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INTRODUCTION

The world would be a dismal place if everyone
understood the technicalities of the Money Market.
Most people know that they can more or less rely
upon £3 a week, £1,000 a year or whatever it may be,
and, being wholly ignorant of the science of money,
are able to give their thoughts to other things, perhaps
better things, certainly happier things. They cheer-
fully part with thirty-pence worth of real values,
taking in exchange a piece of metal called half-a
crown containing sixpennyworth of silver. They
buy twenty shillings' worth of groceries, giving in
exchange a piec~ of paper called a pound note,
worth, as paper, a fraction of a tenth of a farthing.
All that is very happy and very convenient and there
is no reason to disturb it, if it is going to last, if it is in
no danger.

.A mong the sound political and moral notions on
which we have relied, are the two with which this little
book is concerned. First, that family finance and
national finance are both subJect to the same prin
ciples and governed by the same forces. And second,
that a debt is a thing to be incurred with great caution
and, above all, that it has to be paid. These platitu
dinous propositions have been forgotten in connection
with a great deal of the public and political work of
the last twenty years.

This is not a technical book; it tries to be popular
while dealing with highly technical matters. These
matters are now at the mercy of the popular vote and
ther~ are onll two possibilities ahead 0/ us. E~th~r

v



VI Introduction

the popular vote will acquire a quality fit to be trusted
with these matters, or else democracy will give way to
one of the several H isms " under which dictators and
bureaucrats now rule a large part of the earth's
surface.

The writer is a jirmbeliever in our thousand years
of political experience, which .has produced in us a
sturdy combination of practical ability and moral
sense. A mere twenty years. of wrong thinkin~. can
not permanently alter the sol~d results of centur~esof
right thinking, but meanwhile there is a danger that
our money will go the way of its A ustrian or Chilian
counterpart, unless the alarming growth of our public
debt. can be checked.

Economic problems can be made very complicated
and technical, and thus be lifted right out of the reach
of solution by popular vote. They can· also, on. a
wider, grander scale be made very simple and thus be
safely left to the care of the public conscience and the
ballot box. The urgent task is to raise public affairs
up to the traditional standards of private affairs.
This urgency is due to the very rapid growth of
general reliance on the State as a sort of fairy god
mother, a reliance which is sapping at the independ
ence of the people and tending to lower our former
high,standards in private, as well as in public, affairs.
We need simply to return to the ideas on which all our
progress has been founded, and to recognize that what
is right and wise for the ordinary family is equally'
right and wise for the family of the City, the County
or the Nation.
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CHAPTE:R I

THE WORLD OF PRIVATE DEBT

THE plight of the man in debt is a matter of com
mon knowledge, is a popular subject with story
writers and has, through the ages, very properly
given a bad name to debt. When Polonius told
Laertes: " Neither a borrower nor a lender be ", he
was speaking of the world as he knew it, when, in
this country, there was a tenth of the present
population, when each was dependent upon his
own immediate resources, and when the inter
change of labour and its products, since developed
and now enjoyed by all, was almost non-existent.

It is altogether right that the average person
should have a horror of personal debt. He is
concerned with the earning and spending of an
income, generally a modest income, and has little
or no right to indulge in borrowing. It is good that
he should conceive of debt as something associated
with the gambler, that he should visualize the total
absence of the means to pay, the sinking deeper and
deeper into the mire of trouble, the eyentual re
course to the proverbial luoney-Iender and the
other ills which are comnnonly associated with
those processes.

There is, however, another story of a totally
different kind to be told about debt. Civilisation
on its commercial side may be said to be founded
on debt. Debt is quite essential to it, AU the
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wonderful complications by virtue of which we
enjoy the results of the labours of one another
would not have arisen or come into being at all
were it not for the growth, studied, gradual and
beneficent, of a system of borrowing and lending
sometimes referred to as the credit system, some
times as the capitalistic system but which might
equally well be described as the debt system.

Debt is of three kinds: the. personal debt for
personal convenience such as Palonius had in mind;
the commercial or business debt by means of which
the work of the world is facilitated and expedited;
and the public debt, the main subject of this little
book, a quite recent phenomenon, by means of
which we pledge the future to pay for our present
delights or necessities. The first .and third of
these three kinds of debt differ from the second, for
while the debt of commerce is always associated
with goods, services or other real values, the per
sonal debt and the public debt represent nothing
more than the hope of future capability, as well as
future willingness, to pay.

Commercial or business debt enters into every
detail of our modern life and a complete study of
all its variations and ramifications would require
much time and many volumes, but it will be con
venient if we glance at a few of its many forms
before proceeding to discuss the public debt.
When a penny is thrown upon a bookstall to
purchase a morning newspaper, that simple trans
action closes a very long story of lending and
borrowing. The newspaper is. a good example of
the end .of such a story because as a rule it is
wholly and finally consumed, It will be read by
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the man in the morning, by the woman in the
afternoon,used the following day to wrap up a
parcel and a week later it vvill light the domestic
fire. But the life of the newspaper started years
before when somebody lent somebody else the
money to pay the wages of a forester in the north
ern regions of Canada to prepare the timber, which
would become the pulp froJm which the paper on
which the news is printed was made. It is not,
perhaps, c9rrect to say that the story started with
the forester. One could go back much farther
than that. There is hardly any limit to the num
ber of stages in tracing back all the· operations of
borrowing and lending. which end in the purchase
of the penny newspaper. The miner who received,
years previously, his day's wages for winning the
coal which helped to smelt the metal out of which
the hammer came that was used by the fellow who
made the copper wire that subsequently formed a
cable to bring the news from Shanghai to Fleet
Street, is a part of the wonderful romance.

None of these things would have happened had
it not been for the belief that at the end of them all
the penny paper would be bought. At every stage
in the story somebody is found to be lending in the
hope that the loan would be repaid out of the
pennies .·put.upon the bookstall by the final con
sumers and, of course, man)r similar little transac
tions. That sort of story' could be developed
indefinitely and is full of fascination for anyone
who is interested to think out for himself all the
wonderful complications, alrnost mysteries,. that go
to make possible the simplest commonplaces of
civilised life,
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There is no borrowing without lending; debt is
not arranged for the comfort and convenience of the
borrower alone, but arises even more from the
demands and needs of the lender. Were ·there no
borrowers there would be no lenders, no savers, and
thus it is seen that this discreditable thing we call
debt is really the raw material of one of the best of
human qualities-saving, thrift or care.

In the days of Polonius there were almost no
savers. There were only misers. Saving for the
average person was a matter of putting coins into
secret cupboards, hoarding or withholding. Sav
ing was for the most part a selfish process carried
on by the parsimonious-millded and had little or no
relation to the needs of those who might usefully
borrow. The situation to-day is wholly different.

The banking system which does more to make
life comfortable .than any other human service is
entirely a matter of lending and borrowing. The
banks, commonly conceived to be strong-rooms
full of wealth, would be more correctly described
as ledgers keeping records of debts. We hear a
great deal, which to those who know the facts is
almost funny, of the failure of the banks to lend as
they should. It is alleged that people wanting
money find the bankers sometimes unwilling to
produce all that is needed on demand. We know
that the borrower approaches the bank with a
healthy respect. The manager's room is often
described as a H sweating parlour" where the
nervous borrower does his best to persuade the
hard representative of capitalism to part with a
little of all that superfluous wealth which the
tt system" is supposed by some t9 keep in tb.e
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hands of the unworthy and deny to those who
really need it.

The funny side of that story is evident when one
considers that the banker depends for his existence
upon lending. The whole of his revenues are
derived from lending, either directly to his cus
tomers or indirectly by investment. The salary of
the manager and his assistants would not be forth
coming unless they succeeded in lending the money
in their care. So far as the rest of us are concerned
the miraculous ease with which we can-or it
might be more accurate to say, could-secure the
proceeds of the labour of anyone in any part of the
world by means of the banking system is directly
due to the borrowing and lending which is the
beginning and end of what we call the bank. In
Utopia the bank would presumably make a charge
to depositors sufficient to cover all its expenses and
would lend to the borro~rers without interest.
Seeing, however, that no Utopian designer has had
the courage to visualise such a class of altruistic
depositors, we can safely conclude that there would
be no banking system without the present concep
tions of the right way to borrow and to lend.

Next in order of importance in the financial
structure come insurance institutions, all of which
are a solid mass of debt, although a different sort.
of debt from that which interests the banks. The
common person regards the insurance office as a
savings institution. To him it is a concern in
which small sums can periodically be placed and
placed safely with the assurance that at some time
in the distant future the total of those sums, and
more, will be available to lIleet the crisis of death
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or the needs .of old age. That however is only half
the story. The wiser owner of an insurance.policy,
while looking upon himself as a saver, knows quite
well that he is really a lender depending absolutely
and always upon the existence of a corresponding
borrower.

The bank and the insurance company considered
together help to an understanding of the common
difficulties about borrowing; they may be said to
provide the sho~t·and the long of the matter. The
bank receives its money from the depositor on the
understanding that it will be produced or repaid
the instant it is required. .Thus the bank can only
lend to such borrowers as can be relied upon to pay
their debts at short notice and without any sort of
doubt or question. By contrast. the insurance
company receives its premiums from the insured
on the distinct understanding that the money will
not be required until the maturity of the contract,
maybe at age sixty-five, maybe on death, but on
the average it will certainly be twenty-five years
later. Theinsurance company is therefore anxious
to find reliable borrowers who need their loans for
long periods and can be trusted to. keep them safe
and intact for many years to come.

For a couple of centuries this process of borrow
ing and lending in hundreds of different forms has
been the special study of the City of London; in
the result there exists to-day a great money trade
or industry, the perfection of which depends upon
the absence of formal organisation and the maxi
mum of personal initiative and freedom. The life
of this essential service is now threatened by the
modern tendency to organise,control and manage
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everything. There is in I.,ondon the means to
satisfy every need in the borrowing and lending
way and to satisfy such needs on terms appropriate
to their character and quality. The continued
existence of these facilities depends upon the con
tinued existence of a constant supply of goodbor
rowers and good lenders, and the tendency to limit
the freedom of the individual, a tendency which is
universal to-day, is drying up both sources. Bad
borrowers are gaining an· ever growing share of the
market. .

Shipping provides another illustration of our
dependence upon debt. Th.ere would be no ship
ping in the modern sense without borrowing and
lending. Our galleons in the days of Polonius
went off with their cargoes of cheap jewellery or
flashy cotton cloth and came back with skins, ivory
and the like-a business ~Thich has next to no
relation to shipping as we know it to-day. It is
not only engineering skill that has made the present
wonders of the shipping world, but also and chiefly
the perfection of the science of lending and borrow
ing. The present difficulties of international trade
are not due to the absence of ships and steam and
machinery, but are verylargely due to the restraints
which have been laid upon the sister science of
finance.

The story of the finance of international trade
tends to become technical. The bill on London,
which twenty years ago was the basis of the whole
world's import and export, nleans very little to the
man in the street. He knows vaguely that the
shipper in the foreign market wants his money
before he will part with his goods. Similarly the
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importer in London or elsewhere requires to receIve
the goods before he will part with his money.
These natural and understandable difficulties were
completely eliminated by the London Bill Market.
The Chinese merchant would not consider anything
in the nature of credit for hi~ counterpart in Peru
and yet the two of them traded freely and without
qualm or hindrance by virtue of the sterling bill.
The London bill market was reduced to the shadow
of its former self before post-war statisticians
claimed the ability to tell us all about everything,
and no figures are therefore available. It is prob
able that £2,000,000,000 a year was handled on
behalf of the foreigner and that the discount and
commission earned upon this great business repre
sented the larger half of our invisible exports.
The debt business had been developed by London
to the point of perfection where persons any""
where could transact any business that appealed to
them, troubling themselves only with the problems
of demand, material, quality, taste, style, pattern
and the like, but never for a moment giving them
selves any trouble or concern as to the possibility
of paying or receiving. All that was due to the
debt machine, the money-lending market, the
capitalistic system, the profiteers as some still say,
all summed up in the City of London.

One of the simplest but perhaps most useful
forms of money-lending is to be seen in Ground
Rent, for rent and interest are very closely allied.
A ground rent arises when a piece of ground is lent
and borrowed for say ninety~nineyears for a given
rent or interest per annum. Space forbids the
development of this subject here, but it may use-
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fully be noted that borrowing or lending as exem
plified in the ground rent and the leasehold system
was responsible for roughly half of all the build
ings which stood upon our land before Mr. Lloyd
George came along with his political theories, did
irreparable damage to the building trade and pre
pared the way for the housing difficulties of which
we have heard so much since.

Just as in other lines of business and with other
commodities there are the wholesalerand the retailer
in the lending market. The Joint Stock Bank will
lend at a low rate to an established dealer in credit,
who will lend again at a profit rate to some concern
lower down the credit scale. This process is seen
very clearly if we look at the Hire Purchase market.
Within quite recent times there has grown up a
system of payment by instalments enabling large
numbers of people to enjoy a standard of comfort
that would not otherwise be available to them.
Hire Purchase has its weaknesses, it is open to a
certain amount of criticism, but it should be noted,
in parenthesis, that it flourishes only among the
English-speaking peoples. Except in the British
Empire and the United States there are very few of
such facilities available to the buyer. The point
has a bearing on national character, political
stability and other matters, but it is sufficient for
us to note that the Frenchrrlan, German or Italian
seldom thinks well enough of himself or his com
patriots to risk the loan of goods to be paid for over
a lengthy period of time.

As practised, here and in America, Hire Purchase
is a system in which losses, when they occur, are
well spread over resources sufficient to carry them,

B
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and the structure as a· whole is therefore safe and
able to function for the benefit of society. None of
which must be taken to commend to the reader a
good deal of the improper instalment buying which
does, in fact, take· place. The instalment system
is· wholly commendable when applied to capital
goods but extremely doubtful· when extended to
include the purchase of consumable or rapidly
wasting things. The service rendered by debt
might be illustrated by the life story of an ordinary
perambulator, an article which was unknown to the
wage earner of fifty years ago. From the very
earliest stages of its manufacture right down to the
payment of the last instalment two years .after it
first brought a share of comfort to some mother and
baby, every moment of its career is associated with
debt. No single screw or thread in it could have
come into existence without the modern science of
borrowing and lending.



CHAPTEI~ II

MONEY AS A COMMODITY

FROM the few illustrations given in the previous
chapter it is already becoming apparent thatmoney
is the most hardworking of all the commodities we
know. Money was also the cheapest of all the
commodities. When before the war money was
free to move the world over, and actually did so,
it never received for its services more than all the
money in the world, in active and open competition,
was willing to take. All the many classes of
dealers in money, from national banks downwards,
were concerned to see that all their resources were
always employed. When the day's business was
nearing its end and the requirements of the cus
tomers were known and satisfied, the amount left
over would be lent for perhaps a quarter of I per
cent. per annum until the following morning to
some other bank or credit. house whose require
ments for that particular day were not completely
covered. Thus apart from the personal practice
of hoarding, none of the money in existence at any
time was allowed to be cornpletely idle; further,
and this is of the utmost irrLportance, every sove
reign was always in active competition with every
other sovereign, and no money ever earned more
than the lowest rate of interest which any of the
owners or controllers of any fund were ablein their
wisdom to accept.

II
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Since the war the qualities of this great organisa
tion have been very seriously impaired by that
economic nationalism of which so much is said and
WJ;'itten and so little is understood. Thus in Great
Britain we have prohibition upon foreign lending
imposed by the Government with the triple pur
pose of forcing the money into the Treasury,
promoting the home trade and keeping the rate of
interest down. In other countries, such for in
stance as Austria in 1937, we find a prohibition
upon borrowing abroad with the purpose of keeping
the rate of interest high.

A favourite subject of comment among those
who criticise the lending and borrowing of the
money market is the system of loans to the Stock
Exchange. It is thought that money is lent to a
gambling stockbroker or an avaricious speculator
which·might better be used by one or other of the
social services. Many a vote at election times is
given by some poor person suffering from the delu
~ion that the money which the Stock Exchange can
borrow so freely might by better political arrange
ment be diverted into his own pocket. In con
sidering borrowing and lending therefore some
thing ought to be said about this very important
section of the subject. Within quite recent times
Mr. Roosevelt has found a good deal of popularity
with his electors by legislating against loans to
Wall Street,. and the spectacular collapse witnessed
in the autumn of 1937, a collapse which brought
widespread distress to the selfsame electors, can be
traced directly to that folly.

A normal Stock Exchange loan starts with the
case of, say, the young man requiring £roo for the
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purpose of starting a chicken farm. That is a
common case within the personal. knowledge of
many. It furnishes an illustration of a wholly
unmarketable security. Everybody knows that
most of such loans will be lost irretrievably, and
there is no way of financing that class of business
except through the personal friend, who will risk
his £100 on personal grounds, will take a close and
detailed interest in the business, and by adding his
knowledge and experience to that of the borrower
will sometimes succeed in bringing the enterprise
through to success. It is, however, extremely
unlikely that the personal friend would be able to
lend the £100 unless the banks were free to lend
money to the Stock Exchange. As soon as it
reaches the chicken farmer the £100 loan is com
pletely and absolutely unmarketable. It is
impossible, however much the need, to secure its
repaylnent at short notice,. and therefore any
owner of £roo which will later be required for some
other purpose is wholly unable to employ his
money in such an enterprise. To examine the
chicken farm transaction, even in a cursory way,
we must journey, perhaps, to Exeter where a local
trade union in the ordinary course of business
requires to invest £roo in, say, Great Western
Railway 4 per cent. Debentures; we must call at
Tunbridge Wells to inspect the farm; run over to
Cardiff to the home of the financial friend; pay a
visit to a stockbroker in Birlningham and look at
the ledgers of a bank in London.

The financial friend begins the chain of events by
agreeing to lend £100 to the chicken farmer. To
raise the money he instructs his stockbroker to sell
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£100 of G.W.R. Fours. The stockbroker (we
omit the jobber for the sake of simplicity) borrows
£50 from the bank, his own resources being insuffi
cient to pay the whole froo at once. The following
day the Exeter trade union decides to purchase
G.W.R. Fours and sends a cheque to the stock
broker for. that purpose. The. stockbroker pays
off the bank .and is thus ready to buy the next
parcel of stock that comes upon, the market.. The
chicken farmer has in the meantime received his
£roo and placed it safely in his bank, to draw upon
it as he gradually buys his farming equipment.
While the money or any' part of it remains in the
bank, it is available to finance other Stock Ex
change purchases for the same sort of purposes.

In practice, of course, anything quite so simple
very seldom occurs. It is more likely that the
financial friend in Cardiff will want to sell £rr5 of
G.W.R. Fours and that the trade union at Exeter
will elect to buy £90 of 3t per. cent. Conversion
Loan and that both will leave the stockbroker and
the bank with ragged remnants .to fit in to .other
transactions, but we need not unduly complicate
our story. It is enough for us to know that a
trade union treasurer in Exeter, a chicken farmer
in Tunbridge Wells, a financial friend in Cardiff, a
stockbroker in Birmingham and a bank in London
are able to come together and carry through ·a
complicated .transaction to the complete satisfac
tion of each. It is also useful to remember that
millions of such transactions are .completed every
week, each of them with a fraction of the fuss and
formality needed to ren~w an ordinary motor
driver's licence.
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Na chicken farm or any other form of enterprise
could be financed with the present ease, without
the present facilities for the sale and purchase of
Stock Exchange securities. The small Post Office
depositor and the large holder of G.W.R. Fours are
in the same position, they can both realise at any
time when they need their money for other pur...
poses. Neither of them ,~ou1d be safe in that
happy position if the banks were to withdraw
their support from the Stock Exchange. If for
any reason there were a run on the Post Office, the
Savings Bank would sell securities to the Stock
Exchange and they would almost certainly be paid
for with money borrowed from the banks. Some
critic may raise the point that Post Office deposits
almost always exceed Post Office withdrawals and
no such accommodation is therefore needed. Such
an argument forgets that if the facilities did not
exist and if the power to vvithdraw was not thus
entirely free from doubt or question, there would
most certainly be a run on the Post Office Savings
Bank.

The briefest sketch of the science of borrowing
and lending would be incoTIaplete without a refer
ence to the question of interest and dividends. It
is important to note that the rate of interest must
always be a natural thing. Before the War, when
money was absolutely free, ,¥ithout anyrestrictions
on its movements anywhere, the rate of interest
always was a natural thing. It always represented
exactly the figure which 'lVould insure that the
borrowers and the lenders balanced one ahother,
for it will be obvious that the rate of interest is not
only the amount which the borrower may reluct-
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antly be prepared to pay, but also the amount
which the lender will willingly be prepared to
receIve.

There are few subjects on which more nonsense
is talked by politicians and others than the subject
of interest. The rate of interest is a natural rate,
always the same, although it may not always be
accurately measured. What is called interest is
often only part interest and part capital, for
example 10 per cent. interest on an industrial
share and 4 per cent. on a gilt-edged security are
both 4 per cent. investments. The lender or
investor who imagines that he is receiving 10 per
cent. from his· industrial investments is generally
grossly deceiving himself. 4 per cent. of his
dividend ·should be regarded as interest on his
money and the other 6 per cent. should be put aside
as repayment of his capital; such an arrangement
assumes a life of I6! years for the enterprise in
which he has invested, and a search of the records
of the Stock Exchange will show how few industrial

. investments have survived to pay a regular 10

per cent. for 16! years.
I t is unnecessary in this cursory examination of

the subject to indulge in too much complication, or
else it might be wise to point out that the 10 per
cent. and 4 percent. mentioned above are not
strictly accurate in the circumstances of to-day.
The presence of a 5s. income tax·reduces the 4 per
cent. to 3 per cent., and the 10 per cent. to 7t per
cent., so that the portions of both rates which
belong to the individual are aS3 to 7t, and only 4t
of the original 10 can be considered as the repay
ment of capital: the investment thus requires a
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twenty-two year life to make it a safe 3 per cent.
net. That is the wise point of view for the inves
tor, but it need hardly be remarked that the tax
gatherer who takes his z! out of the 10 regards it
and uses it wholly as income, and takes no note of
the fact that he is consuming part of the nation's
capital.

