. (If more gold were
suddenly produced; it would belong to an individual,
and if lodged with the banks would increase deposits
proportionately. )

The balance is ultimately exact, but it is not a gold
balance. Ourrency is based on real property, not on
gold. On a gold basis the position is absurd; the
banking system is hopelessly insolvent. The real
operator is the genius of Oredit, and its monetisatioll
by the banks. . .

ATTEJMPTED REJCONCILIATION OF CREDIT-MONEJY AND GOLD

Under the stress of war conditions, the theoretical
solvency of the banking system collapsed in 1914 like
a house of cards. And, in proof of the submission
that the real problem is the balancing of available
currency w:ith potential production (The Quantity
Theory), during the war years when consumption, by
the sabotage of war, was limitless, the available
currency in the form of credit-money and shown by
bank deposits increased two hundred and fifty per
cent. to the figure quoted for 1920. The implications
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s

I,

(

1
"t
I

thereof, and the evident evils of the Quantity Theory,
have unfortunately been ignored by financial
authorities.

In August, 1923, in
(t Bankers and Oredit,"

Hartley Withers writes;
(t Before the war our

monetary system was based on gold, and the pieces of
paper,-notes and cheques,-by which most of our
large transactions were paid for were c~aims to ~o
much gold which the holder could turn mto gold If
he wanted to do so."

It has been proved by two methods,-the yearly
turnover of currency, and the static figures of the
banking system at a specific date,-that this .co~-
vertibility of paper into gold is a fallacy, and IS III
fact impossible. . . ..

The real operation of the gold standard does not
lie in the holding of an adequate reserve of gold, while
the banks carry out the wonderful1y efficient" system
of perfected barter." The gold standard resolves
itself into the actual control of industry by the Money
Market. Under that hea,ding its actual working may
more adequately be examined. It is here sufficient to
note its failure to disprove the actual preponderance
of credit as money.

. ,
,

B1tt the st1tdent contimtes to thin7c 1tpOnthe mean-
ing of those laws that he obeys) and he as7cs,.is t7~~s
credit-C1wrencyindeed controlled by a system that 'tS
false to his necessities? For if thi,'; be so, it would
seem that his economic freedom has passed away fro11t
him) a,nd his existence is not b01mded bJ!the universal
laws of Nature) b1tt bJ!a

« system" the operationof
which is reconled by figures in a ledger.
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