The true rate of interest, in normal circum
stances, is probably somewhere in the neighbour
hood of 4 per cent. gross, and notwithstanding all
the index figures with which modem science has
provided us, it is impossible to speak of the true
rate of interest without the qualification of the
"probably." The rate will dip when trade is bad
and money consequently plentiful and it will rise
when trade is good and money therefore in active

'demand. The effective rate of interest appropriate
to any particular loan is thus 4 per cent., more or
less, plus whatever is required to provide for the
amortisation of the loan, that is to say, the
amount required to provide for its· replacement
during the life of its purpose" Money borrowed on
a house must be repaid out of the interest or the
rent, before the house tumbles down, and so on.
It is entirely erroneous therefore to talk as some
people do of 10 per cent. and 15 per cent. as if they
were talking of a rate of interest. Money for
example lent at 20 per cent. to finance some un
tried invention may prove to be a far less satis
factory transaction than if the money were lent on
deposit to the bank at half of I per cent.

By the same reasoning the larger the debt in
relation to the cover the higher should be the rate
of interest. It is obvious that a small debt on a
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big estate will be more easily paid, and is more
thoroughly secure than a large debt on a small
estate. In the latter case it is necessary that the
rate of interest should be sufficient to provide a
sinking fund out of which the lender can.cover the
risk that the estate may depreciate more quickly
than the debt is paid. One of the dangers of the
present time is the universal attempt by politicians
to reverse this natural state of affairs. It fre
quently happens in connection with public debt
that the rate of interest will be reduced simply be
cause the borrower has not, for the moment, the
means to pay. That is a state of affairs' which is
allowed for in the proper working of the borrowing
and lending market where bankruptcy is a recog
nised factor. The modern endeavour by the use of
political power to accommodate the rate ofinterest
to the political situation and divorce it from actu
ality has helped to bring every country in Europe
into difficulties, and is undermining the wonderful
structure of British finance.

This brings us to a very brief consideration of the
principles which underlie the science of debt. The
reputation of the City of London has been built and
still relies upon their observance. First among
these' maybe put the rule that good borrowing is
always for capital purposes and capital purposes
on1y~ In individual affairs, just as in state affairs,
it is the height of folly to borrow in order to provide
those things which ought to come out of income.
A debt, if it is a good debt, must always have at the
back of it the assets which constitute the security
for it. A debt'raised to provide something which
is .immediately consumed is a bad debt, it is a
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burden upon the production of the future, instead
of, like a good debt, accOIJnmodation raised upon
the production of the past to add to the assets of
the future.

In private affairs a rule of this kind has upon
occasion to be broken. The most usual example
of this sort of need arises out of illness, but few will
be in doubt as to the difficulties that can be created
that way. Nevertheless if a man with a modest
income finds himself faced with the necessity of
raising £roo in the hope of saving the life of a
member of his family, there is adequate excuse for
shouldering burdens which may prove onerous and
difficult in the future. P~part from some such
vital purpose the obligation of debt is not under
taken by the person who has respect for his own
reputation for wisdom. It is sometimespermis
sible to borrow for educational purposes. There
may arise the case of a particularly bright son or
daughter for whom a higher educational course is
so obviously desirable that debt can be incurred in
connection with it. While however such cases
will occur with individuals here and there, it is
foolish to imagine that the practice of borrowing
for consumption can be indulged in at all widely
without disaster to society. From this point of
view much of our present day public borrowing
stands condemned.

The next principle which emerges is that debt,
to be good debt, must be self-liquidating. This
applies as a matter of course to all trading debts.
The grocer can borrow the price of a ton of tea
pending its sale in separatepounds to his customers,
and every trading qebt has the same self-liquidat-
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ing quality in its nature. A debt incurredto build
a house will be self-liquidating if the house is well
built, because somebody else may be relied upon to
come along later and buy the house for its value,
thus providing the means of liquidating the debt.
A debt, on the other hand, raised to build a town
hall is not in the same sense a self-liquidating debt,
for the town hall will not be for sale, and the debt
will remain for the rest of time as a charge upon the
incomes of the citizens. .

A study of the several sorts of commercial debt
which we have so far considered brings out very
clearly one vital point about them all. They all
rely on what is known as the personal covenant.
The borrowing and lending market as we have
described it is a vast human machine, concerned in
every detail with individuals, each of· whom in his
own particular way accepts some degree of personal
responsibility for its proper working.

Thanks to the growth of joint stock and limited
liability enterprise the element of personal fortune
and personal risk is to some extent obscured. But
in spite of all the joint stock advantages the money
market has never lost that personal quality which
must be the essence of any good service.

There does not exist in the borrowing and lend
ing market itself, apart from those fringes which
attach to any market such as outside brokers and
bucket shops, any of the" here to-day and gone to
morrow" element. It is impossible to enter the
market on those terms. Personal fortune will give
a standing, but personalreputation counts for even
more. The whole market is always subject to the
healthy check of bankruptcy, another subject
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upon which the public is in serious need of instruc
tion. Bankruptcy is a disaster to the individual
whom it overtakes, it is a blessing to any market
which desires to be healthy, and it is the greatest of
the safeguards the public enjoys against irregulari
ties.

Were the reader to allege that all.·this is special
pleading, there would be some slight foundation
for the charge. We have endeavoured to give a
rough impression of the workings of a few of the
many departments of the borrowing and lending
business and our observations have been of a
complimentary kind, confined to approval of the
daily doings of the most important of all the
modern social services. The public is sufficiently
informed, indeed over-inforrned, of the other side of
the picture. The swindlersJ, thieves and evil doers
who are to be found in finance, in the same natural
proportion as in all other departments of life, are
front page features with the sensational newspaper.
Finance and marriage are alike in that when any
thing goes wrong, the purveyors of sensation fill
their columns with all the lurid details. But
finance and marriage differ widely in that while
every member of the public has some personal
knowledge of the latter, there are comparatively
few with much personal experience or knowledge
of the wonders of the former. The public acquaint
ance with finance tends therefore to be like that of
some observer from another planet who r~lies for
his knowledge of the marriage system upon divorce
court reports.

A description of a great retail store which gave
no more than a reference to the glove, stationery
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and glass departments would be recognised at once
as wholly inadequate. We have merely touched
upon three or four of the hundreds of sections of
the great debt and money trade and must be con
tent to be woefully inadequate. But to proceed
as we now do to the vexed question of public debt,
it was necessary to take a glance at the world of
private debt upon which the public obligations
are founded. The common tendency in public
affairs is to give their full face value to proposals
for doing things in new ways. Sufficient trouble is
seldom taken to study and understand the .old
ways, and to be sure that they are capable of the
many improvements so readily suggested by inex
perience or ignorance. The world of private debt
has been,· until quite recently, entirely outside the
world of politics. It was not until the War that
the politicians discovered ·the full possibilities of
the borrowing and lending science, and we must
now proceed to inquire into the results that have
followed upon that discovery.



CHAPTEE~ III

DEBT AND OPTIMISM

AT the close of the Napoleonic Wars, public
discussion centred for a time on the subject of
debt. There were the Bullionists and the anti
Bullionists and great battles between great brains.
The nineteenth-century precursors of our U man
agers " or uplanners "were eventually beaten, the
Bullionists held the field and a hundred years of
great prosperity were begun. A parallel is some
times drawn between the 18~~0'sandthe 1920'S and
it is suggested that the situations at those dates are
similar, that the debts in relation to national
wealth are comparable and that we have no more
cause for worry than had our ancestors of a century
ago. In so far as that argulnent is good, the plan
ners are defeated and those who pin their faith to
sound currency can rest assured of victory.

Unfortunately, however, there are several seri
ous differences between our situation and that
of the 1820'S. The debt then under discussion was
almost wholly war debt, the debt of to-day is one
third concerned with the conduct· of the War,and
two-thirds due to what were described as Fruits of
Victory.! In 1820 the discussion was carried on
by the limited governing class and was not com
plicated by the existence of vast numbers of State

1 The reader is referred to Chapter V of A ccount Rendered for the
arguments on which this assertion is founded.
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beneficiaries. None of the groups or parties to the
debate had any personal gains or losses to vitiate
the quality of its opinion. Until quite recently it
was against the law for the receiver of a dole to
take part as a voter in the control of public affairs.
In 1820 we had more philosophy and less philan
dery; it was for instance generally agreed that a
little knowledge was a dangerous thing. By con
trast to-day 30,000,000 electors are considered
competent to take decisions on all questions how
ever technical.

In 1820 the nation was ready to listen to appeals
to its manhood, exhortations to sacrifice, demands
,for effort and endeavour. To-day the political
appeal is to a wholly different set of sentiments.
The best of the thought of1820 was concerned with
the future, a hundred years later we think only of
the comforts of the present. A very practical
difference is seen in the furniture and materials of
public opinion. Then, people relied upon the
views of their fathers and the discussion at the
village inn, helped by an occasional glimpse of a
sixpenny newspaper. In consequence, opinion
moved slowly whereas to-day it is switched on and
off with such ease, that millions of minds make
mental somersaults every few weeks.

It is therefore advisable, in discussing our sub
ject, in the hope that some impression may be
made upon public opinion, to take careful notice
of the quality and character of the twentieth
century mind and conscience.

At its inception a loan produces a feeling of
wealth and ease and comfort; that is common to
every loan transaction. The money is in hand, the



Debt and Optimism 25
pressure has relaxed, there is a temporary absence
of need to consider before "rriting a cheque. The
bank balance no longer presents a problem, and for
the moment the whole atmosphere has changed, it
seems, for the better. Botll lender and borrower
are in a cheerful frame of mind. All the estimates
and hopes on which the arguments for the loan
were based remain intact. The paper calculations
for repayment are still good, indeed it may be said
that the recipient of a loan is the natural optimist.
Later on more chastened views will prevail, but at
the start of its history a loan is a matter of gratifica
tion and cheer both to the borrower and to the
lender.

This very ordinary set of circumstances should
be held in mind when considering present-day
public opinion. A nation which has within the
trifling period of twenty years increased its borrow
ings by nearly thirty times nlust expect to be very
vulnerable to the weakness of optimism. In 1914
our public obligations, both national and local,
totalled almost exactly £18 per.head of the popula
tion. To-day, if accounts were properly kept, and
due notice taken of all the obligations piled up
since the War, we are responsible for something in
the neighbourhood of £5001 per head.of the popula
tion. We are, as a nation, fully occupied with the
enjoyment of thousands of millions of newly
borrowed money, so very ne,vly borrowed that the
other side of the transaction seems too remote to
trouble us.

Is it therefore any wonder that at the end of an
orgy of borrowing without any precedent in human

1 Account Rendered, Chapter V.

c



26 DeU
experience, public opinion in regard to debt should
be at its very lowest level?

Other influences have also been at work to bring
about an alteration in the quality and character of
the opinion which" governs our public affairs..
First, ofcouise, is the vast extension of the fran
chise and the sudden entry of some twenty million
women and young people who until a few years ago
had no formal part whatever in the making of our
public opinion.

Nobody will complain that such a great and
good experiment should cost us' something or
should lead to some little inconvenience in its early
stages. We are the happy possessors of long
experience in the working of the democratic
system and there is no reason why thirty million
electors of the same stock and quality should not,
in time, work that system with as much success as
was achieved by the ten million who until recently
monopolised the right to participate in public
affairs.

We should therefore expect to see some increase
in" debt and other difficulties as the inevitable
price of training this great army of new recruits up
to an adequate degree of skill in citizenship. In
so far as we are doing that, we can regard the debt
burden as a necessary part of the cost. It must
follow that, in widening the franchise as we have
done there should be a certain lowering of the
quality of public opinion at the start.

Latterly, however, a new difficulty has arisen.
It is a difficulty which is common to the debt
question and to the question of public opinion,' for
both money and opinion have suddenly come under
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the new phenomenon of management. Our pound,
which was a twenty-shilling pound, has "been
managed down to a twelve-and-sixpenny pound,
and at the same time the sound judgment of a free
democracy has tended to become a sheepish accept
ance of mass produced official dope. It will be
agreed that in these days public opinion in the mass
simply ignores the question of debt. ·Debt is not
discussed. Indeed it is doubtful if the man in the
street is conscious of its existence. Millions of
worthy people are deceiving themselves with the
comfortable thought that they own a few National
Savings Certificates, and are unaware that on the
other side of the page on vvhich they write that
wholly unsecured asset, the:v ought also to write
as a liability £500, being their individual share of
the total public obligations. In such a state of
affairs, then, what is the worth of public opinion?
An easy way to answer that question is to go back
through the files of a favourite newspaper for three,
five or ten years. Such an exercise will reveal in
startling fashion the extent to which public opinion,
just like money, has been subject to the novel
dangers of management and mass-production.

In a question like arms public opinion has com
pleted the circle in less than a dozen years. The
newspaper will show that a dozen years ago this
country displayed a remarkable unanimity on the
question of disarmament. It was commonly held
that arms were the cause of waf. It was thought
that the road to peace required the abolition of
arms, and yet the reversal of that opinion has been
so complete that even the Labour Party now thinks
it proper to proclaim its determination, in the
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cause of peace, to return to a policy of strength in
arms.

The subject is interesting in connection with the
study of public opinion amongst ourselves, but it
becomes more serious when a glance is taken
across our borders. A world which for a thousand
years has looked with envy upon this country as
the one place where stability was always to be
found, is amazed and confused to see that age-old
reputation weakened, if not destroyed, by irres
ponsible wobblings in opinion such as have never
before been associated with England. Foreign
belief in our stability is among our invisible exports
and plays a considerable part in our own .financial
well-being.

On arms it can at least be said that the complete
reversal-whether wise or not does not affect our
argument-.has been undertaken with a certain
amount of reluctance and with as much decency as
can be crowded into a decade. But when we come
to minor matters, such for instance as the embargo
on the export of arms, it is, to say the least,
disconcerting to notice the rapidity with which the
new electorate has been swung from one view to
another.

In connection with Abyssinia, Spain and China
there arose a fervent demand for the prohibition of
the export of any arms to anybody. We need not
here consider the outcomes of such a prohibition
upon international trade, or the way in which it
would promote the interests of competitors with
out affecting the purpose in view. We are only
concerned with the fact that, in each case, a few
weeks "vere sufficient to cause the very people who
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were loudly demanding em.bargoes to lead the
agitation for the supply of arms to the weaker
party in each of these contests. Public opinion on
this question has acquired so different a character
that we now find all the fervour recently applied to
the cause of disarmament switched over to
demands which taken together amount to a pro
posal that we should undertake war against Franco,
Hitler, Mussolini and the Mikado all at one and the
same time. Such instability of mind and opinion,
seen through financial glasses, does not make for
that character and quality ~rhich are summed up
in the word H credit," and yet it is on the faith in
the public credit that we have raised loans of
astronomical dimensions.

'It is understood that public opinion in the totali
tarian states is a thing of poor quality and value~

If the mind is allowed to receive only such informa
tion as seems desirable to a dictatorial power, that
mind may produce arguments but it cannot pro
duce considered opinion. 1'he raw materials of
opinion are denied to it. It vvould not therefore be
unreasonable to expect an obvious superiority in
quality between the public opinion of a people
living in freedom and that of a people living in the
slavery of dictatorship. But at this point in our
brief glance at the abstract question of public
opinion we come across a curious and novel
situation. Public opinion here seems to be almost
as easily swayed or controlled as it is in those
countries where the raw materials of opinion are
closely guarded by the official machine. The
explanation, into which we cannot enter here, is
probably to be foung in the rotary press, th'\t I1;eW
.~ .. ,; .',-, I
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marvel with its millions of circulation; and later
and more important in the mysterious science of
wireless. So long as a monopoly of the· hearing
power of ten million people is allowed to remain in
the hands of the controller of a single microphone,
public opinion must have a far lower value than
when it was the result of the clash of a thousand
different points of view.

The recent history of the Abyssinian question
provides a case in point. Without entering upon
the merits of one case or another we can agree as to
the existence of a new problem when forty million
people in one country accept those points which
favour one side of the argument, and an equal
number of decent people in another country accept
completely and with enthusiasm just those other
points which favour the opposite side of the same
argument. Here we believed or thought we be
lieved that Mussolini was the worst type of buc
caneer. He was widely held to be suffering from
various ·ailments, among them paranoia, and the
only really serious question was how soon some
benevolent assassin would rid his Italian victims
of the menace of his presence. Italy itself was
thought to be hopelessly bankrupt, it did not
occur to anyone that the new developments of
economic nationalism might bring temporary
advantages to Italy as well as to other countries.
The campaign in Abyssinia was held up as the
merciless slaughter of a worthy Christian people,
and we were only comforted by the certain know
ledge that the rains due a few weeks later would .
put an end to all this barbarism. There were very
few people to l!e to\l~q in tbj~ country in the tir§t



Debt and Optimism 31

few months of the Abyssinian campaign who did
not confidently know that the certain collapse of
Italy was imminent.

Side by side and at the same time a complete
nation in Italy itself was alrnost worshipping at the
Mussolini shrine. So far from being mad or ill he
was believed to be a saviour. The country itself
was, to allappearances, within its borders, busy and
prosperous. Employment was good and paper
money plentiful. Instead of thinking of merciless
slaughter these good people were led to believe in
the call of duty. The example of the great British
nation was held up before them and they were told
that it had remained for the valiant Italians to
clear up the one pestilential spot which had escaped
the similar attentions of the British. These people
were reminded that they 'were the allies of the
British in the Great War itself, and were amazed
and disappointed at the way in which Britain had
deserted them in a work as necessary to the pro
gress of civilisation as the work of that War. The
history of Abyssinia was sorted out, and while we
were treated to scraps of evidence of a curious type
of Christianity, .the Itali~ns were regaled with
lurid stories of barbarism, many of them taken
from a book written by the 'wife of a former British
Foreign Secretary.

We are not concerned here with the truth of
either story. We are considering the value of
public opinion because we are interested to see how
it can be influenced in connection with the most
vital of all the governmental problems that face
mankind, this question of the monumental growth
of post-war debt, It is for that reason l and that
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reason' alone" that we take a peep at the workings
of the forces which seem able in these latter days to
do exactly what they like with public opinion, not
only in a totalitarian state but even, and far worse,
in a free democracy. Illustrations of the difficulty
can be found all around-us. The skilful use of the
phraseology of contempt in reporting the doings of
Hitler; the way for instance in which the B.B.C.
told us about the Nazi celebrations in Nuremberg
was balanced and well balanced by theterms which
the German counterpart of this sinister force
applied to our own Coronation. Germany to this
day is under the impression that the Coronation
was a fiasco, and is full of tales of the work of the
police in keeping a discontented public in order
while the flummeries of official proceedings were
carried through.

Turn to Spain, and notice how the ability to
suppress can be even more powerful than the
facilities for the dissemination of news. Day by
day we were informed of the doings of the Italians
and Germans who were occupied in the Spanish
tragedy, but the Italians and the Germans, on the
other hand, got little news about Spain that was
not concerned with the side of the matter which did
not appear to interest us. Both those nations
accepted with enthusiasm the theory that they were
carrying on a great war to save Spain from con
quest by the Russians. Such distressing reflec
tions throw grave doubt on the value of public
opinion here or anywhere.

It was perhaps to be expected that the new
electorate, which is one of the natural causes of the
temporary deterioration of public opinion, should
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be tempted by the conception and arguments
associated with the League of Nations. Here
again we have a matter that has a direct bearing on
our subject. The most skilful use of the modern
arts of propaganda has led us to think of a world
yearning for a League of Nations, yet the facts.are
that except in this country there never has been
any popular acceptance of the feasibility of the
plan. While we have had an enthusiastic branch
of the League of Nations lJnion in almost every
village, it has been difficult, if not impossible, to
get a hundred citizens of any other nation to
attend a meeting to hear. about a proposal which
has always been regarded as the product of inex
perienced American idealisml. If president Wilson
had possessed sufficient political skill to represent
the League as. a scheme for undermining British
predominance in the worldJ, America might have
been the leading member of that body. It is only
now when the natural aggressors everywhere are
taking advantage of the impotence of collectivism
that British public opinion is beginning to under
stand the fundamental error of the Geneva plan.
Those countries which previously would not have
dared to flaunt officially expressed British opinion
now regard the British Empire as having retired
from its guardianship of goodandright, and therefore
think themselves free to indulge in their own devices.

But the League of Nations is not our subject.
We are concerned only with public opinion in the
abstract in order to discover what it can do about
Debt. The most loyal and unrepentant devotee of
the League will agree in this: for twenty years we
have been subjected to the eloquence of tbose who
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believe in the League and hardly a whisper has
been·heard on the other side. In connection with
the League of Nations we have forgotten our very
foundations. Any political qualities which we
possess can be traced to our fundamental belief in
the principle of hearing both sides. In Parliament
we have His Majesty's Government and cc His
Majesty's "Opposition. Under our system of law
we scout the notion of an examining magistrate and
however guilty a prisoner may appear to be, we
insist upon hearing every point and argument that
can be produced in his favour before. coming to
judgment about him. With these facts in mind
consider the case of the League of Nations. It
would require a laborious search to discover among
the millions of words that have passed out of the
B.B.C. on the subject of the League a few odd
syllables of doubt or criticism.. Our views are the
result of the constant repetition of one simple
thesis. An institution which is regarded by the
whole of Italian opinion as a modern Tower of
Babel is looked upon by us in a totally different
way. Italian opinion is admittedly the work of
the censor and is one-sided. Our opinion is
supposed to be free from the limitation of censor
ship and yet is almost as definitely a limited one
sided affair.

We thus begin to see the difficulties which con
front us in approaching a subject such as debt.
We should note, although we may perhaps leave it
aside as an unworthy consideration, that the sub
ject will never be a pleasant one and will for that
reason be the more difficult to popularise. We
hC\v~ to f:l,c~ the na.t.ufa.l difficulties arising from
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those feelings o~. comfort and optimism associated
with the early stages of a\l:Y debt and lastly, and
most difficult of all, these curious new pow~rs or
forces which.seem able in these modern times to do
almost anything they like with publi¢ opinion.

Behindthem allwe have the New Despotism, as
Lord Hewart has called it, the massive bureau
cratic machine which, witll the politicians as its
advertising department, and the wireless as its
medium, is able to exercise an influence on our
minds and our purses such as was unthinkable only
a quarter of a century ago. Here is a power which
when its character is properly understood will
arouse any remnants of the true spirit of democr,acy
that may then remain with us.

When we return to the safer habits of the past
and resume the practice of hearing aJI sides, the
quality of -the discussion in a thousand council
chambers will alter for the better. ( We shall want
to know who is going to pay the debt. We shall
debate not only the comfort of the present genera
tion but also the well-being of the next. The
demand will be for information as to the effects of
the proposed borrowing upon the economy of the
future. Closer inquiry will be made into the work
ings of sinking funds and especially into the
curious circumstance that, notwithstanding all the
sinking funds, it appears to be necessary to renew
old debts as they mature. It may even be
suggested that trustees might be useful as in the
case of private borrowings. There will in short be
a case for and against, which as a democracy we
shall desire to hear. Indeed, only so can we remain
a d~mocracy.



CHAPTER IV

THE GROWTH OF DEBT

FOR all practical purposes public borrowing may
be regarded as a war and post-war affair. The War
taught us how it might be done, and that lesson
being learnt, we have applied ourselves with vigour
and energy to, the new-found delights. Up to
1913 the citizen was considered asthe supporter of
the State; since 1918 the State has been regarded
as a milch cow from which the Socialists" and the
Planners could draw all the needs of the citizens.
Froth Social Service to Subsidy full provision is to
be made for poor and rich alike. The nineteenth
century witnesseq the growth and-p'erfection of the
modern ban.king system,_ and by the building up of
a network of gobd personal and trading debt made
possible a rapid expansion in trade, and a spectacu
lar rise in the general standard of living, not _only
for us but fora large part of the whole world. We
discovered in the course of the nineteenth century
how to bridge the gap between the first processes of
manufacture-and the last processes of consumption,
and in that way made it not only possible but easy
for all of us everywhere to exchange the products
of our labours.

It was not until 1914 that the politicians dis-.
covered the immense possibilities. of the debt
system. We have only to remind ourselves of the
common conversation of the autumn of 1914 to

~6
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make it quite clear that until the War governments
had no conception of the possibilities of political
finance. Newspaper leaders in September and
October 1914 eased our anxieties with the certainty
that, the money being exhausted, the War would be
over by Christmas. Lord Kitchener was con
sidered by many, at that time, to be talking
nonsense when he warned us to be .ready for a
three years' war.

In thinking of public debt, therefore, we have
two different and distinct periods to help us. A
century of economy during which the trifling debts
of the Napoleonic War 'N'ere actually reduced.
Notwithstanding the cost of the abolition of
slavery in 1835, the Irish famine in '47, the
Russian War in '55-56, and allthe expansion of the
nineteenth century in such little matters as the
purchase of the telegraphs or the building of town
halls, the public money obligations were steadily
liquidated. In the period from 1914 to 1938 we
have twenty-five years of unprecedented borrow
ing, a quarter of a centur~rin which public debts
have been multiplied, as some think by thirty
times, but if we confine our attention to the non
contentious table published on page 40 certainly by
ten times.

The problem would be difficult even if it were
merely a matter of the growth of debt. That
however is a very super:ficial view. This debt
raised on the public credit is of a character different
from that of the ordinary debt of trade and indus
try. It will probably be some years before the
essential difference in the two sorts of debt is
appreciated. No conception of education yet
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expounded includes a state of affairs in which
forty million people will be, all of them, experts in
the technicalities of the Discount Market, but to
make our study of the matter useful we must
pause for a moment to note the wide differences
between the two sorts of debt.

Before the War there was £649 millions of public
debt, and, nobody knows exactly, but at least ten
times as much private debt. Every penny of the
latter was concerned with some real transaction.
Every sovereign had behind it, either the personal
undertaking of some individual to pay, or the
actual goods or services in respect of which it was
in~urred. Private debt is a process of pledging
existing assets, and' undertaking to redeem the
pledge out of visible income. ,With such a mass of
good debt always in the market it was a matter of
little moment that the Government should put into
the mass 10 per cent. of public debt. Indeed
instead of looking upon the public debt, with its
absence of tangible backing, as something inferior
to' private debt, the habit grew of talking of
t( gilt-edged," and the 649 millions, depending on
nothing better than the good faith of future genera
tions, was universally considered to be a safer
investment than the day by day working debts,
each of which had behind it a personal guarantee
of payment within a matter of days or weeks or at
most months. This curious distinction between
well-secured debt and unsecured hope was at
least justified by the circumstance that the
citizens standip.g behind the State were in a posi
tion to pay the public debt. It amounted to no
more than £18 per head of the population. When
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we come to the last twenty-five years of lavish
borrowing a completely different situation appears,
for while we have increased the funded National
Debt to £166 for every mlan, woman and child
amongst us, we have also diminished the personal
ability of every man, woman and child to discharge
that obligation. While £18 was properly regarded
as a good loan to a citizen ,;vho recognized himself
as one of the supporters of the State, it is absurd to
speak in the same terms of £166 lent on the credit
of a citizen who looks upon the State as a source of
income to himself. £166 is the official figure, the
actual liability being something in the neighbour
hood of £500 per head.

In the following table ~lill be found the best
figures available, but they should not be presented
without a word of caution. They require to be
adjusted in several directions to accord with the
price-level, and the. altering values of the currency,
to mention only two of many complications, but if
they are studied without too meticulous regard to
such detail and examined only in order to discover
general tendenc;i~s they vvill convey a correct
impression. We start with the year 1891 for two
reasons. That year happens to be the last in
which the annual volume known as Fenn on the
Funds made its appearance. But it also happens
that taking 1913, the last pre-War year ,as our
basis, 189I and 1936 give us roughly equal periods
backwards· and forwards.

Fenn on the Funds was published for the edifica
tion of bankers and investors generally, and made
year by year an exhaustive examination into the
public debts of our own and every other country



POPULATION, GOVERNMENT FINANCE AND OVERSEAS TRADE OF THE UNITED KINGDOM

Year Population Revenue Expenditure Public Debtl Imports Exports Total
Thousands £ ooo's £ ooo's Actual Per Head £ millions £ millions Foreign Trade

(a) (b) (b) £ millions (c) (d) (e) Per Head
£ £ s, d, ~

1891 37,733 98,577 97,510 675'8 17'9 435'4 247'2 18 I ° 0
1901 41,459 152,712 205,236 745'0 18'0 522'0 280'0 19 4 °
1911 45,222 185,09° 178,545 668'3 14,8 680'2 454'1 25 I °
1913 45,648 198,243 197,493 649'8 14'2 768'7 525'3 28 7 °
1921 47,123 1,124,880 1,°79,187 7676'3 163 1085'5 7°3'4 38 ° °
1922 44,325 914,012 812,497 7742'2 175 10°3' I 719'5 36 7 8
1923 44,550 837, 169 788,840 7641'0 172 1096'2 767'3 41 2 8
1924 44,866 799,436 795,777 7597'8 169 1277'4 801'0 46 6 6
1925 45,01 4 812,062 826,100 7558'6 168 1320'7 773'4 46 10 5
1926 45,185 8°5,7°1 842,395 7554'6 167 1241'4 653'0 41 18 6
1927 45,394 842,824 838,585 7527'8 166 1218'3 7°9'1 42 9 2
1928 45,580 836,435 818,040 75°0'3 165 1195'6 723'6 42 2 I

1929 45,685 814,97° 829.493 7469'0 164 1220'8 729'3 42 13 9
1930 45,878 857,761 881,037 7413'3 162 1°44'0 570'8 35 3 I I ~
1931 46,082 851,482 851,118 7433'9 161 861'3 390'6 27 3 3 ~

1932 46,346 827,°31 859,310 7643'8 165 7°1 '7 365'° 23 ° 4 ~
1933 46,533 809,379 778,231 7822'3 168 675'0 367'9 22 8 3 ~
1934 46,680 8°4,629 797,067 780°'4 167 731'4 396'0 24 3 Q

1935 46,885 844,775 841,834 7795'9 166 756'0 425'8 25 4 2
1936 47,°98 896,596 902,193 7797'2 166 848'9 44°'7 27 7 5

1 The Public Debt for the years 1891 to 1921 includes remunerative debt, e,g. capital expenditure of
the Post Office, while figures for the other years do not include this.

This data has been obtained from the Statistical Abstract for 1937 with the following exceptions :~
I) The figures for 1936, with the exception of the estimated population, have been obtained from other

sources, (2) The debt per head has been obtained by dividing the total debt by the estimated popu
lation, and (3) The trade. per head has been obtained by dividing the total trade by the estimated
population except for the years 1913 and 1922-35 inclusive which appear in the Statistical Abstract
for 1937,

(a) Estimated population at middle of the year, the figure for 1936 is provisional.
(b) Revenue and Expenditure are for the year ending March 31st ef the following year,
(c) As at March 31st of following year,
(d) Total Imports,
(e) Exports of U,K. produce only,
Figures for 1922 and after exclude the Irish Free State except the figures for foreign trade which

include the Irish Free State up to April 1st, 1923,
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where figures were available. The following
table, taken from Fenn, shows the progress of the
National Debt of Great Britain, funded and un
funded, from its commencement in r688 to the
close of the war in 1815, and its decrease down to
1873. We reproduce the table for the interest
contained in the periods which Fenn selected, and
for the way he noted the causes as he sa.w them, of
the increase or decrease of the Debt.

THE NATIONAL DEBT OF GREAT BRITAIN FROM
ITS COMMENCEMENT IN 1688 TO 1873

National Debt at the Revolution in 1688
Increase during William Ill's reign

Debt at the Accession of Queen Anne, 1702 .
Increase during her reign .

At the Accession of George I, 1714
Increase during his reign

At the Accession of George II, 1727. .
Decrease during 12 years' Peace, ending 1739

At the commencement of the Spanish ~lar, 1739
Increase during the War

At the end of the Spanish War, 1748 .
Decrease during 8 years' Peace .

At the commencement of the Seven Years' War, 1756 .
Increase during the War

At the Peace of 1763 .
Increase during 12 years' Peace

At the commencement of the American War, 1775
Increase during the War

£
664,263

12,102,962

12,767,225
23,4°8,235

36,175,460
16,675,337

52,850,797
6,236,914

46,61 3,883
29,198,249

75,812,132
1,237,1°7

74,575,025
52,219,912

126,794,937
367,476

127,162,413
104,681,218

At the end of the American War, 1783
Increase during 10 years' Peace

At the commencement of the French War, 1793
Increase during 9 years' War

At the Peace of Amiens, 1802
Increase during 13 years' War

D

· 23 1,843,63 1
16,031,203

· 247,874.434
· 289,778,574

· 537,653,008
· 323,386,°41



Debt at the Peace of Paris, in September, 1815
Decrease to March 31st, 1855
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£

· 861,°39,°49
55, 627,359

Debt in March, 1855. . . .
Increase during 2 years of the Russian War

Debt in March, 1857. . .
Decrease during the past 16 years

· 805,411,690
3°,264,564

· 835,676,254
50,704,151

Debt in March, 1873 . . 784,972,1°3

.. The figures of the foregoing Table are taken from a return furnished
by the House of Commons, and from the Statistical Abstract issued by
the Board of Trade.

II Since the conclusion of the long war in 1815, the National Debt of
the Empire has thus declined from £861,039,049 to £784,972,103, or
nearly 9 per cent. in something over half a century, notwithstanding the
additions in 1835, when slavery was abolished in the Colonies; in 1847,
to supply food to Ireland; in 1855-56, on account of the Russian War;
and in 1870, for the purchase of the telegraphs. The annual interest on
the debt has fallen from £32,645,618 to £26,804,853 in the same period,
or about 18 per cent.; but it must be borne in mind that this reduction
would have been still more considerable had not the present charge
included some £3,000,000 yearly towards the payment of the principal
of the Terminable Annuities."

Between 1873 and 1913 the debt was further
reduced from 785 to 649 millions. The nineteenth
century record is one of steady reduction in debt
and rapid expansion in trade. Between 1815 and
1873 debt was decreased by 9 per cent. and imports
and exports increased by 700 per cent. The
comparison is more accurate if we relate it to the
growth of population, for while the average debt
per head in 1815 was £43 it had been reduced by
1873 to £24. On the other side of the account the
average foreign trade per head increased from
£3 ISS. ad. to £21. It is obvious that the ability to
bear a weight of debt is closely related to the
amount of trade, thus we arrive at the striking fact
that the nineteenth century saw our import and
export trade develop by nearly seven times per
head, and our ability to stand a debt therefore
increased, and yet such was the public opinion of
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the time in relation to debt that we nearly halved
the individual liability. By' comparison, and it is
indeed a very vivid comparison, between 1913 and
1936 we have multiplied our debt per head by ten
times, and reduced our overseas trade per head
from £28 to £27.

Debt

£
24
18

166

£
21
28
27

Foreign Trade and National Debt (funded only)
per head of pOjpulation.

Trade

On a wider view it will be noticed how politics
react on trade. From 1815 to 1873 political
interest in trading matters may be described as
negative; the political effort of the time was
directed to the freeing of trade from restraint and
interference. In the result our import and export
business grew from £3 ISS. ode to £21 and our
domestic trade, of which there are no figures, made
corresponding strides. It ~Tas in the last quarter
of the nineteenth century that Parliament began to
take a positive interest in the improvement of our
trade, and after sixty-five ~years of endeavours in
that direction, our trade has increased from £21 to
£27. The jump from £3 15s. ode to £21 was made
without political assistance and also without most
of modem science. The commercialisation of
electricity might have doubled the figure again, but
politics having intervened, electricity has brought
us no benefit, at least in trade figures.
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While we have abandoned every rule which
guided us in the past, we have never ceased to pay
lip-service to· the principles of which our Victorian
forebears were so properly proud. Every Chan
cellor of the Exchequer in making his Budget
Statement always says something about our Pre
War principles, and a shallow-thinking public
accepts this annual dose of rhetoric as if it really
means what it says. Mr. Churchill would hardly
be selected as the most orthodox or rigid of our
Chancellors, .and so we select from his Budget
Statement of 1927 the following short quotation :-

" There are two ways in which a gigantic debt may be
spread over new decades and future generations. There
is the right and healthy way; and there is the wrong and
morbid way.. The wrong way is to fail to make the
utmost provision for amortisation, which prudence allows,
to aggravate the burden of the debts by fresh borrowings,
to live from hand to mouth and from year to year,. and to
exclaim with Louis XV, ' After me, the deluge.' In that
way posterity receives an ever-increasing load, and is
year by year confronted with a more desperate choice
between exhaustion and repudiation. Not only doesthe
load increase but the power of bearing the load diminishes
as national credit deteriorates, and at every stage those
who follow are confronted with a more grievous choice
between intolerable sacrifices or failure to meet the
obligations of the State."

It is, of course, a misconception to regard the
figures of the Fup.ded Debt as an adequate repre
sentation of our liabilities. These figures are the
totals of the various State Funds dealt in on the
Stock Exchange, and do not include the figures of
the local authorities now amounting to more· than
twice the total of the pre-war State Debt. We
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must also add numerous and varied liabilities not
so easily reduced to exact figures.

There is, for instance, a long catalogue of Govern
ment guarantees, some of them firm, others
nebulous, but all of them adding to the weight of
our responsibilities. This catalogue is of consider
able historic interest, for it ranges all the way from
£1,331,000 for which we are still liable in respect of
the expenses of Turkey during the Crimean War,
down to £r,68r,000 put upon us for the purposes of
carrying out the provisions of the Welsh Church Act.

We have to face the considerable demands that
will come in respect of our .backing of various
League of Nations' loans. It is the British Ex
chequer which will some day foot its full share of
the bill for the money spent upon the fruitless
restoration of Austria. A benevolent government
has handed out in all directions guarantees for
loans classified as It trade facilities." There is the
cost of the London Passenger Transport Board with
the tax-payers' credit behind it to the extent of
£32 ,000,000. .

Before we could state the total of the National
Debt we should have to indulge in elaborate
actuarial calculations to arrive at the value of
hundreds of thousands of pensions so glibly added
to our obligations in recent years. Note must also
be made of the vast local undertakings \vhich
depend upon promises of Government support by
way of block grants, pro rata grants, per capita
grants and other curious forIns of subsidy, many of
them being almost perpetual charges.

There is always the difficulty with a national
debt that its figures are beyond the reasoning
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powers of the average individual. A million
means nothing at all to most of us. Unlike good
commercial or personal obligations, the public debt
is owed by nobody in particular, is beyond the
calculating powers of most people and is thus so
completely impersonal in its nature as to be dan
gerously uninteresting to the average man. He
is incapable of getting astronomical figures into his
calculations· unless he divides them up and relates
them to the price of butter or the cost of. a motor
car, or something in his own personal experience.
But we can get a little nearer to the substance of
the matter by turning from the national to the
local accounts.

Fenn estimated that·in 1871 the loans outstand
ing in respect of local government amounted to
£63,457,891. The following table shows the
growth of this class of debt since that date :-

LOCAL AUTHORITIES LOAN DEBT

1870-71 1913-4 1933-4

England
and £63,457,791 £562,630,000 £1,4°4,362,000

Wales

Scotland 66,896,444 160,984,784

Northern
10,173,731 20,137,593Ireland

Total £639,7°0,175 £1,585,484,377

The figures, as with our previous table, are given for the purpose of
gaining a general impression, and do not pretend to be meticulously
accurate or absolutely comparable. For instance, the Scottish debt in
the last column is for the ye~r '32-33, the last figure available at the
time of writing. The Irish figure in the 1913-14 column is for the year
1921, the first figure available for Northern Ireland.



The Growth ~{ Debt 47

Local debt, like National ])ebt, is different in its
character from personal, trade, or commercial
debt, and the point which we endeavoured to make
in considering the National ])ebt comes out rather
more clearly when we think of the debt of local
authorities. The debt or capital of a motor-bus
company dwindles, depreciates and disappears as
the life of the motor-bus comes to its end. The
debt and the bus are linked together. If, however,
the bus is owned by a public authority the capital
is attached, not to the bus, but to the credit of the
ratepayers. As the ratepayers cannot dwindle,
depreciate or disappear, the liability remains
whether there is a bus or not. Take as an example
the case of a gas or electricity works. Under a
system of private enterprise money would be
raised from shareholders on the security of the
works, dividends would be paid representing
interest on capital and return of capital. As the
works depreciated in value the capital would also
depreciate, and the two things would, side by side,
in course of time, disappear and give place to some
later and better pattern or rnethod, the works and
the debt being all the time inseparable one from the
other, and every pound of the debt having some
little piece of the works actually attached to it.
A very different conception has been applied to the
municipal gas or electricity ·works. The money is
raised, not on the security of the plant and mach
inery, but on the security of the rates. The debt
remains while the works become senile and decay,
and future generations of ratepayers will, in this
way, be loaded with debt in respect not only of gas
and electricity works, but of all sorts of experi-
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mental and passing notions that happen to find
favour with a spend-thrift public ina quarter of a
century of debt-raising orgy.

Itis in the study of local debt that we see most
clearly the revolutionary change in both opinion
and method, which has taken place since the politi
cians discovered the easy possibilities of borrowing.
The Statute Book, prior to the arrival of the first
Socialist Government in 1924, is full of limitations
and safeguards on local authority borrowing. The
Local Government Act of 1888 provided that :-

"Where the total debt of the County Council,
after deducting the amount .of any sinking fund,
exceeds, or if. the proposed loan is borrowed, will'
exceed, the amount of one-tenth of the annual rate
able value of the rateable property in the County,
ascertained according· to the standard or basis for
the county rate, the amount shall not be borrowed
except in pursuance of a provisional order made by
the Local Government Board and confirmed by
Parliament. "

.That healthy provision is worth noting in days
when I many of our local authorities have debts
totalling not one-tenth of, but six or seven times
the total of their rateable value.

The Public Health Act of 1875 laid it down that
the sum borrowed

" shall not at any time exceed, with the balances of
all the outstanding loans ... the assessable value for
two years of the premises assessable within the
district in respect of which such money may be
borrowed. "

Many such provisions are to be found in Local
Government Acts prior to the last few years. It
was the Socialist Government of 1929 that made an
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end of all this Victorian caution. They did the
thing not by halves but thoroughly. In section 74
of the Local Government Act of 1929 there is the
omnibus clause which sweeps allthis anti-Socialistic
nonsense away. It reads :--

" So much of any enactmLent as imposes any limit
on the borrowing powers of any local authority by
reference to the value for rating purposes of heredita
ments within their area, shall cease to have effect. ' ,

That clause has been a godsend to many a spend
thrift council since 1929. 'We· find, for instance,
loans for eighty years for the purposes of allot
ments, and for the same period for small-holdings.
It may be argued that a loan to buy land may
properly be made a long-dated affair, but a curious
situation will arise when these same Socialists
proceed to the ·nationalisation of the land and find
that they are by the logic of their own proposals
forced to confiscate their own land, on which they
have contracted eighty years of debt. The House
ing Acts of 1930 and '31 peruaitted local authorities
to borrow for eighty years to·build houses, a more
doubtful·proceeding since few would be found to
imagine that the houses will be acceptable to any
body in eighty years' time.

The Road Traffic Act of 1930, for which the most
expensive of our public characters, Mr. Herbert
Morrison, was responsible, dispenses with a time
limit altogether, and takes permission to borrow for
any period which the Minister may prescribe.

It is no part of our intention to lead the reader
into the sophisticated realms of the higher mathe
matics, to enter into the discussion now proceeding
in the inner circles of the bureaucracy and the
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intelligentsia, and endeavour to forecast the future
of the public debt. There are those who deliber
ately plan to pile a debt so high that its weight will
crush and destroy the present money system.
There are those with less sinister intentions who
believe that the only way to relieve the burden of
debt is to increase the quantity of money, that is to
say, depreciate the currency, raise the price level,
and in fact cheat all the lenders of this mass of
debt. We may indulge with better purpose in one
or two observations of a simpler character.

Our figures bring out very clearly the differences
between the century or more before 1913 and the
few years since. When as was the case in Victoria's
time, the debt had to be borrowed from the monied
classes, great caution was exercised, not altogether
the caution ,of the monied classes themselves, but
caution on the part of the authorities and the
politicians who were interested to raise the debt.
Electors and the monied classes were, in those days
of a limited franchise, more closely allied than they
are to-day but itis nevertheless true that when this
money was considered to be the money of the
capitalists, part of the personal possessions of the
rich, great caution and· care were the .key-note of
public finance. By. contrast to-day when the
monied classes, as we shall see, and as the term was
understood, have in fact almost ceased to exist,
when the money is raised from the· people them
selves, caution is thrown away and the wildest
extravagance appears on every hand.

In the working of public affairs it is common
form to lock the stable door after the horse has
gone. Parliament is continuously at work re-
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dressing grievances that have already redressed
themselves. No wonder therefore need be felt at
the fact that a century of confidence in the Funds
has spread over into the post-War period, and is
still the greatest asset of both national and local
government. That confidence rested on the satis
factory nature of the pre-\¥ar figures, when the
Funds valued the average citizen at £18. The
public credit was a good credit because it was so
little used. It was also good because it was so
little discussed. There was no need to debate or
argue about anything so solid. But absence of
discussion and debate led naturally to general
ignorance as to the character of the Funds and of
the public credit, and the notion remained and has
prevailed that the public credit is good.

Exactly like the ostrich with its head in the sand
we remain under the illusion that the public credit
is good, in days when, by any system of reason or
argument, that credit has completely altered both
in character and quality. It is interesting to
notice, if we try to bring the argument from the
general to some little particular, the case of a
Trade Union investing its funds in the securities of
a local authority which is incapable of paying IS.

in the pound should it be called upon to honour its
debts. We have therefore to recognise that we
have multiplied the debt by ten times or by
thirty times-the multiplication factor is imma
terial-but we have in addition to recognise, and this
is very much more serious, that in doing so we have
undermined the whole debt structure, public and
private, and weakened the most essential of the
facilities which enable us to live as civilised beings.



CHAPTER V

" SOAKING THE RICH"

WHEN the factory worker enters the stately new
cinema palace, his thoughts turn to the newspaper
descriptions of these decorative enterprises. He
thinks of stars, with princely salaries, and of great
names reputed by the newspapers to be associated
with all the impressive finance of the film business.
He enjoys his gd. look at a picture, but very seldom
thinks of himself as interested in the enterprise in
any other way. He vaguely imagines that the
rich are making money, he is not quite sure how,
but in any case that side of the matter is, he thinks,
beyond his personal reach, and does not give him
cause for worry. Such thoughts would have been
appropriate and correct thirty or forty years ago ;
to-day they are foolishly careless and very wide of
the mark.

Examination of the accounts of the cinema
palace would show that its total cost was £ISO,OOO.

The first £so,ooo had been provided by the creation
of a ground rent, sold to, perhaps, an insurance
company, and· on turning to· the figures of that
company the simple fact would· emerge that two
hundred thousand policy holders, of whom our
factory worker might well be one, had put up
5s. 3!d. apiece to provide that part of the money.
There would then be a mortgage on the building
and the leasehold interest, provided perhaps by a

52
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trade union or a building society, for £75,000, and
this sum, when analysed back to its real owners,
would turn out to consist of a few shillings apiece
from some thousands of melnhers and depositors.
The final £25,000 to make up the total capital of
the enterprise would probably take the form of
ordinary shares, favourite speculative counters on
the Stock Exchange, bought and sold freely by
clerks and managers and other people, who like to
have their little flutter, but it would be the excep
tion to find any really rich shareholder in such an
enterprise. These ordinary shares might, for a
time, produce handsome profits but are certain in
due course to depreciate and eventually to dis
appear. The cinema is typical of business enter
prises to-day. Thirty years ago it would have
been necessary to find some very wealthy backer to
provide the bulk of the money, now nothing of the
kind is needed.

Public affairs run naturally to large figures, and
if the factory worker finds it difficult to appreciate
his personal interest in a £150,000 cinema, it is even
more difficult for him to work up personal anxiety
about the totals of a housing schemeby the borough
council involving half a million of money.

The Socialist conception of a limited capitalist
class, true enough in its way fifty years ago, re
mains as the predominant thought in the minds of
a very considerable proportion of us long after it
has ceased to be true. There was a time when an
outcry about rates and taxes was the expression of
a genuine grievance by the few who had to pay
these impositions. We stiUl get such an outcry
from the small minority who are really conscious
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of the weight of the demands put upon them, but
the majority, consisting of all the weekly tenants
who pay inclusive rents, and all the members of all
the many forms of co-operative institution which
provide the great bulk of the rates and taxes,
remain in ostrich fashion quite ignorant of the
seriousness of the inroads made upon their own
personal estates.

The capitalist class, in the Socialist sense, is
rapidly dwindling. As a proportion of society it is
the mere shadow of its former self. It has been
reduced to comparative insignificance, not only by
Socialism, but chiefly by all the many forms of
collective and co-operative enterprise which have
developed with such amazing rapidity since the
twentieth century opened. Joint stock banks,
limited liability companies, savings banks of
various kinds, insurance companies, provident
societies, building societies, and the rest have
assumed the command of· the Money Market and
the private capitalist, however wealthy he may be,
is reduced to a position of relative inferiority.
Whereas in the nineteenth century~ when Karl
Marx and Sidney Webb were producing the argu
ments for Socialism, it was true that industrial
development depended upon the support of a
small class of wealthy individuals, now in the
twentieth century, when the Marx and Webb.argu
ments are beginning to beaccepted by the populace,
the conditions on which they were founded have
completely altered. It is· not uncommon in the
political field for action to be taken long after the
circumstances on which that action was recom
mended have disappeared.
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It is not part of our purpose in this connection
to discuss the merits or dellnerits of the Socialist
theory, or the wisdom or unwisdom of what has
happened. We are merely concerned with the
simpler task of explaining the facts; the tremen
dous growth of general wealth, and the rapid rise in
the standard of living at the lower end of the social
scale, are of course matters of delight and satisfac
tion to all right-minded people. It does not
follow that because these improvements have been
accompanied by an apparent deterioration in the
position at the upper end of the social scale the
alterations are necessarily connected one with the
other. We must not be taken to approve of the
Ruskin theory that the poor could only be made
rich by taking from the well-to-do. The impres
sive facts which are set dO'iVn below will suggest
quite different considerations to those who decline
to follow Ruskin. In The Confessions ofa Capitalist
some pains were taken to examine the Pareto
theory, and if the conclusions drawn are still good,
then a new conception opens up before us.

Science, mass production, business organisation,
the wonderful growth of the science of lending and
borrowing, education and the rest have enabled us,
in three or four decades, to raise the standard of
living beyond all previous recognition, notwith
standing that at the same time, in response to
ignorant political pressure, 'Ne have almost wiped
out the capitalist class. F[ad we possessed the
wisdom to allow the capitalist class to function
freely with all the scientific advantages of the twen
tieth century, as they did in the nineteenth century
without such advantages, the general standard
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might have been immeasurably higher still.

President Roosevelt, who is at present engaged
in forcing down the throats of the unfortunate
Americans the whole Socialist pharmacopoeia in as
many weeks as it has taken us years to swallow, has
built up a great deal of his popularity on the vulgar
slogan, II Soaking the Rich." It must be confessed
that in a young country like America, with little
more than a century of wealth .production behind
it, there is a better superficial case, because of the
existence of ·large numbers of spectacular and
speculative fortunes. It Soaking the Rich" is a
good political cry, not only in America at the pre
sent time, but everywhere at all times. Very few
of us are proof against the feeling that .the man
with a little more than ourselves is better able to
pay. Although most of us hope, in time, to
improve our own position, we are not unwilling to
destroy the work of those who have prepared the
way for us. Some day the Science of Political
Economy may return to favour and with it the
obvious truth that there must be leaders in any
advance. .For the present we are absorbed in the
study of a curious mixture of vote catching and
extravagance called Economics and so we must
still expect the politician to get what he can from
the ignorant use of the II Soaking the Rich " idea.

In the United ·Kingdom the personal fortune in
the top class has been steadily shrinking for years.
In 1921-22 there were 10,720 surtax payers, with
incomes of £10,000 a year and over. By 1934-35,
merely thirteen years later, nine of them having
been spent under Conservative rule, the number of
surtax payers with incomes of £10,000 had
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dwindled to 6,512. It is, at the same time, a
tribute to the growth of joint stock enterprise and
a tragedy in regard to our stability that this great
country has not more than six thousand persons
who, on their own account, relying on their own
judgment., are in a position to give substantial
backing to new and untried enterprises.

We should widen our discussion unduly if we
attempted to enter into this aspect of the matter,
but it does mean that whereas in Victorian times
the man with ideas, the inventor, the pioneer,
the originator of all progress, was able to find some
individual to back him, that same man is now faced
with all the paraphernalia of collectivism, com
mittees, authorities, boards of directors and the
rest, and no one will ever know how much progress
has been stillborn in consequence.

The total of incomes liable to surtax has dimin
ished from 1921 to 1935 in proportion to the num
ber of surtax payers. £57°,384,000 has dwindled
to £424,339,000. There are, therefore, only 6,512
people amongst the 43,000,000 of us in enjoyment,
as the phrase goes, of £10,000 a year or more.
They are, many of them, to be found riding in
tram-cars and omnibuses, for those who have never
had the responsibility of adnlinistering an income
of £10,000 a year, retain, not unnaturally, the
most curious notions as to w'hat is, and what can
be, done with such a sum.

If from incomes we turn to estates the same
tendencies are noticeable, but we get a better
picture of the grad1;lal nature of the process.
Estates of over a million d~rindled from 1922 to
1935 by 14 per cent., while estates of under £5,000

E
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increased by 36 per cent. The total of all the
estates· on which duty was paid rose by nearly
50 per cent. in number and 25 per cent. in value, so
that there has been a definite increase in the
numbers of what is known as the (( middle-class."
But that alteration, satisfactory as it maybe,
cannot be compared with the changes over the
whole. By 1934-5 we had reached the position
where the life savings of the rich, that is all the
people who left anything behind them on which
Estate Duty could be claimed, did not in total
amount to one-quarter of the annual wages of the
insured workers. For Probate purposes all the
capitalists put together, having spent their lives in
the process of amassing wealth, for that is the
impression given by Sidney Webb, only succeeded
in presenting accounts to Somerset House for the
year 1934-5, which in total would have paid the
wages of the insured workers for a mere matter of
thirteen weeks.'

We must therefore look elsewhere to discover the
whereabouts of the real wealth of the country.
The following little list taken from the Statistical
Abstract is by no means exhaustive, but it provides
as many ·figures as the .reader will require :-

PEOPLE'S SAVINGS

1935
£

14,166,428
. 133,4°6,000

24,241,000
390,331,000

Registered Trade Unions (funds) .
National. Health Insurance Fund.
Unemployment Fund .
Post Office Savings Bank. . . . . .
Post Office Savings Bank Government Securities standing

to credit of holders . 169,658,000
Trustee Savings Banks . . 100,049,000
National Savings Certificates . . 393,036,215
Building Society Shares and Deposits • . 561,417,°72
Industrial and Provident Societies . 302,974,133
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Co-operative Trading Societies:

Retail Societies
Wholesale Societies

Friendly Societies. .
Joint Stock Company Capital

Life Assurance Funds:
Ordinary
Industrial

59
£

· 175,696,21 4
93,920,728

· 76,948,939
· 5,692 ,800,000

· 90 3,000,000

• 366,000,000

Apart from these big funds, most of them avail
able for investment purposes, there are many other
accumulations. An interesting little fact emerged
just before Christmas, 1936, when the Lord Mayor
of London made an appeal for the odd shillings
and pence for the King George Memorial Fund. It
then transpired for the first time that we have
14,000,000 bank accounts between us in the Joint
Stock Banks, and that the odd shillings and pence
in these accounts, at any given moment, total
£7,000,000, ·less seven million halfpennies.

The members of the above funds and the owners
of the bank accounts are all folk who recognise, in
their day by day financial problems, the wisdom of
consuming rather less than they produce. The
above figures are eloquent testimony to the wide
spread acceptance of that idea in so far as we as
private individuals have control over our own
actions. When, however, v{e come to act in our
capacity as citizens, when ,ve ignorantly rid our
selves of the anxiety of personal ownership, we
proceed to borrow large portions of the money that
we have saved on the one theory, in order to
satisfy the demands of those who adopt the oppos
ing theory and want to consume more than they
produce.

The old capitalist, the person with whom Marx
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and Webb were concerned, put, as we have already
seen, 700 millions of his money into the public
funds and all the rest into real values. It was he
who built up our impressive investments abroad
and who provide.d the money for all the advances
and improvements at home. Apart from 700

millions all his money was backed by gold or goods.
The new capitalists, the owners of all such funds
as are mentioned above, are in a very different
position. 7,000 millions of their money is in the
public funds, in some cases half, in some cases the
whole of these accumulations being represented by
Gilt-edged Securities. In the ultimate analysis
their supposed wealth is found to consist of the
debts of their grandchildren.

To complete the story of the increase in wealth,
or what is recognised as wealth, at the bottom of
the scale, we must glance from capital accumula
tion to incomes, and the figures in the "Statistical
Abstract" are even more enlightening when we
come to wages. The following examples are
typical :-

WEEKLY WAGESl

Bakers .
French Polishers .
Compositors .
Plasterers (per hour)
Tram Drivers .
Engineers' fitters .
Boot and Shoe

1914
s. d.

· 30 I
· 37 5
· 35 8

9·7
· 31 I
· 38 II

· 27 0

1935
s. d.

62 0

69 3
73 10

18.2
61 1
60 9
54 0

There will be common ground for Socialists and
anti-Socialists, and all the many variations of those
two views, in one conclusion at least to be drawn

1 These figures, as with all the others, take no account whatever of
alterations in price levels or the relative value of currency.
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from the figures given above. The basis of the
arguments of fifty years ago has gone. A National
Debt of £700,000,000 backed by the untold wealth
of a capitalist class which, vvhatever the figure may
have been, was well able to pay that Debt if called
upon to do so, was appropriately described as
Gilt-edged. To-day that capitalist class, while the
remnants of it still exist, h.olds only a fraction of
the capital of the country, receives an ever
diminishing fraction of the National Income, and
can no longer be regarded as security for the public
debt. In the meantime the public debt has been
multiplied to unprecedented figures, and the
security for it is only to be found in the unpre
cedented figures of the wealth and income of all the
little people represented by the societies and funds
set out above.

It follows that anxiety over debt and expendi
ture ought to have shifted from the so-called
capitalists to the so-called w'orkers. They have an
interest ten times greater than the class which in
popular thought is still imagined to be responsible.
There are in fact no longer any rich to soak. That
interesting game can still be played in a small way,
but the prizes to be gained from it are negligible.
The people to be soaked are the people as a whole,
and the problem is whether there can be developed
in the public conscience as a whole the necessary
sense of the dangers that confront us. There was,
no doubt, some measure of truth in the older
argument that the people vvere at the mercy of a
small class of owners of capital, but things have
altered and to-day these people, with much more
to lose1 are apsolutely at the mercy of a $maller
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class of bureaucratic managers. Under the old
arrangement the private profiteering managers had
at .least to stake their own fortunes on their own
opinions, and did in fact produce the wonderful
advances of the nineteenth century. Under the
new arrangement the bureaucratic managers
stake nothing in a personal way, and are able to
experience all the joys of experiment without the
anxieties of responsibility.

The new position has a new and bigger danger in
its nature. We l1ave seen in other countries how
the population have from time to time lost confi
dence in the management of their affairs and·the
quality of their currency. Our present discussion
on debt has an element of danger in it, for if ·the
people did develop an undue degree of anxiety
about their liabilities, their confidence would
wane, there might be a run on the banks and the
other co-operative bodies, a flight from the
currency, and the risk of a crash. Such· a crash,
which in former days would have involved a limited
capitalist class in distress,. would now involve the
whole population, and the vast accumulations of
wealth, which appear to· belong ·to nobody in
particular but in real fact constitute the security
of innumerable little worker-capitalists.

But foreign experience is not a reliable guide to
the probable actions of the more phlegmatic
British, and a national awakening to the dangers of
bureaucratic management, as to any other dangers,
is likely to lead us, as always, into calmer, steadier,
safer ways. A national determination to stop the
folly of borrowing, to respect the sanctity of sinking
funds, and to reS\lm~ the courage to. pay our own
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way, would give us the exact reverse of a crash.
The funds would rise, confidence would grow, credit
would begin to be its old true self and the savings of
all would cease to be in jeopardy.

President Roosevelt may be able, in the less
mature world of America, to gain votes on a
promise to soak the rich, we in this country have
surely advanced beyond that stage. It is still
possible to soak the Savings Banks, soak the Pro
vident Societies, soak the Insurance Corporations,
soak the bank depositors, but the rich, in the sense
still good in political jargon, are no longer here in
sufficient quantities to make the soaking worth
while.

The task before those who are concerned with
the comfort and well-being of our people is of a
more serious kind. It is sirnply to revive in their
minds a right conception of the nature and
responsibilities of debt.

Philosophers will be interested to reflect that
when the common people had little or no interest in
the matter, they were in fact imbued with a sense
of right and wrong in borrowing and lending.
Now, when the public debt is raised not only in
their name, but upon their own personal property
and possessions, they appear to know nothing
whatever about it, indulge freely in all the delights
of further borrowing, and never, if public discus
sion is any guide at all, bother with the thought
that a debt has to be paid.

Having improved out of recognition the personal
position of the ordinary private individual, we
have yet to advance to the stage when that
same individual will refrain from destroying, in his
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capacity as a citizen, the good work done. He
must be taught to restrain his civic extravagance
in order to safeguard his personal thrift. It is no
longer a case of " Soaking the Rich" but rather of
II Saving the People."
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THE PEOPLE WH:O BORROW

GOOD debt is, as we have seen, an essential part of
our financial foundations, "rithout it the purposes
of commerce could not be accomplished. The
business of supplying us all with our daily needs
necessitates some means of exchanging a present
sacrifice for a future benefit, a process or transac
tion which is essentially individualistic in its
nature. Broadly speaking no other sort of debt
existed before 1914. The figures, even then i:rn
pressive enough, of governrnent debts represented
a mere fraction of the mass of personal debt which
made the trade and intercourse of the world pos
sible and easy. Where before 1914 a government
would owe a hundred millions, there would be some
thousands of millions owing by the private indivi
duals living under that government. Of all these
millions every sixpence depended absolutely upon
a personal signature, all of them were backed by
goods or services, personal belongings, or· personal
earning power, and all of them therefore possessed
such qualities and such defects, as we shall see, are
wholly absent from the new sort of debt, public
debt, about which we are here concerned.

Rather an impressive picture comes up to the
mind when looking at the money markets of the
world in 1914 and noticing the astronomical figures
of the dealings in London, Paris, New York,, ,

6~
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Berlin and elsewhere, if it is remembered that
behind every fraction in these figures was some
very personal little problem. The security and
smooth working of the whole were due to the fact
that there were reputation to be lost, bankruptcy to
be faced, personal degradation or personal success
hanging on every transaction however large or
however small. The man with little credit and the
firm or institution with cast-iron credit were each
accommodated on appropriate terms without
difficulty, and the varied interests of each were
properly cared for. There was no shadow of
trouble in carrying on the work of the world in so
far as that work involved the transfer or move
ment of money from one individual to another on
any part of the earth's surface.

The picture is worth reconstructing in these days
when we have entered a new world, and the old
has almost disappeared. There is a good deal of
talk about revolutions. In our capacity as. politi
cians weare proud or worried about the way in
which we have improved or altered all sorts of
things-the widening of the franchise,· the status
of woman, or whatever it may be. We think. of
Russia when we talk of revolutions and are inclined
to attach an importance to the substitution of one
tyranny for another, which is of very minor
consequence compared with the substitution of one
financial system for another by the new habit of
piling up public debt. The greatest of all the
revolutions has proceeded almost silently in .our
very midst, and the great majority of those who
are quite prepared to talk glibly about world affairs
are simply and wholly ignorant of much more



The People who Borrow 67

important things going on day by day under their
very noses.

It is usual to talk of public debt in connection
with the War, because it was the War that started
this great revolution. In the autumn of 1914
there were politicians, economists and financiers
who comforted us with the assurance that the War
would be over by Christmas, for the simple reason
that our money would be exhausted by then.
Those people knew nothing of the possibilities of
public debt, which, invented out of the necessities
of the War, have continued. to be our undoing
ever since. The most active of the public securi
ties of the Stock Markets is still called War Loan, a
little fact which lends colour to the theory that
our burden of debt is part of the price of the War.
It is all the more necessary therefore to have it
clearly in our minds that only about one-third of
the present. public debt is due to the military and
naval expenditure uponthe Vvar, and that the other
two-thirds must be charged to our post-war enthu
siasm for doing all sorts of original things in
original ways.

Since 1914 public debt has increased out of
knowledge. ... Sums which would have been re
garded as in the realms of fancy prior to this new
fashion have been raised by governments or
authorities all over the world. We should in all
humility recognise that we led the way, and that
it was our example which encouraged many a
small nation to proceed to its own destruction.
After twenty years of this orgy of borrowing we
have the dubious satisfaction of noticing that most
of the money borrowed hC\s1:,)een lost~ wiped out by
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bankruptcy, written off by currency depreciations,
repudiated by revolutions, or in some other way
cleaned off the slate. Germany disposed of the
whole of her public debt by currency manipulation,
and at the time there were those who would have
had us believe that by so doing Germany was
reaping an advantage. It is not quite so easy at
this length of time to understand the nature of
that supposed advantage. France has reduced
her public debt to one-sixth of the amount she
borrowed, again very easily, by juggling with the
value. of the franc. Other countries have taken
the simpler course of refusal to pay, and while their
debts remain on paper the paper itself is in many
cases of more value than the debt.

It is almost only in sterling that a public debt
remains in the minds of the public as a good, or
fairly good, debt. Our pound has lost some of its
value, and the good money lent to the Government
in say 1914 will be paid back, if at all, in money of a
slightly lower value, but it remains true, thanks to
the financial flair, the experience, the reputation,
the character of the British Empire and its money
machine that British public debt is almost the only
Government security which a serious lender will

. consider to-day. America takes a definite second
place, fOf she has thought it wise in her new-found
enthusiasm for governmental activities to adopt
the age-old device of the devaluation of her cur
rency, and has mutilated her dollar just as effec
tively as the powers of old with shears and chisels
chipped little bits off their coins.

Remembering our glance at the structure of
CQl;tlJ.P~rGial ang civiHsing debt? the first thing thaJ
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strikes us in examining this rnass of public debt is
the absolute and total absence of anything in the
nature of personal responsibility about it. Behind
this conglomeration of figures there is nowhere a
shred of personal quality. There is nobody's name
on the "back of the bill and the drawer himself has
no personal stake in it. A couple of illustrations
from the national field may help emphasise this
point. In a moment of anxiety in the War Mr.
Winston Churchill did one of the silliest things in
the whole of the silly record of that period when by
a stroke of the pen he gave a 121 per cent. increase
in wages to the engineers. In a matter of a few
months the engineers were back on a level with the
rest of the population, for all our prices adjusted
themselves, and something like 12! per cent. went
on to everything. That sinlple bit of folly was
responsible for a substantial part of our burden of
debt. The calculation is beyond the wit of man
but to put it at £500,000,000 is a certain under
statement.

Nobody suggests that Mr. Winston Churchill
should be punished personally for this ghastly
blunder, but had Mr. Churchill, instead of being a
Minister of the Crown, been a mere chairman of one
of the big banks, had he in the same careless and
silly way accepted an alteration in the general rate
of interest and upset the personal finance of every
body else, Mr. Churchill as a bank chairman would
long since have been in discredited retirement, and
his word or view would count for nothing in the
business world. By contrast the politician can
actually get credit and reputation out of failure
and may even win a prominent place in history
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if only his failures are sufficiently. spectacular.
A still more serious case is that of Dr.. Addison

who, in response to Socialistic clamour against
profits, arranged to buy our war supplies on a new
fangled basis of cost plus commission. The credu
lous Socialists were pleased to think that despised
employers were thus robbed of their profits and
given in their place a modest commission. The
arrangement was typical of much of our political
improvement. It sounded well. Persons with no
experience of buying and selling or of book-keeping
were able to talk about it and able to claim credit
for it. The effect, however, was to open the flood
gates of extravagance, and Dr. Addison must in
that respect be charged vvith .an even larger pro
portion of the War debt than is properly debited to
Mr. Churchill. Neither of them will be asked to
accept a shred of personal responsibility or discom
fort in respect of transactions which have loaded
the rest of us for generations to come with onerous
obligations.

For the purpose of the lay reader, and it is of
course with the layman in finance that we are here
concerned, it will be more convenient if we con
sider the problem of local public debt. There is no
difference whatever in essential characteristics
between the debt of the Parish Council and the
debt of the Commonwealth of Australia. The
figures in the latter case have more noughts at the
end of them, but both debts in their origin, char
acter, manner of creation, chances of repayment
and all other essential respects are identical. A
very important part of the debt burden is nearly
two thousand ·millions borrowed by our local



The People who Borrow 7I

authorities, and most of it borrowed since the
War. Having in mind· the strictly personal char
acter of debt as we noticed it prior to 1914,
remembering how personal well-being hung on
every fraction of it, it will be seen that this new
local debt is absolutely devoid of any such quality.

A Bill of Exchange concerned with the transfer
of a cargo of figs from Asia Minor to Manchester
carried on the face of it the reputation and solvency,
for what either was worth, of some Turk in
Smyrna and an importing house in Manchester.
Although the document was dealt with as part of
the millions of the money market of London, it was
in the last resort dependent upon the various indivi
duals whose names appeared on the back as well as
on the face of it. But this public debt of the Parish
Council has come into being without any of these
safeguards. The only backing it possesses is a
vague and curious notion called the Public Credit,
a 'credit which as we are beginning to see simply
does not now exist.

When the financial revolution of the last twenty
years begins to have its effects the politicians will
have some pungent things to say about this public
credit. In the careless manner of the post-War
period we have hurried along with a new slogan on
our lips, and public credit has seemed to us to be
quite a good idea. A little later we shall have time
to think it over, and it will dawn upon us that the
credit of the State is only the sum of the credit of
all the individuals who compose the State. When
we have completed the process of destroying the
credit of those individuals the State will have no
credit left. There was a public credit at a time
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when the individuals were left in their own respon
sibility with resources which could, in case of need,
be commandeered by the State. We are approach
ing the stage when, those resources having been
collected by the State and the State having spent
them, the phrase" the Public Credit" will be full
of bitter disillusionment.

Let us consider the way in which these public
debts are created and the people who create them.
For the sake of simplicity let us go back to the
least important of our local authorities, whose
accounts will show only a few score of thousands of
money borrowed upon the credit of the public.
We are entitled to ask who it was who arranged
these debts and what were their qualifications for
dealing with matters of such importance. The
first point that strikes us is that these local authori
ties are composed of "temporary" councillors.
There is not a man or woman in public affairs
whose tenure of office extends beyond five years.
A member of Parliament may, although he seldom
does, last for five years, the local councillor cares
for his ward for three.

Here we touch perhaps one of the most important
points in the discussion, for it must be remembered
that debt is a deal in futures. The future is the
essence of a good debt. That future in the case of
a proper commercial debt will be in the care of the
man who borrowed the money. No such safeguard
is thought to be necessary with public debt. The
councillor who authorises the loan will be out of
office long before any question of repayment arises.
Further consideration of this aspect of the matter
drives the financial mind. to desperation. The
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temporary councillor will not be dismissed from
his office because of his bungling in finance, but for
altogether different reasons. He may even be a
good judge of a money transaction. He may
understand the best ways of arranging the details
of a debt, but just at the critical moment in the life
of an important financial scheme he will be dis
missed from his office because the electors do not
like his views on licensing or some other question.
The director of a company, thanks to the Limited
Liability Acts, is relieved of ultimate personal
responsibility for the whole of his folly, but his
position is a very different one from that of a
councillor, who from the mOlnent he starts to the
moment he finishes never has any suggestion
attached to him of personal responsibility for
anything. l This is not the place to discuss the
position of women in public affairs. It may how
ever be noted in passing that women have taken a
full and equal share in local administration during
a period which has been characterised more than
in any other way by this debt phenomenon.

Every man, woman and child in Great Britain is
responsible for something like £50 of local as distin~

guished from National Debt and that has hap
pened side by side with the revolution in the
status of woman. A knowledge of finance 'and
facility in dealing with large-scale business matters
may in course of time come to woman, just as in
perhaps another century it will come to the Ameri
can nation. We are not here concerned with that
argument, but the fact that hitherto woman has

1 This may seem to be an argument against democracy. That is not
the case. It is an argument against the mis-use of democracy in connec
tion with matters outside its proper sphere.

F
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not had a share in the working of the money
machinery. of the world, and is therefore without
experience of these matters, is not in dispute.

Glancing at the old debt picture and the one
which confronts us to-day the next big point that
emerges is the presence of our friends the Socialists.
This two thousand millions of local·public debt is
very largely due to Socialist influences. To be
fair the responsibility is not direct. Most of the
money has been spent by woolly-brained Conser
vatives who fondly imagined that they were
defeating Socialism by stealing the Socialists'
programme. But this much at least is obvious.
If a council is considering a proposal for borrowing
a large sum the Socialist will vote for that proposal,
if he is a good Socialist, quite apart from its
particular merits. He is, in obedience to his
faith, committed to the destruction of capitalism,
and is therefore bound to vote for the borrowing of
any sum, however vast, for any purpose however
futile, knowing that by so doing he is knocking
another nail into the coffin of the hated system.

When the Socialist is·convinced that the proposal
is wise and good in itself, that view will be strength
ened if he is one of those very exceptional Socialists
who really understand Socialism. He will delight
in the knowledge that he can kill two birds with
one stone, carry out his beneficent purpose of a
park or a swimming pool, and at the same time do
something towards the hastening of the Marxian
heaven. In the realms of higher finance'those
super-Socialists, who call themselves Planners,
welcome every million added to the burden of
debt, because it increases the pressure under which
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they hope we may be reduced to the adoption of one
or other of their many brands of imported panaceas.

Side by side with the Socialist -on the local
authority there will sit the Squire or his wife, and
here we come. across one of the most curious of the
undercurrents of the post-War financial revolution"
The Squire's resources have been greatly dimin
ished by the weight of m.odern taxation: his
ability to perform all his traditional functions has
thus been curtailed, and he vvill often unthinkingly
vote for raising money to relieve himself of social
obligations which he finds harder than ever to
maintain and, by so doing, m.ake more certain than
ever of his eventual extinction as a factor in
Society. The Parson who occupies the next seat
to the Squire's wife isa poor man, sorely troubled
with the way in which the sources of charity are
drying up, and will similarly be driven to support
the Socialist in the raising of a loan to take over
work formerly considered to be the function of the
Church. So far as he can see, for why should a
parson be expected to understand finance, he is
merely getting his good works out of the other tap.

This council (we cannot go through the personal
history of each of its members) will contain its
proper proportion of black sheep. Mankind has
its good and bad qualities. There are black sheep
in every grade and the modern notion that the acts
of a council have, as such, better moral foundation
than the acts of the Stock J3:xchange is of course
nonsense, so that a proportion of the debt of the
council will be due to the persuasion of people who
have something to make out of it. This is a sub
ject of its own and will one day become a front page
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subject in the newspapers. Under the skilful
guidance of the Fabians we have for half a century
been beguiled with the iniquities of the black sheep
of capitalism, but the next half century is very
likely to see a change in the fashion, and our skilful
purveyors of the details of all Sorts of dirty work
will turn their attention to the curious doings to be
discovered up the backstairs of many of our town
halls.

This is quite natural as these people with all their
virtues and all their faults are elected by a free
democracy, and on the whole they represent the
rest of us in our proper proportions. They do some
good things and some silly things just like the rest
of us. To the best of their ability they follow
current opinion for what it is worth. If they make
mistakes they are mistakes which' would be made
by the rest of us under majority rule. They are
the working evidence of a democratic system which
is, or should be, very precious to us, and in that
way they represent our hope as a nation and em
body our chances of holding our place in the world.

It is' not therefore any part of our present pur
pose to criticise what they do in so far as they are
concerned with our own personal comfort or dis
comfort, and our own personal money and respon...,
sibility. Debt however concerns the future and
is the biggest of all the many questions in
public. affairs, yet the only question which is
hardly in the mind of the elector. A loan may be
described as the receipt of an immediate benefit in
consideration of a. promise of a future sacrifice.
In the light of that definition it is obvious that our
local council has for twenty years past been
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accepting immediate benefits and thoughtlessly,
but none the less criminally', leaving the question
of the ultimate sacrifice for the future to consider.
In discredited Victorian tim.es we laid it down by
law that a local authority could borrow for a
maximum period of thirty y'ears.

In these more expansive times that healthy rule
has been removed, and we can see by the prospec
tuses of local loans, appearing in the newspapers
from day to day, how mone~y is borrowed for sixty,
sometimes eighty years ahead, to be spent upon
purposes which must be exhausted in much shorter
periods. Whereas we of this generation are not
called upon to part with a penny in respect of the
ideas of our grandfathers, our grandchildren will be
faced with the necessity of paying rates and taxes
in respect of our current notions of what is proper.
That limitation deliberately placed by us upon
future generations will of course diminish the
ability of those generations to carry out their own
ideas, which it is fair to im~agine, may be rather
different from the ideas entertained by us. Here
we come across another of the great social changes
of recent times. The nineteenth century was filled
with enthusiasm for passing on to the future some
thing better, for leaving behind rather more than
it inherited, for providing for the children of the
next generation. The twentieth century with a
wholly different point of view says without a
blush, " We ourselves will have a better standard
of living, we don't care where it comes from, and
seeing that our children and their children have
done nothing for us, to hell vvith posterity."

Before we leave our typical local authority a
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word should be said about the official side of it~

If· a .democracy insists upon governing everything
and everybody and every detail of everybody's
everything, it· is useless fo complain about the vast
armies of people who must be employed to carry
out the administrative work involved in such a
policy. We must not ·be tempted in this connec
tion into the fascinating subject of the growth of
the bureaucracy, or the way in which a democratic
people is so busy handing over its new-found
powers to a permanent official class that it is hard
to distinguish, in one's day by day life, between the
nature of a democracy and that of a good dictator
ship. We must however take note of the fact that
these local loans raised in the name of the Parson,
the Squire and the Socialist are in factior the most
part originated by the clerk, the surveyor, the
engineer and the rest of the hierarchy of permanent
officials, who in their locality are building up a
great big business concern, in which the temporary
councillors will one day find themselves of about as
much use as the dummy figures which the popular
tailor places in his·. shop-window.

Here again it will be seen there is not a suspicion
of personal··responsibility attached to any official
in respect of the mammoth debts with which he
deals. A good town clerk has in many cases been
worth vast fortunes to the ratepayers for the way
in which he has kept his hand upon the local finan
cial position, but the good town clerk who looks
upon his job, in the manner ofthe managing direc...
tor of a company, as his life's work is becoming
rather the exception than the rule. Very few of
these official people can be kept in their positians
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for a week if an opportunit:y offers to take' their
card-indexing abilities to some other district or
some other branch of the bureaucratic business for
another £100 a year.

The Civil Service, once our pride but now too
large and bloated to be a pride either to itself or
anybody else, is from the official's point of view a
movable feast. There is absolute security for the
man who enters the Service, but no security what
ever for the job as ajob or for the moneyinvolved in
it. In these days when the demand is for every
thing to be done by the Government, the best of
the Civil Servants will set SOUle great scheme going,
load it with a huge debt, attach to it a salaried and
pensionable staff, and then-discarding all the
thought and experience which founded the thing,
robbing it. of all the early wor~ing knowledge
needed for its future success--will calmly move on
to the next department or the next great new move
ment. The inevitable deficit thus carefully pro
vided for, although not deliberately planned, will
in due time and season be swallowed up. in the
intricate maze of the public accounts. The Civil
Servant from his nature has many high qualities,
but among them, again frorn his nature, there is
nothing of that sense of personal responsibility
which is the very essence of sound finance.

Before we leave our local authority and its
debts, thinking of them in the light of our investi
gation into traditional financial ways, another
difference appears which ~rill help our general
argument. It is part and parcel of the contract
in any sound finance that periodically accounts
should be produced and subrnitted for the approval
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of others than those who are responsible for the
figures themselves. In the case of a company an
annual meeting must be held, and every share
holder in the company has the right to address the
most searching inquiries to the board of directors.
By law the auditors are required to make stringent
comments on the value of the assets and the con
duct of the year's work of all those who have
served the undertaking. From the Bank of
England downwards these ru1es apply, and are
applied in a very practical way. The money
market has developed a type of critic of its own
whose business it is to keep us informed of any
departure from the strictest paths of rectitude.
In principle it may be thought that the same rules
apply to public finance. In practice nothing of
the kind can be claimed. It is highly improbable
that one in a thousand of our population has ever
taken the trouble to look into the balance sheet of
his local authority.

A shareholder in a railway company has a sense
of personal interest, which is strangely enough
entirely absent in the shareholder, who is called the
elector, of a local authority. In the result there is
no adequate examination of public finance, it is
noboq.y's business. .When to this natural but
troublesome defect is added the curious circum
stance that many of the directors or councillors
nominally responsible for the solvency of the
undertaking only hold their seats on the council, on
condition that they will bribe the electors and bank
rupt the business they are running, the difference be
tween public and private finance is only emphasised.

Financial limitations are never absent from
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private affairs. Every individual is troubled with
some desire for something, that must be denied or
postponed because finance is not available. No
sane person desires to see this universal limitation
removed from individuals; to do so would be like
abolishing brakes on motors, or eliminating the
force of gravity. Post-War public affairs, especi
ally local affairs, have been conducted too often
with ignorant disregard of any financial limitation.
A council is called upon to consider the demands of
the electorate for benefits or comforts. Those
demands are debated from different points of view,
but are seldom denied for financial reasons.
Money is supposed to be cheap and the" financial
rake's progress is easy.vVhatever is wanted is
borrowed and old debts are easily renewed.

The position then is this: in 1914 the money
market was concerned with many thousands of
millions of debt built upon the personal credit or
responsibility of individuals, everything about it
involving the well-being of an individual and every
sovereign in it being backed by the endeavour of
some individual to make it good. A quarter of a
century later the money m.arket is swamped with
thousands of millions of public debt, for no single
penny of which any individual has any personal
responsibility. That constitutes a social revolu
tion, the magnitude of which and the consequences
of which have first to be appreciated and subse
quently suffered. These sufferings are under
stood in many unfortunate foreign countries. It
is ample time that we, guardians for the world of
credit and all that appertains to money and
finance, should wake up to our own position.



CHAPTER·VII

THE BALANCE OF POWER

IN the discussion of public affairs, modern fashion
runs to long words, proletariat, totalitarian,
stabilisation, equalisation. Few people know
what they mean, but the use of them gives a satis
factory feeling of political wisdom. Some terms
quite commonly used mean exactly the opposite.of
what they say. When, for instance, we receive in
food, material and other things more than we send
away, we talk wisely about the C( adverse balance."

A favourite word with many ofus is C( authority,"
almost universally accepted to cover up and
explain away any form of stupidity. Weare not
asked to define what we mean by authority, but in
the course of the last twenty years the word has
completely changed its meaning. A really modem
dictionary would define authority as C( a number of
half..;educated young people in an ill-kept room of a
public office, whose chief interest in life is the mak
ing of tea for one another, and whose nominal
excuse for-existence is th~ issuing of pieces of paper
to the citizens, permitting them to continue the
village cricket dance until midnight or to satisfy
various other similar desires." .That definition
tends a little towards exaggeration, but read quite
literally it explains many hundreds of thousands of
local public debt.

There is a word ,vhich is just long enough to take
82
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its place in popular politics and which might be
introduced with advantage;, the word cc perspec
tive." As the discussion of politics steadily im
proves in quality it will start a little farther back
and look a little farther forward than is usual in
these times. Few great public matters, if one
considers only the popular newspapers and popular
talk, are subjected to the test of perspective. We
get excited about MussoliniJ's statement of yester
day, and seldom trouble to think of its relation to
what Sir Samuel Hoare said two or three years ago.
The cultivation of respect for perspective is the
more desirable when public affairs are coming into
the hands of a generation ,vhose personal experi
ences are confined to post-VVrar happenings. With
out perspective we shall lose whatever value there
may be in a knowledge of a world which depended
far more upon the citizen and far less upon the
State.

In our present study of debt and finance we must
really do our own intelligence the justice of using a
little perspective. We must look back and for
ward, and we must also take aperpendicnlar
section and glance from the lbottomto the top.

Let us begin by.reminding ourselves that there
is no difference whatever in principle between the
finance or economy of the humble household and of
the proud nation. What is good in the family
budget is also good in .the national budget. The
humble family budget has an over~riding charac
teristic which we should note. There are two
sides to it, two departments of it. There is a head
of the household with his salary or his wages, a
part of whose income is handed over to the· spend-
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ing department for food, clothes or whatever it
may be. A very definite, conscious and some
times troublesome division is maintained between
the earning departments and the spending depart
ments. Exactly the same characteristic is notice
able in the case of a widow with trustees: the
widow doing the spending and the trustees con
trolling the sources from which the income is
derived.

If we look back to the days before the War this
same division was very clearly marked, and very
definitely understood in the national economy.
The earning department, consisting of the people
themselves, performed their functions in the free
dom that was common in those days, and handed
over, albeit with considerable reluctance, a shilling
in the pound, or in 1913 as much as one and two
pence in the pound, for all the purposes of that
part of spending which was known as Government.

In a mere matter of ten or fifteen years this
position had been reversed, and this is where our
need of perspective comes in. At the beginning of
the period forty million people were making their
own livings and handing over never more than 6!
percent. of the product of their labours to autho
rity to provide them with security and any other
needs that were thought to be proper parts of the
business of governing. At the end of the period
half of the total product of the labours of those
forty million people was taken by cc authority"
and applied to these same services and all the many
extensions of them that have since been thought to
be desirable.

It is not necessary to believe in the wisdom of the
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past or to accept the view that a shilling in the
pound was a much better arrangement than ten
shillings in the pound, to see the wisdom of at least
informingourselves as to what has in fact happened.
Among the many dangers of the present political
situation is the existence of a generation which is so
accustomed to the present proportions, so busy
with all the details of current happenings, as to
have no time, perhaps even no inclination, to
inquire what was the position even a few years ago.

In our domestic economy we have always been
dependent upon debt. We have already seen how
in the details of our daily doings the debt service
is quite essential to us~ but on examination it
will be noticed that the question of debt is ·of
interest to one side only of the domestic economy.
The trustees in charge of a family fortune concern
themselves with a mortgage on property, with an
investment in the appropriate debts required by
other people, with the raising and the collecting of
debts and loans. But the widow spending the
income or proceeds of the estate, or the workman's
wife spending the housekeeping money will never
for a moment have anything to do with debt.
While' the workman, if he is "rise, will borrow money
to buy a house, his wife will in no circumstances
borrow money to pay the butcher's bill. There is
the exception of crisis, illness, or other family
catastrophe, when a loan must be raised as a very
last resort to meet a contingency thought to be
altogether exceptional.

In public economy or finance the ten years
1913-1923 or thereabouts 'iVitnessed a complete
reversal of this position. Forty million people
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making their. own living ceased to have· full respon
sibility or. rather 90 per cent. of responsibility for
the finance of life, and the spending departments,
the authorities, the governments, corresponding
in every way to the widow with her trustees, or
the housewife with her earning husband,. took over
the lending and borrowing part of the business.
The financial structure has changed in character, and
to put it in its simplest form, it is as jf the solid,
responsible and quite proper debt, which the
householder arranged in respect of the bricks and
mortar of his house, has become a totally different
sort of debt which the housewife has piled up iIi
respect of her butcher's or draper's or furnisher's
account.

It must be admitted that government is impos
sible without debt. ·Just as the household will
incur a debt in respect of the vital illness of the
breadwinner, so the Government will incur a debt
to carryon a war. War has always been con
ducted on debt. The population of a city can
hardly be expected to finance the cost ofa new
town hall out of current account, and it is entirely
proper, and was in the past frequently done,for
the cost of the town hall to be spread over say
thirty years,and thus paid within the life of those
who thought it wise to indulge their particular
opinions as to what was appropriate in the matter
ofa town hall. But employing our faculty for
perspective, we find that the debts of government
prior to 1914 were invariably raised for capital
purposes,. almost entirely concerned with wars and
town halls.

The spending departme1?-ts of government, poor
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IR\V, education, police, defence, were always hard
rip, always relying upon the arrival, in the form of
taxes, of the next instalment in income, always in
the exact and proper position of the housewife
waiting for her proportion of next Friday's wages.
Just as the housewife was secure in the knowledge
of the solvency of the bread'winner, so the govern
ment's spending departments 'were secure in the
knowledge of the solvency of the tax-payers behind
them. The policy governing the whole thing was
put into a sentence by Gladstone, who left the
money I' in the pockets of the people to fructify,"
so insuring that there was always more and more
to tax and borrow.

The position in I9I4 was in violent contrast with
that of to-day, for we had a :healthymoney market
and an efficient money credit or debt machine,
standing solidly at the back of the Government,
representing its security, and giving to it powers
and possibilities wholly absent to-day. It is
interesting and curious to reflect that in those days
very little was heard in political discussion of the
public credit. That was taken for granted. To
day when we have (to return to our homely
illustrations) passed over the care of debt and
credit from the trustees to the widow, or from the
breadwinner to the wife, we talk very loudly and
confidently of a public credit which has in fact
almost ceased to exist.

In all these circumstances it is little wonder that
the new management of the debt and credit busi
ness is indulging in a number of practices which
seem strange and dangerous to those .who are
acquainted with the old ideas. The spenders, the
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widows and the housewives, hitherto completely
outside the realm of debt, have suddenly taken
control of it, and have multiplied our public debt
as between 1913 and to-day by something which,
at the lowest estimate, is ten times and on a busi
ness-like calculation is probably thirty times.

Considering the money market or the money
trade as a trade like any other, the Government
has taken control, just as in other commodities, but
while the effects of control in milk, or herrings or
coal may be good or bad for a section of the com
munity, the effects of control in the money trade
must be good or bad for the whole.

At the present time, the money market is com
pletely enslaved to the Government. It is as much
in the hands of the politicians and the bureaucrats
as the trade unions of Germany are in the hands of
Hitler.

We must content ourselves with a very brief
summary of quite recent happenings in order to
justify that statement. It is impossible to sepa
rate the question we are discussing from all the
other details of public affairs, and. we must admit
that it is unreasonable to complain of financial
follies or manreuvres necessitated by prior political
stupidities. If we start with the 1931 crisis, when
the National Government was suddenly called
into being, there existed a lack of confidence,
almost a panic, everywhere. Unemployment had
reached unprecedented dimensions; money was
fleeing the country; trade was on the point of
coming to a standstill, and the position of the
country and everyone in it was for the moment
extremely dangerous. Those matters are beyond
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our present scope, except to remind ourselves that
it was on such a basis that the series of events we
have now to consider were arranged.

The National Government's first big effort in the
restoration of confidence was the spectacular con
version operation. of 1932. Two thousand mil
lions of 5 per cent~ War Debt were converted to a
3t per cent. basis.. The conversion was of a magni
tude beyond the realms of possibility at any pre
vious time, and it is to be hoped at any time in the
future. It made the most 'wonderful impression
upon our own people and upon the whole world.
It was a master stroke which will place Mr. Cham
berlain in a very prominent place on the pages of
history, and there are few in any political party or
any financial circle with any sense of grievance or
any desire to criticise what he succeeded in doing.
We are concerned here with the after effects, but
we must look first a little more closely at the opera
tion itself. We are accustorned to read that the
governments of third rate powers in their amateur
way announce a reduction in the rate of interest
and thus bungle into bankruptcy. Chamberlain's
moves were much more subtle, much better con
ceived. He had the courage to declare that he
would repay in cash the whole of the two thousand
millions of the War Loan.

Faced with the necessity of making good that
declaration, he proceeded to control the financial
doings of all of us in such a way as to make his
plan succeed. He forbade foreign lending.. He
secured .from the banks a gentleman's agreement
under which no issues of ne'N capital were to be
permitted. He sterilised everybody's money. He

G
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stopp'ed all the usual business of the money market,
and he forced us to pile up our money in the banks.
The plan succeeded so well that when the due date
of payment of the 5 per cent. loan came along, we
found ourselves with no option but to subscribe the
3tper cent. loan, and thus provide him with our
own money at the lower rate of interest to enable
him to pay us back our 5 per cent. War Loan. It
is, of course, absurd to pretend to describe the
biggest operation in the history of finance ·in half
a-dozen sentences, but the above outline will be
acceptable to almost every school of thought as a
rough and correct general description of what
happened. In the result money became cheap,
and in obedience to the law of supply and demand
cheap money proceeded to make trade good, and
the revival of the next few years was assured.

The history of that transaction should, in justice,
include a tribute to the patriotism of the City of
London, and every section of the money machine
which stood loyally behind Mr. Chamberlain, and
submitted with gratitude to a rigorous control for
the purposes of a period of crisis, control which in
any other circumstances was and is wholly out of
keeping with the nature and necessities of a healthy
money mechanism.

The 1932 conversion gave to the bureaucracy
their first good taste of power in the money market,
and the bureaucracy, true to its ·traditions, has
clung tightly to all the delights it then experienced.
In the natural course of events cheap money will
help to produce active trade. Active trade will in
time cause money to be dear. Dear money will
save us from the dangers of a boom in trade. As
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trade makes more money the rate of interest will
tend to decline, cheapening money will form the
basis for a further advance in sound trade and so
on. Cheap and dear money, like the rising and
falling tide, will keep the processes of nature in
proper order, and things 'iVill thus proceed and
progress. But the bureaucracy of 1932, no more
interested in the processes of nature than bureau
cracies have ever been, found themselves in charge
of the money supply, and being, like all bureau
cracies, without any sense of perspective, clung to
the opinion that cheap money meant good trade,
and that perpetual cheap money would mean
perpetual good trade.

Five or six years have been sufficient to alter the
whole position, and now vve have cheap money
forced upon us, not, if you please, for the purposes
of trade, but simply and solely in order that the
bureaucracies themselves can continue to borrow
cheaply.

To come back to 1932. ';Vhen Mr. Chamberlain
started on his triumph he found in existence a
certain amount of control. There was the Bank
of England with its statutory fiduciary issue and
its bank rate. By altering the bank rate from
Thursday to Thursday, and by the purchase or the
sale of securities in the market, the Bank of Eng
land, for a century past, had smoothed out the
rises and falls of supply and demand, and tended to
steady the money market. The Bank had acted
like the governor on a steam engine, and had
restrained excessive movements in one direction or
the other. That restraint was exercised by the
Court of Governors, carefully selected according to
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law, not from the ranks of the bankers, but from
among the leading merchants of the country.

A mere matter of five years has witnessed the
dismissal of this·control with its century of success
behind it, and the usurpation of its powers and
functions by a body of bureaucrats.



CHAPTER VIII

TREASURY CONTROL

WHEN the 1932 conversion was over, the City
found itself unable to resume its normal work in its
normal way. The embargo on foreign lending was
retained without a shred of excuse, except the
desire of the Government to go on borrowing
cheaply. This embargo on lending has no doubt
helped to keep us going for a few years on the
interesting business of doing our own washing, but
it has helped to reduce the rest of the world to
ruin, and will bring its own disastrous consequences
to us. In due time and season we shall pay dearly
for our absence of perspective.

Perhaps the biggest of the other experiments
that have followed from 1932 is the mysterious
Exchange Equalisation Fund, the proudest of the
products of the theorists of the Treasury. Consid
ered by itself it was not a bad idea, that is if we are
wholly patriotic and agree that it is the duty of our
Government to look after us" even to the lengths of
cheating other people. The world was in a state of
chaos. There was, and is;, a mass of It funk "
money everywhere, and not unnaturally the for
eigner in a funk looks to London. The foreigner
knows all about the reputation of London when it
understood the law of suppl)T and demand, and has
not yet had time to study the history of London

93
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since it came under official direction. It was
therefore good business to set up a department
which sold sterling dear to the foreigner in a funk,
and bought it back cheaply when that unfortunate
creature had developed, for a few weeks, a greater
degree of confidence in the stability of his own cur
rency. Not very creditable, but at least commer
cially sound. The people who devised and started
the Exchange Equalisation Fund overlooked, as is
the way of planners generally, the simple fact that
other governments might do the same. They
should have known, if only from the history of the
War and post-War period, that.any folly perpetrated
by British officials is promptly copied by the offi
cials of every government in the world and that
therefore the appearance of other exchange equali
sation funds was a certainty.

Our Exchange Equalisation Fund is a novelty in
many ways, but in no way so completely new as in
its secrecy. The confidence so much talked of, and
so little understood, the remnants of which still
cling to London, has been built upon publicity,
freedom, knowledge and daylight. The Bank of
England publishes weekly accounts. Every other
financial institution of any standing has disclosed
all the details of its position at frequent and regular
intervals. Our Joint Stock Banks produce, every
half year, meticulous information, giving every
relevant detail of their enormous trust position.
Not so with the proudest product of the theory
mongers, the Exchange Equalisation Fund, and the
presence in the market to-day of 'five hundred
millions of gold or sterling or Treasury Bills or
foreign exchange or other ~ort$ of purchasin6'
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power, about which nothing is known, is doing
grave damage to confidence.

At the present moment the leading govern
ments of the world are all running secret exchange
equalisation funds, playing a game of poker with
one another. It remains to be known whether the
graphs and charts and index numbers produced
from the abstruse theories of the Treasury Control
are winning against the skill or graft or corruption
of the others or not. The scheme is too new to be
rightly assessed, but the exist~nce of a secret
conclave able to buy or sell at any moment in its
own sole discretion and for reasons known to itself
alone, up to the gigantic total of 500 millions,
abolishes all balance and places power well beyond
the outside limits of any democratic system.

However, we can be content in this connection
to agree that in a managed world the National
Government has so far saved our skins and has
succeeded in diverting the 'iVorst of the horrors of
management to the unfortunate foreigner. We
can agree, with some serious mental reservations,
that the history of 1931--37 is a credit to our Civil
Service, but we must remain in doubt about the
consequences to.the world and to ourselves of the
wholly artificial and unnatural position which has,
in these few years, been built up here and else
where.

What is clear and certain. is that the balance of
power in the management of money and all that is
involved in that phrase, the value of currency, the
price level and so on, has quite definitely shifted
under the National Governrnent from the free and
open market place to the secret recesses of the
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Treasury chambers. The most acceptable of all
the definitions of Socialism is " the application of
political power to natural economic forces." If
that be a good definition then the genuine Socialist
should be grateful for the National Government,
for no government in history has done more to
apply political power to natural forces.

Our view of this question of debt will be all out of
perspective if we limit ourselves to the figures of
the National Debt and the operations of the Stock
Exchange. We have there thousands of millions,
impressive enough in their way, but only in fact a
fraction of the debt and lending business which
forms so important a part of our way of living.

A world of interest is to be found, wherever we
look in the compilation of figures. We can all be
Our own statisticians if we are so disposed. The
average housewife, for .example, peels 4,380 pota
toes in a year; our trams carry the equivalent of
the total population of Asia; the London 'buses
and coaches convey, in the course of a year, almost
as many people as there are in the world; 35s.
is spent in this country every second of the day and
night in the purchase of confectionery; 400,000,000

transactions are carried through in this·littleisland
every day of the year, each of them involving the
sale and purchase of paper and so on. All these
little things make their contribution to the debt
and lending problem. They are all dependent
upon somebody borrowing something at every
stage from the beginning to the end, and this mass
of borrowing and lending transcends in importance
and completely overshadows in bulk all the figures
of public debt and Stock Exchange trans~ct.ions,
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Only, therefore, when we remember that the
money market is the index to all this more import
ant business, and then see how the Government
have secured control of the :money market, can we
understand the real importance of the subject.
We can lift the question on to a plane quite out of
the reach of the statisticians, for the best of them
cannot calculate with any pretence to accuracy the
volume of the minute-by-minute business we
transact with one another.

We should be on the safe side if we said that in
1913 the Stock Exchange represented one-tenth of
the total debt and lending business of the nation,
and in 1913 the Gilt-edged stocks upon the market
were less than a tenth of the securities quoted in
the Official List. So that in those days govern
ment debts and loans did not exceed one-hundredth
part of the debts and loans that we arranged
amongst ourselves in order to carryon our business.
To-day government securities amount to very
nearly half the total of the Stock Exchange Official
List and the balance of power, which twenty years
ago was heavily in favour of the people, is now in
favour of the State.

Since 1913 we may well have increased consider
ably the total of our debts for trams or potatoes or
newspapers and other things, the half of the Offi
cial List may not therefore be more than-let us
again be very safe-one-fiftieth of our total loans ;
but even so the change in the balance of power is
sufficiently obvious and dangerous. The Stock
Exchange is, as we have said, the index or governor
of the lending or borrowing functions. Even in
the. most minute of Qur tra:ns(\ctions we qre infll.l-
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enced by the day-by-day results of dealings on the
Stock Exchange. When we· hear of a C( black
Monday" we are apt to feel ourselves to be
poorer; we become nervous and we reduce our
purchase say of cigarettes. In that way the
forty millions of us reduce the volume and the
value of the total loans by much greater sums than
the long lists in the City page of the newspaper.

The circumstances of the present time are with
out parallel in the history of finance. Centuries of
steady natural development have taught us how to
lend and borrow to and from one another in such a
way that the material comfort of our lives can
be continuously improved. Those centuries of
experience and practice have evolved the London
money market, with its complicated mechanism
able to deal with every phase and fancy in borrow
ing and lending.' The whole impressive structure
is dependent upon the freedom of everybody to
come and go as they please, to follow their varying
inclinations and to do so with safety and confi
dence, knowing that all the natural forces thus set
going would balance and compensate in the free
and open market of London. So perfect, notwith
standing all the imperfections and weaknesses with
which we are familiar, was this borrowing and
lending structure that the whole world made use of
it. When the War began, the known strength of
the London money market was our greatest con
tribution to the Allied cause. Half the world
relied, not on the British Government, not on the
British fighting forces, but on our financial strength
and reputation. And that financial strength and
reputation at tll,C\t Gritical time w~re entirely indivi-
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dual, private, profit-making matters with a very
minimum of government about them.

Then came the Warand post-War periodin which
governments for the first time discovered these
facilities and put the whole world in a muddle by
the too-free use of them. Both at home and
abroad government borrowings have enslaved or
ruined the monetary mechanism of civilization.

When we need for the healthy conduct of our
day-by-day affairs the stimulus of cheap money or
the restraint of dear money, the State ought not to
be in a position to say that it will alter the natural
ebb and flow of the tide simply to suit political
ends.

Power grows in subtle and devious ways, and the
power of the State over borrowing and lending has,
since the War, increased by reason of other cir
cumstances which require to be mentioned. As
a nation we have taken a new and whole-hearted
interest in social service, and have greatly extended
Health and Unemployment Insurances, pensions
and numerous other reliefs designed in each case to
improve the lot of some section of society. While
these matters have been fully discussed in most of
their aspects, little or nothing has been heard of
their influence on the Mone)T Market. The carry
ing out of these benevolent purposes has necessi
tated the accumulation by the Government of
vast sums of money. The arrangement would be
altogether desirable and sound if the Government,
as Trustees for the unemployed or the invalid, were
to proceed to invest this money in the stocks and
securities which the market provided. That, how
ever, is not the position to-day.
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An illustration· of ·the new power of the State is
provided by a glance at the .recent arrangements
for the finance of the armament programme.
The Government has taken powers from Parliament
to borrow £400,000,000 at the rate of£80,000,000 a
year. Such an operation would, by all the natural
rules, tend to make money dear. In fact, how
ever, this decision to borrow £400,000,000 has
actually been used by our new managers to .make
money cheap. It happens that while having the
power to borrow an additional £80,000,000 a year
the Treasury is also at the same time accumulating
an additional £80,000,000 a year in its trustee
capacity as controller of the Post Office, the
National Insurance Fund, the Unemployment
Fund and the rest, so that in the years 1937 and
1938, while the Government was, according to the
Parliamentary papers, borrowing more and more
for the purpose of armament, it did in fact borrow
nothing at all.

We shall see in another chapter rather more of
the curiously.involved processes of this period, but
the matter must be mentioned here to remind us of
its bearings on the balance of power, and to indi
cate one of the ways in which the new power is used.
When the market can be faced with a borrower who
announces beforehand that he requires £80,000,000
a year for five years and that same market can
thereupon reduce the rate charged for borrowing,
we get a state of affairs about as far removed from
the· natural, the healthy or the sane as anything
well can be. If some political opponent at the end
of 1937 had cared to start the scare that the money
collected for pension~:rs {L,nq the aged and infirm,
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was being spent upon the purchase of submarines
or aircraft, he might perhaps on strictly technical
grounds be charged with exaggeration. It is,
however, difficult to deny that in the curious
arrangements of the times the money collected for
pensions and the money spent upon submarines
goes into and out of the sa:me purse held by the
National Debt Commissioners.

All this brings us back to the age-old question:
(( Does the Citizen support the State, or does the
State support the Citizen? " In the former arrange
ment which. prevailed and served us well up to
I9I4 the citizen made his own markets, and the
Government drew its tolls. At the same time the
Government made such laws as were thought to be
beneficial for the conduct of the Market and the
restraint of abuse. In the latter arrangement,
which seems to-day to be mlore acceptable-for a
very large proportion regard themselves as depen
dent on the State-we have luore laws than ever to
govern what is left of a natural market, and the
Government· is also by far the biggest operator in
the market. Furthermore, while the citizen in
respect of those operations 'which are still within
his own discretion is subject to the laws made by
the Government, the Government itself, the big
gest operator in competition with the citizen,
recognises none of its own laws, and indeed as we
shall see, frequently operates in flagrant defiance
of them.



CHAPTER IX

POLITICAL MONEY

THE year 1937 and thereabouts will stand out in
financial history as a very remarkable period. It
brought us to the end of one chapter, one might
wish the last chapter, in the history-of the·political
effort to control money. For five or six years
previously the Government had succeeded in
imposing a policy of cheap money, and by all the
rules, cheap money having then served its purpose,
the tide or pendulum should have swung in the
opposite direction. But by 1937 the pundits and
professors of the Treasury, for London as well as
Washington has its Brain Trust, had secured so
firm a hold upon the temporary occupants of
political places as to persuade them that a con
tinuance .of cheap money was still desirable.

The circumstances can be stated in terms of
domestic economy. A serious illness had over
taken the national family in 1929-31, the house
hold structure had been shaken to its foundations
by threats of change and new sorts of ways of living
if not indeed of total abolition. In 1931 the doc
tors, in the shape of a National Government, took
control and 1931-6 was an anxious period of
nursing and slow convalescence, ending by 1937 in
a return of some of the old confidence. By that
time however the chemists and dispensers, instead
of working·to the orders of the doctors, had them-
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selves taken control of the situation. They in
sisted on continuing the supplies of pills, dopes and
injections and were in fact in a position to force
these things down the throats of the family, in the
place of the normal meat and drink for which the
convalescents were more than ready.

Or to change the metaphor the 1937 position can
be illustrated from the football field. It is not' so
very long since trade, tlle lnoney trade with the
rest, was supposed to carryon its affairs under the
healthy stimulus of competition and desire for gain,
and the Government was supposed to hold the
ring, to see fair play, and especially to provide for
any of the victims or casualties of the competitive
system. That was certainly the Victorian concep
tion, and we have never vV'holly parted with it,
although the first third of the twentieth century
has held it in small respect. The position reached
in the money market by I937 was that the old
game in the old way was still recognised as more or
less necessary and more or less permissible, but
that the rules had been changed to the extent that
the goal-keeper of one of the most powerful of the
teams had usurped the functions of the referee.

1937 was remarkable because the whole force
and power of the Treasury were exerted to keep
money cheap, and to maintain the machinery of
control, while the natural forces did in fact come
back into play and inflicted a spectacular defeat
upon the dispensers of control. The rate of
interest went up, in spite of all the endeavours of
the Treasury to keep it down. The patient had
actually declined to be fed entirely upon pills and
had begun to enjoy a little natural nourishment.
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The'struggle will no doubt continue, but it has at
least become apparent that the science of control
has not yet been perfected to the point when it can
finally suppress the forces of nature. In 1931 the
disastrous effects of two or three years of political
folly were weighing heavily upon us, and there was
good reason for the application of political power to
force cheap money and thus encourage trade and
industry back to the healthy position of 1929. By
1937 justification of that policy was complete.
The revival of trade, at least home trade, was quite
extraordinary. The number of persons in gainful
employment reached higher figures than ever be
fore, and, more important, a higher proportion of
the total population than at any previous time in
our experience.

This great achievement was accomplished in
spite of new devices in social amelioration that
might have been expected to reduce the numbers in
employment. The theory that necessity was" the
mother of invention, commonly held by our grand
parents, was thought to make us need the spur of
privation and hardship in order to drive us to
work. By 1937 we had to revise somewhat the
severity of that point of view, for while privation
and hardship had been mitigated out of recognition
of their former selves, we still went to work in
numbers far exceeding any previous record. In
those circumstances money ought to have become
dear. The 3 per cent. of the year of slump should
have been the 5 per cent. of the year of prosperity.
Good trade and employment had in fact pushed up
the prices of everything, labour, commodities and
the rest, and should in the natural course have also
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pushed up the price of the commodity which we
call money. Had that happened we should have
heard nothing in 1937 of the risks of boom and the
horrors of slump. The Bank Rate would have
saved us from either.

There has always been a certain amount of con
trol of the money market. The Bank of England
and its traditional ways of working illustrate our
genius for doing things well without saying very
much about them. The J3ank is nominally a
private institution. It acquires a definite status
from being the Bank of the Government. It was
established to take care of the national bank
account, and passed on from that to being the
bankers' bank, acting as the clearing house for all
the trading banks which served the public. Tak
ing those responsibilities seriously, actuated by
those high motives which are always, with us,
associated with status and position, the Bank of
England developed a moderate system·.of control
of the money market which for a century and more
kept us on an even keel, and enabled money to
become the universal civiliser. The rest of us, not
only here but all over the V\Torld,were able to go
about our business and do our share of the pro
cesses .0£ modern civilisation, confident that while
other things might have their ups and downs,
money would remain comparatively stable, steady
and reliable.

The Bank· of England's control of the money
market can be described in a ~[ew sentences. When
lenders were more numerous than borrowers it put
the Bank Rate down,·thus discouraging the lenders
and encouraging the borrowers. When theposi-

H
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tion was reversed it put the Bank Rate up with
corresponding effects in the opposite direction.
Every Thursday morning a crowd of messengers
could be seen standing at the corner of Princes
Street and Lothbury waiting for the decision of the
Court of the Bank, and the moment that the rate
was posted on the ~ank's doors those messengers
would race to their respective offices, so that with
in a few minutes the whole world would know that
the Bank of England rate was unchanged, or had
moved up or down a t per cent. Thus by midday
on Thursday the world-and it is important to
remember that we were responsible for the whole
world under those arrangements-knew that money
was in greater demand and could judge that
orders were plentiful, trade was on the move,
prosperity was not in jeopardy.

It all sounds very simple, even paltry. Twenty
or thirty messengers, most of them in top hats with
brass buttons on their coats, standing about in the
rain. A gorgeous beadle with a little piece of
paper, pinning it up on the Bank door, and the 1
per cent. per annum alteration in the price of
monetary accommodation. And yet on that very
simple incident millions of commercial travellers
spread over far-away lands would find buyers cheer
ful and depressed by turns, and trade and industry
were able to resist the tendency to excess in either
direction. This is the sort of story that can be
written with the period 1932-37 in our minds. We
must be fair and recognise that such a story could
not have been written with the same enthusiasm in
any period before the War, for notwithstanding the
Bank of England and its gentle control of monetary
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forces, there were ups and downs, slumps and
booms, periods of distress and periods of prosperity.
Those inconveniences were very properly the
subject of much discussion and criticism, but since
then we are in a position to smile at that criticism
for we know from bitter experience that the appli
cation of exotic economic and political theories,
so far from· removing those inconveniences, has
made them immeasurably 'iVorse.

But the control of the Bank of England over the
money market was· not limited to the adjustment
of the Bank Rate. There 'was the further device
of the sale and purchase of securities. Here again
a highly complicated and very technical matter is
capable of fairly simple general explanation. The
Bank of England under the authority of Parlia
ment issued bank notes. It was empowered to
issue a limited number of notes known as the
fiduciary issue without any backing. The fidu
ciary issue at the moment of 'writing is£zoo,ooo,ooo.
Beyond that figure it could only issue notes if it
held in its strong rooms either gold or securities to
the amount of the notes so issued. The traders of
the world secured their mloney from the Joint
Stock and trading banks, but the banks could only
lend a proper proportion of such money as was
deposited by their customers with them. When
therefore there were more demands upon the banks
than the banks could satisfy, the Bank of England
would buy securities, and in their place put nloney
into the market. To be specific, the National
Provincial Bank, holding a mass of securities
bought with money for which a few weeks previ
ously there had been no call, would sell those
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securities to the Bank of England which under its
powers would then issue to the National Provin
cial Bank notes properly covered, put the National
ProvincialBank into funds, and enable it to satisfy
the needs of its customers. When the customers
had no further use for loans the money would
return to the National Provincial Bank, which
finding itself with superfluous funds would repur
chase the securities from the Bank of England by
returning the bank notes, and the currency in
circulation· would in that way be temporarily
reduced.

These two devices, the sale and purchase of
securities and the movement of the Bank Rate,
sufficed between them to keep money compara
tively steady, and although we used to get excited
about a ! per cent. one way or the.other, the finan
cial course of those days was as smooth as glass
compared with the stormy billows experienced
since political control effaced the Bank of England.

The Bank of England might be compared with
the brake of the motor-car or with the pedal on the
piano, and worked much in the same way as those
useful and harmless mechanisms. It worked with
almost complete lack of personal interest, and
there was never anything worth consideration in
the make-up of the Bank which could be described
as personal, selfish or unsocial. Now, thanks to
1932-37 and our Treasury· Brain Trust, the Bank
of England has for practical purposes almost gone
out of business, and its beneficent control has been
supplanted by a sinister mechanism which works,
not for the benefit of the trade of the world, not
with the object of keeping the course of money
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even, but with the deliberate. purpose and almost
the only purpose of facilitating the work and opera
tions and machinations of governments.

This is an enormous change, a tremendous step
towards Socialism, a revolutionary alteration which
has-been accomplished in the name of a National
Government, and under an umbrella which was
opened to shield us from. Socialism. Whereas the
Bank of England served to keep a healthy respect
for money in the mind of the Government as in the
minds of all the rest of us, now the Bank has been
reduced to the position of a part of the machinery
for the manufacturing of political money in any
quantity that may be required for any government
purpose, and with a minirrlum of respect for the
needs of the rest of us for genuine, satisfactory
money on which the affairs of life can be founded
with confidence. We are inclined to be critical of
the Fascists in Italy or the l~azis in Germany, who
in the name of Anti-Comrnunism have imposed
upon those countries many of .the worst of the
horrors of the communistic system. We should in
justice remember that w'e ourselves have adopted
many of the errors of Socialism, in pursuance of an
avowed purpose to defeat the Socialists.

To justify these general charges it is necessary
to bring evidence in sonle detail. We must pro
ceed to inquire in individual cases how the money
game has fared since the ~rreasury became both
goalkeeper and referee.

The Commonwealth of Australia has beel1
founded and financed with London money. By
the rules Australian credit should be measured by
the weight of Australian debt, that is to say,when
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Australia wants little money she should be entitled
to have it cheaply, and when she requires a lot of
money she should be required to pay a rather higher
rate for it. The money lent is secured upon
the wealth of Australia, and the debt·should not
increase at a greater rate than the increase in
wealth. If the proportion of wealth behind the
debt is diminished, the debt is less secure and the
rate of interest charged requires to include a larger
sum for depreciation, so that in the end the 3 per
cent. of true interest and the capital may be
returned to the lenders. We must never forget
that capital is always depreciating. Capital
values are always being lost, and always requiring
to be renewed.

In the post-War period Australia, following the
example of the Motherland, has rushed into
political expenditure. By 1937 the total of .the
funded debt of the Commonwealth had risen to
£200 per head of the population, that is to say, to
the amount of the average year's wages of a London
'bus conductor, for every man, woman and child
to be found in the backwoods anywhere on that
extensive continent. The hope which the London
'bus conductor can reasonably entertain for the
ultimate repayment of his Savings Bank account
or his National Savings Certificate rests, in part, on
the ability of some infant in the wilds of Western
Australia to produce £200 on the maturity of the
many spectacular Australian loans. That was the
situation when, in November 1937, the Australian
Government floated on the· London Market a loan
for eleven millions of money. By any rules under
stood by anybody who knows anything about
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money, 5 per cent. would have been a generous rate
at which this accommodation might have been
granted. Instead we find the Australian loan
foisted upon us at the absurd price of 31- per cent.

The illustration helps our argument in another
way, for it will be seen that the practice and theory
ofcontrolhavebeenextendedbeyond ourowndomes
tic needs. Started with the notion that it would
solve our employment problem, it is now used to
undermine the little .estate of the London 'bus
conductor, for the benefit of the political reputa
tions of those who are seeking the suffrages of the
Australian electors. At the risk of being technical
we must look a little more closely at the Market
situation in November 1937. Employment,
commodities, trade, as we have noted~ all up,
security prices as a whole obeying the laws of
nature and going down. Great industrial con
cerns doing better and therefore being in a position
to make a better return to the investors. But,
standing out miles apart from this natural posi
tion, gilt-edged, which should be spelt "guilt,"
actually rising, actually returning rather less to the
investor than before. This wholly unnatural,
entirely improper, position was forced upon us by
the Pooh-Bah of modern finance for'the benefit of
the Australian politicians.

By recent operations Australia has saved
£3,000,000 per annum in interest. That, however,
is not the whole story, for we have also adopted the
curious notion that commodity prices should be
managed; with the difference, however, that while
interest rates are managed downwards, commodity
prices are managed upwards. Thus, for the export
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of a given quantity of wealth to Australia, we have
ourselves arranged to receive astnaller return of
wealth on Interest account, and also to reduce our
rightful dues still further· by bolstering up the
money value of the smaller quantities. Such
movements are inconvenient when they arise from
the natural workings of the Law of Supply and
Demand, but in that case, at least they check and
correct themselves~ Our management of money
is advocated as a way to save us from the rigours of
the natural law, but it would appear that far more
inequality, indeed injustice, may result from the
strange modern conceptions of the proper func
tions of a National Treasury.

We hold no brief against Australia, and if her
managers have been wise enough, or clever enough,
to take advantage of the folly of ours, she can
hardly be blamed.

The Money Market is obliged to consider its
daily needs, and being only. the medium between
the borrower and the permanent investor, may not
always attach enough importance to the ultimate
worth of a loan. Genuine long-term investors are
in a very different position. Public Borrowings
are now. of two kinds-·borrowing for new require
ments,. and borrowings to replace maturing debts,
and it is noticeable how, especially with our local
authorities, old debts almost always seem to
require to be renewed. One sometimes wonders
what has become of the revenues which at the time
of the original borrowing were held up as the
certain means of repayment, and of the Sinking
Funds arranged. for the amortisation of these
Loansi'
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A case in point is provided by the recent raising
of £ro,ooo,ooo at 31 per cent. by the Government
of the Dominion of Canada. Part of the excuse
for this flotation was the maturity of the 31- per
cent. Loan of r888. Under the influence of a
Cheap Money policy, the Government of Canada
thought it necessary to do no more than mention
the simple fact that the Loan of r888 was about to
mature.

On reference to the. Prospectus of 1888 a curious
story unfolds itself. Messrs. Baring Brothers
arranged a Loan on Fifty Year Land Grant Bonds
of the Canadian Pacific Railvvay to be repaid out of
the proceeds of lands. The C;overnment of Canada
guaranteed interest on the Loan and accepted
the position of Trustees, the Prospectus stating
that :-

"The Trustees for the bondholders will be the
Minster of the Interior for the time being, or such
other Minister as the Dominion Government shall
name, and two other persons approved by the
Dominion Government."

It went on to say that
" the net proceeds of the sales of the said lands shall
from time to time be paid over to the Government
... to constitute a fund to be set apart and held by the
Government exclusively for the purpose of satisfying
the principal of the said. bonds."

Those very rigid conditions have been fulfilled
and this money raised in r888 has been repaid in
full to the·Government of Canada, acting as Trus
tees for the Lenders who accepted Messrs. Baring's
invitation fifty years ago. Under management
the Public Finances in Canada, as well as at home,
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are able to escape the obligations and safeguards
common to ordinary finance, and so the Dominion
Government, as Trustees, having received the
whole of the money on trust, and being under the
most specific obligation to hand it over to the
lenders, is able to come back to the same market
and, without questions being ~sked, proceed to
borrow fresh money, they having applied these
Trustee Funds to other purposes in the meantime.

In justice to Canada it should be said that there
is nothing exceptional about this particular loan.
It is selected as a typical example of public borrow
ing, to show how the forcing of 'a borrowers'
market tends to weaken the safeguards formerly
thought to be appropriate to the high standing of
public finance.



CHAPTER~ 'X

DEMORALISINGTE[E MARKET

THERE are certainly a: thousand books in circula
tion telling us all about the evils of capitalism.
We have no lack of information as to the cheating
that went on under a system. of private enterprise.
It might however now be remarked that while
some private capitalists may have cheated one
another, the Government capitalists cheat every
body, and that the business of cheating has indeed
been completely nationalised. It is quite impos
sible within the limits of a short and popular
discussion to attempt more than the broadest out
line of the Pooh-Bah Treasury operations which
have characterised the years 1932-37.

Private finance was the subject of a good deal of
carefully devised legislation; amongst many rules
and regulations it was laid down as a crime for a
company to deal in its own shares. Such a
proceeding meant jail for the directors of a com
pany, and very properly so. If it were possible for
a company with a good reputation and a high
price for its shares to sell those shares on its own
account prior to the issue of an unsatisfactory
report, all confidence in cOlnpany finance would
disappear in an instant. This· salutary rule,
strictly applied to every Hon·-official security upon
the market, has been calrrlly ignored by those who
would have us believe that our monetary affairs
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are safe in the hands of a secret junta of theorists
who meet somewhere in the recesses of the
Treasury, and, while wielding power beyond the
dreams of the most ambitious of boards of directors
are subject to none of the restraints or penalties
associated by law with the office of a director.
These people have pounced upon machinery
devised for the convenience of the public and
provided with legislative safeguards for the security
of the public,and have used it for the convenience
of the new trade of governing, while ignoring all
the legislative safeguards under which the more
honest work of the world has to be carried on.

The story of 1932-37 in rough outline starts with
the great Conversion operation of 1932. That
operation necessitated a number of special restric
tions, which were accepted and tolerated to make
it possible, but have since been continued to a
point where they threaten our prosperity. The
Government itself has now a very minor interest in
cheap money. There is the matter of the Treasury
Bills, some six or seven hundred million of which
are always· on the market at a nominal rate of lOS.

per £100 per annum. Dear money would alter
that rate, and would cost the Government a few
millions a year-.a· mere trifle when regarded .. in
relation to the great issues at stake. If the
Treasury Bill rate went to 2 per cent. the National
Budget would be charged with about as much as
would keep the London County Council going for a
fortnight. Apart from Treasury Bills which
require to be renewed periodically, Government
Loans are placed, the rate of interest is fixed and
dear money would depress the price of these



Demoralising the 1Market 117

securities, thus bringing joy' to the heart of a
Gladstone who would be thinking of the advantage
accruing to his Sinking F'und. But management
having got into the saddle, Pooh-Bah having
tasted power, the abuse continues, and is likely to
continue until either sufficient damage has been
done, or the public has awakened to its dangers, or,
as is more probable, both events have happened.

We remarked above that the present position
may be likened to a game of football in which the
goalkeeper of ·one side had also usurped the posi
tion of referee. We have seen how side by side with
the development of control, the Government has
itself become possessed of new and greater invest
ing powers. The social services have put this
power into the hands of the l~reasury. By the end
of 1937 a thousand millions of Government
securities were actually ow'ned by Government·
departments. Here is the list :-

Post Office Savings Bank .
Trustee Savings Bank .
National Health Insurance Fund
Unemployment Fund
Treasury Pension Fund . . . .
Fiduciary portion of Bank of England note issue .

£
· 45 1 ,000,000
• 130 ,000,000

• 122,000,000

43,000,000

19,000,000

• 200,000,000

In addition there must be added the secret
£550,000,000 of the Exchange Equalisation Fund,
about which so little is at present known. To get
this picture into that perspective we so constantly
emphasise, it should be noted that at the end of
1937 the total investments of all the clearing banks
amounted to only £639,000,000 or less than two
thirds of the securities held by Government
Departments.

Having these figures in our minds, consider the
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position of the widow with her little capital and her
investment problem. The widow has always been
a popular figure in political discussion. She was
for many years the catspaw of the brewers,
subsequently she was borrowed by the early
advocates of social services, but whatever the
cause she has always been a popular political plat
form figure. This poor widow is considering
whether or not she shall invest her £100 in War
Loan, Conversion Loan, Consols, and the rest.
She goes to her stockbroker and inquires the price.
She is, poor soul, still under the impression that the
price is' regulated by the demand from other
widows for this' class of investment, and she makes
her investment, parts with her precious money, in
the fond belief that when a little later her executors
will pass it on to her favourite niece, the same
amount of money will be available. That is the
sort of problem with which widows have struggled
ever since there was a Money Market. Many a
poor widow has been misguided into speculative
shares only to find that her hopes have been
falsified, but no widow until recently has ever
thought it possible that her savings in the Funds
could be subject to any such doubt or risk.

Such confidence was built upon a state of
affairs which has been entirely destroyed by the
modern control of finance. Government depart
ments are able by the purchase and sale of
their own securities to make the price of Gilt-edged
almost what they like, while denying the law of
supply and demand they are able to do their own
supplying or demanding at their pleasure and price,
having the rest of us almost entirely at their mercy.
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The gilt-edged market, once the aristocracy of the
whole society of money, has ceased to be a market
at all, and is a mere playground for the experts in
graphs and charts and theories and the jugglers in
index numbers who have between 1932 and 1937
taken complete control of the situation.

Control is drifting into a new set of difficulties.
Experimentalists have to learn, and political
management is in the experimental stage. The
City, where the management: of money is a highly
perfected science, has no doubt of Pooh-Bah's
future difficulties, but the Treasury is not so well
informed. There is at this moment in the Treasury
itself a conflict of interests wholly incompatible
with any sound theory. The Government is in
possession, as we have seen, of forty-three millions
of money belonging to the unemployed and nine
teen millions belonging to the Treasury pensioners
and prospective pensioners. As Trustees for these
unfortunate and dependent people it is the plainest
duty of the Government to secure the best possible
return upon these Funds. A rise in the rate of
interest will enable the Government as Trustees for
these people to deal more kindly with the un
employed or improve the income of a pensioner,
and make the position of both the Trustees and
their dependants more secure. But Pooh-Bah is
actually using these Funds in pursuance of the
Government policy of cheap money to depress the
rate of interest, and to decrease the income of the
unemployed and the pensioner. Management may
do all sorts of wonderful things, but it will indeed
have to succeed in creating an entirely new world
before it can at one and the same time diminish the
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income of the pensioner and improve his status and
comfort.

That simple illustration brings o-q.t the artificial
nature' of the whole curious 'business and will
surely make it clear that the future of society can
not be regarded with indifference if we continue to
allow its foundations to be undermined in this way.
The reader, who is assumed to be the general reader,
is not expected to be familiar with the technicali
ties ofhigh finance, but to justify the above general
strictures still more illustrations must be given.

Between November 1932 and April 1937, there
were seven issues of British Government Loans,
and the following list gives the amounts and prices
of each, together with, in the last column, a ,note of
the market price at the end of June 1937. The
first two of these issues were made in accordance
with the rules and in the circumstances take their
place in the long list of Government securities as
genuine Gilt-edged. The last five can claim no
such quality. Four of them stand well below their
issue price, and leave in the mind of'the market an
uncomfortable suspicion of manipulation if not
trickery.l

In each case the price was fixed above the market
level, that is to say the rate of interest offered was
lower than that obtainable on other similar securi
ties. These issues were the prize products of those
Treasury pundits, who imagined at that time, and
some of them still imagine, that the rate of interest
and the price of securities can be controlled in
obedience to the political desires of government.
In order to maintain this 'point of view processes

1 See table on opposite page.



ISSUES AND PRICES OF BRITISH GOVERNMENT LOANS, NOVEMBER, 1932-ApRIL, 1937.

Price at

June 30th, 1937.

£3°1,839,77° issued in November 1932 at 97t 98

£55,000,000 issued by weekly tender at prices

ranging from £94 I IS. 9d. for the first issue in

IVlarch 1933 to £92 9s. 3d. for the last issue in

lVIay 1933

£15 1,000,000 issued in September 1933 for

conversion of Treasury Bonds and cash at 94 95:t

£152,366,160 issued in April 1934 at 98 93

£200,000,000 issued in December 1935 at 96t 85!

£100,000,000 in December 1935 at 98 99!

£100,000,000 issued in November 1936 at 98t 90

(1) Conversion 3 per cent. Loan 1948-53

(2) Conversion 2t per cent. Loan 1944-49 •

(3) Funding 3 per cent. Loan 1959-69

(4) Funding 2t per cent. Loan 1956-61

(5) Treasury 1 per cent. Bonds 1939-41

(6) Funding 2!- per cent. Loan 1952-57

(7) National Defence Bonds 2t per cent.

1944-49 • £100,000,000 issued in April 1937 at 99! 96
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were adopted which call for drastic criticism. For
example, each of these loans was advertised and
offered to the Market in the usual Market manner,
and in each case an announcement was made that
the Loan had been subscribed. In no single case
was that statement true, if the words used were
intended to convey to the Market the impression
with which they had always been associated.
Each of these Loans was put out at a price above
the Market level, in each case with the desire to
give the impression that money was cheap and
would become cheaper. Remembering what we
have already discussed as to the influence of Stock
Exchange happenings upon all the little dealings of
all the little people of the whole world, these Loans
taken together may be described as a huge bluff, a
tragic try-on, by the Treasury in the interests of
socialistic planning and modern management.

If we take the case of Number 6 in our list,
Funding 21 per cent. Loan 1952-57, £100,000,000
of which was issued on November 19th, 1936, at
98!, we shall have sufficient evidence for the pur
poses of our argument. On November 19th The
Times in its City Notes purporting to express the
view of the City, but really acting in its other
capacity as the mouthpiece of the Government
said:

" ... There was a general endorsement of the view that the
Treasury were well-advised to undertake the operation at
this juncture ... the market nowadays promises stability
rather than excitement. The fact that the new loan is
offered at a discount will attract subscriptions.... The
new stock seems definitely preferable ... for not only has
it a life shorter by four years, but it gives a flat yield which
is 2s.per cent. higher."
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That was The Times on the morning of issue,
November 19th. Here is what the same newspaper
said on the 20th, when the Treasury were faced
with the necessity of beginning to hedge :-

" The subscription lists for the issue of the £100,000,000

Two-and-Three-Quarters per Cent. Funding Loan, 195z
57, offered at the price of 98!,. which were opened yester
day n1.orning, were closed at ILlS a.m. vVe understand
that, as expected, a good response was made to the issue,
especially by those to whom it was specially designed to
appeal-namely, institutional investors such as banks,
discount houses, and the like--but there was also a large
number of applications from private investors. Letters
of allotment were posted last evening, and dealings in the
new loan will begin to-day.... In view of its attractions in
relation to comparable securities in the Gilt-edged market,
the new loan may be expected soon to rise to a small
premium."

That slight lowering of the tone of The Times on
the 20th seemed by the morning of the 21st to need
a little official correction, and so next day The
Times made the following announcement, and this
is the most important of them all :-

"Dealings in the new £100,000,000 Two-and-Three
Quarters per Cent. Funding Loan began yesterday· at
about par.... Allotments showed that applications for
amounts up to £5,000 received allotment in full, while
applications for amounts in excess of that figure received
about 88 per cent."

We must jump from ]\fovember 21st, 1936, to
May 1st, 1937, when the next operation, the
National Defence Bonds~, 2·~ per cent., 1944-49,
was undertaken. The Tin~es published a long
apologia for this loan, and in order to bring out its
qualities felt itself free to tell the truth about the
previous issue. Referring to the 2! per cent.



124 DeU

Funding, 1956-61, and the 21 per cent. Funding,
1952-57, this is what appeared in the City Notes:-

" The public departments, it is understood, had to take
up a substantial amount of both these loans, and clearly
they have also had to take up a substantial slice of the
National Defence Bonds."

To make the outrage of these proceedings clear to
the mind of the reader unacquainted with the
technicalities of Stock Market procedure, award of
explanation must be given. When a new loan, for
say a million, is issued, it never happens that
applications for exactly a million are received. If
the applications fall below the million then the
newspapers report that underwriters were ".left"
with 10, 27, 32, or whatever it may be, per cent.
When, however, applications exceed the million
offered, the issuing house has to decide how the
applications shall be dealt with. It is commonly
thought to be wise to spread an issue over as many
investors as possible, and for that reason it is usual
to allot in full to all the smaller applicants. If the
demand for the loan is really heavy it may be
decided to allot in full to all applications up to
£500, to give 50 per cent. to all those between
£500 and £5,000, and to give 30 per cent. to those
above that figure. In some such way as this jus
tice will be done as between various applicants,
and the loan will be safely placed in quarters where
it is more or less likely to remain. That is the
usual practice, and from it this irrefutable point
emerges: when the public is told that " applica
tions above £5,000 received about 88 per cent.",
that statement is, for market purposes, a cate
gorical assertion that the stock has been over-
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subscribed. Therefore on the morning of November
21st, 1936, the Stock Exchange, the public and the
world at large were deliberately led to believe that
in response to the British Government offer of
£100,000,000 2! per cent. at 98!, something more
than £100,000,000 of money had been offered by
the ordinary investor, and that the demand was in
fact greater than the supply. Nothing more
definite could be said about the matter. No one
with knowledge of monetary procedure could
draw any other conclusion from the announcement
in The Times of November 21st, and yet such a
conclusion had, in fact, no truth in it. If, and this
can never be known, the 'Treasury had the imperti
nence or immoral courage to scale down the appli
cation of some private investor for more than
£5,000 of the loan, in order to cover up the deceit
of over-subscription, the scandal becomes all the
greater.

What is more likely to have happened is this.
The lists were opened on the morning of the 20th
and were not closed until 11.15. A peep behind
the scenes might have shown the Treasury officials
ringing up their Post Office or Unemployment or
Pension colleagues, and browbeating them into
large applications. That would be about 10

o'clock. These official applications were arranged
on a scale calculated to provide the £100,000,000
in the course of the morning, for a Government
loan could not remain open more than a few hours
if appearances were to be maintained. These
interlocking arrangements having been made, say
by II o'clock, further applications from private
victiIns arrived between II and 11.15, so that on
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the closing of the lists at 11.15 the Treasury may
perhaps have been able to scale down the applica
tion of one of its own sub-sections to 88 per cent. of
the amount·which it had itself dictated, and which
never was, in fact, an application in the genuine
sense of the term.

Following the matter through its subsequent
stages we find one of these Treasury departments,
say the Trustees Savings Bank, subscribing for
Funding 21 per cent. at 98i in November 1936, and
then steadily selling to the Market at prices on a
descending scale, until by the end of June 1937
it was rid of the stuff at 90.

The story of the five loans taken altogether is a
story of disaster, they have simply damaged the
prestige of the Gilt-edged Market. The old
stories of corners in wheat and rings in other com
modities are reduced to paltry insignificance by
the new story of a National Treasury using
£1,000,000,000 of Social Service Funds to rig the
market in its own securities.

There are those who are prepared to justify all
these novel proceedings. They say that it is
proper for the Government to put out a loan at 98l,
entice a few innocent investors to buy at this price,
force the rest of it upon other Government depart
ments and then sell to wiser investors at go.
These defenders of such· curious proceedings see no
wrong in the State taking advantage of such faith
in it as may still remain in the breasts of those who
do not know. When it is pointed out to these
same management enthusiasts that the Post
Office Savings Bank may be a heavy loser by these
operations, they declare that Government finance
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must be considered as a whole, that a loss to the
Savings Bank is balanced by a gain to the Treasury,
and that there is therefore nothing to worry about.
The argument assumes one big Government
account, and leaves out of consideration the con
flicting interests of Post Office depositors, pen
sioners, unemployed, tax collectors and the rest.

It also ignores the wholesale demoralisation of
the Market brought about in this way: Pooh-Bah,
lending to himself, pretends that the rate he fixes is
the market rate. He plays these tricks with trus
tee money, and deliberately puts every other
trustee in the world in serious difficulties. In
addition he introduces into the free and open
natural world of money a process which can best be
described as inbreeding, and does in fact weaken
the Market as a whole and tend to destroy that
confidence on which alone the Market, and all of us
who depend upon it, can continue to exist in
comfort.

It is no wonder that these processes have to be
conducted in secret. It took, as we have seen,
nearly six months, froml November 19th, 1936, to
May 1st, 1937, for the trutll about the 21 per cent.
to emerge; all this, it should be noted, in direct
and striking contrast to the well-established
traditions of a market that has always lived in the
limelight.

It may be said, and said with truth, that we are
not so bad as others. We carryon, and carryon in
comparative comfort because our degeneration has
not been so rapid and our processes not so crafty
or grafty as those of som.e foreigners-surely a poor
satisfaction to a money IIlarket which until now



128 Debt

has always been the only money market in the
world that could be trusted. We have not, for
instance, reached the plight of the French, who in
February, 1937, borrowed 4.2 milliards of francs in
the London Market, paying £40,000,000 of sterling
for it, and had in November to repay 5"9 milliards
of francs to discharge the loan. A 25 per cent.
interest in francs is the heavy price which France
pays for the services of its official money manage
ment.



CHAPT]~R XI

FOREIG1'f DEBT

IT is to the Jews that we o'we the advantages of
international finance. 1'he one great gift to
progress made by the Jews is to be found in this
field, and in parenthesisJ• the biggest of all the
many doubts about the new ideas on which modern
Germany is founded arises from her determination
to do without the Jews. The explanation of the
pre-eminence of the Jew in international finance is
a very simple one. The nationality of the Jew,
except perhaps in England and America, is a
secondary consideration "lith him. With us he is
first of all an Englishman and secondly a Jew, but
elsewhere political instability has made nationality
less of an asset, and the Jew is first of all a Jew and
secondly a Frenchman or a Dutchman or a German.
A people without a country have escaped some of
the limitations of nationalislIl, and a Jew will trust
a Jew more readily than a Frenchman an English
man or an Italian a Spaniard. The Jews may be
said to constitute a special sort of League of Nations
of their own, resting not upon paper formulae but
on the firmer foundation of a natural ability to
understand and trust one another. We need go
back little more than a century to find families of
Jews, not only the great houses whose names are
household words, but many thousands of unknown
Jewish families spread all over the world,

129
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serving the manufacturers and traders of the
world by reason of the credit or confidence which
was and still is their speeial contribution to pro
gress.

Two brothers, one in Hamburg and the other in
London, were able to run a joint account, neither
of them questioning the good faith of the other,
but each of them making a special study of the
trading credit in each place. It is inconceivable
that the manufacturer of some new commodity
located in Milan or Pittsburg or Glasgow can ever
be in a position to give credit to buyers in any part
of· the world, on the mere strength of his own
knowledge of those buyers, but the Jew in Milan,
Pittsburg or Glasgow, manufacturing nothing and
dealing only in credit, was able to arrange the
finances of the manufacturer and the buyer and
thus perform perhaps the most important of all the
many functions essential to the conduct of inter
national trade. Isaac in Melbourne could give
credit to or ask credit from Reuben in Chicago,
with as much confidence and as little worry as
Smith the baker of Puddlecombe would transact
similar business with his neighbour Brown the
tailor.

Although Reuben and Isaac have long since
disappeared as individuals the great banks and
discount houses, with their branches everywhere,
are the lineal descendants of the personal businesses
founded by the Jews, and possess and maintain to
this day a network of well-founded confidence and
trust, such as can never be associated with any
political institution or any sovereign state. In
public affairs the interests of nations are apt to
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clash and the insolvency of an unfriendly power
may be something to desire" In finance the con
tinuing prosperity of the other party is always a
principal consideration.

There appeared recently in the City Notes of
The Times, three' paragraphs under the heading
(C Britain's Greatest Industry" which epitomised
the present position of the borrowing and lending
business as between nations:-

Foreign investment is this country's greatest single
industry. In round figures something like one-twentieth
of the national income is derived from interest and divid
ends on investments abroad. Even this underestimates
its relative importance. The income from oversea is
tangible and net. In respect of a large part of the income
from horne investment there is an element of pyramiding.
Foreign investment ought to be an expanding industry.
The age distribution of the population is changing. A
fall in numbers is more than a possibility over the next
decade. Therefore the burden of horne production pro
mises to fall on fewer and fevver shoulders. In short, the
dependence of the nationa1 economy on the receipt of free
imports by way of return upon capital lent to foreign and
Empire countries is likely to increase. Foreign invest
ment unfortunately is a declining industry. The import
ance of maintaining this country's capital abroad should
not need emphasis. That it still does, however, has been
shown by the belittlement of the concern voiced a short
time ago by Sir Robert :Kindersley at the evidence that
British capital invested oversea has actually on balance
been reduced during the past two years.

The Economist, in a special supplement with this week's
issue, and the Westminster Bank, inits November Review,
have both taken the occasion to answer some of the objec
tions which have been raised against a resumption of
international lending. It has been said that oversea
investment is too precarious and involves a greater risk of
loss of capital than investment at home. The Economist
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throws doubt upon the validity of this. On the average
over· a long period of years a figure of ! per cent. per
annum, it suggests, would probably cover the default and
other capital losses on oversea investment, making, with a
rate of I! per cent. for redemptions and repayments, a
total" wastage of capital· abroad "of· about 2 per cent.
per annum.

The average rate of income on oversea investment has
probably varied between 5 and 7 per cent. Excluding
British Government securities, on which the return is
scarcely comparable, The Economist does not think that a
much better experience could be shown to apply to capital
invested at home. Nor does it agree that the present
indications point to a scarcity of loanable funds or to a
dearth of credit worthy borrowers. Though private 'sav
ing has fallen off, corporate saving is probably higher to
day, it states, than it ever was. Fear of war may have
barred certain potential borrowers, but a large area
remains, including the British Empire, to which such
considerations hardly apply. Unless British capital
abroad is maintained intact, the writer envisages the
necessity sooner or later of a readjustment of the whole
structure of British industry and of the national standard
of life. The Westminster Bank makes the point that if
the risks of home investment are smaller, it is also true
that on the average the profits or returns are lower than
those of oversea investment. Even if the removal of the
present semi-official restrictions on foreign lending
released but few issues which are now prohibited, it would
still be worth while, states the bank, as a significant indica
tion of restored confidence.

It is unnecessary to remind the reader that
international trade, as distinct from home trade,
can only be settled in gold coin or bullion. The
manufacturer who delivers a railway engine to the
Argentine would find himself in difficulties if, in
return, he had to accept .a trunk load of paper
pesos. These pesos are good currency within the
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territory of the Argentine but are quite unsuitable
for the payment of wages or the purchase of
material in Wigan. It is therefore necessary that,
in theory at least, gold should be transferred from
the Argentine to Wigan to make the railway engine
account balance, but in practice the Jews and their
successors have almost eliminated this troublesome
and expensive practice. The, pesos belonging to
the engine maker of Wigan remain in the Argen
tine, in the care of one of the banking houses, and
are used to pay SaIne Argentine farmer for a ship
ment of beef, while the sovereigns of the beef
importer here are taken by the banking machine,
and used to satisfy the clairn of the engine maker
in Wigan. That is to state the matter in its very
simplest terms, for nothing so simple ever happens
in practice. The claims on pounds, pesos, marks,
lire or any of the other currencies are reckoned up
by the bankers, one against the other, and only
when the claims on some particular currency, in
total, tend to become excessive, is gold shipped to
rectify the balance.

We must trouble the reader with a little table to
convey an impression of the way in which this
highly skilled business has been affected in the
last twenty years.

The table compares the total import and export
of goods or merchandise into and out of Great
Britain with the total inlport and export of gold,
bullion and coin. It will be seen that in 1913 for
every £ of trade transacted IS. Sd. worth of gold,
bullion and coin was moved in or out of the coun
try. By comparison in 1935 for every £ of trade
done no less than 6s. gd. worth of gold, bullion or



134 DeU

coin was actually shipped to and fro across the
Atlantic and elsewhere. It must be remembered
that the 1913 figures are concerned with trade and
commerce, and are almost, though not quite,
immune from any political influence or any govern
mental interference. By comparison in 1935,
while the trade figures were subjected to all those
modern devices of agreements and quotas, with
which we are familiar, yet they do represent indivi
dual trade, but the bullion figures are, for the most
part, the result of political activity :-

1935
------------ ----------1-------

Gold, Bullion and Coin

Imports
Exports

Total

£
59,533,549
46,087,359

1°5,620,9°8

£
244,091 ,330
174,025,439

418,116,769

Trade
Imports
Exports

Total

768,734,739 756,040,537
634,820,326 481,137,°4'7

1,4°3,555,065 1,237,177,584
-------------1--------------

Amount of Gold and Bul
lion for every £ of
trade IS. Sd. 6s. 9d.

Our table is misleading unless we ren1ember that
it is only part of the story. In 1913 we were the
bankers, insurers, and shippers of the world, so
that the IS. Sd. worth of bullion covered all the
transactions arranged through us by all the
traders of all the world who took advantage of
London banking facilities. It is ,probable that not
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more than the odd Sd. of our IS. Sd. was actually
wanted to do a £'s worth of our own import and
export of merchandise, when the private debt
system was working smoothly.. Now that banking,
insurance and similar services for the world at
large have been reduced to the merest shadow of
their former selves, and our own trade is so
thoroughly wrapped up in red tape both here and
in the markets overseas, it probably needs the
shipment of 5s. worth of bullion to do a £ of trade.

Our table needs correction from still another
point of view. The difference in price levels and
the values of.the currencies mlakes the comparisons
unreliable. If we consider the volume of trade
rather than its money value, and remember that
perhaps double the human comfort in the shape of
commodities was contained in the 1913 figure than
is to be found in the 1935 figure, the change that
has taken place is really startling. It may well be
that in 1913 the same amount of comfort was
obtained out of the movernent of 2!d. in gold and
bullion that now requires no less than ss. worth
of the same cumbersome process.

Before the War, by and large, no Government
owed another Government anything. The indem
nity arising out of the Franeo-Prussian War was
settled within a year or two, by the transfer of gold
from France to Germany. There was, of course, a
certain amount of Government borrowing, but even
the wildest of political financial transactions always
had a sane responsible individual at the other end
of it. The Argentine Government borrowed from
the individual investor in ]~ngland, and the British
Treasury had no direct interest in the transaction.
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So it was in every country, and between all coun
tries. It may therefore be said that international
money, so far as it represented goods and services,
was of that good quality which can only arise from
the backing of individual responsibility. That
part of international finance which was concerned
with governmental borrowings was at least half
good, because the lender in all these cases did in
fact put up actual values represented by his own
personal savings from his own personal surplus.

Since the War the position is entirely changed.
Governments deal with Governments. Transac
tions as between Treasuries in London, Paris, New
York and elsewhere reach figures which were be
yond the dreams of the practical people who
arranged the exchanges of the world, when the
world was interested in trade alone. These Trea
suries are free of the obligation to relate their money
to goods, services and real values, and we have seen
how in America, France, New Zealand, to name
only three of many instances, governments have
exercised their sovereign powers to declare that the
price of gold in their currency should be reduced or
increased, halved or doubled, and have thus
altered the whole of the foreign debt position by a
stroke of the political pen.

We need look only at the case of the American
Debt. Mr. Baldwin agreed the figure at roughly
£1,000,000,000, and we proceeded for a few years
to pay a few millions in interest and sinking fund.
But-such are the inherent weaknesses of political
finance-at the end of a very short time, we found
that the more we paid the more we owed. The
debt was arranged in dollars, and the American



Foreign I)ebt 137

Government, the worst and least experienced of
all the ·modern money IIlanagers, decided to
alter the value of their dollar. Transactions such
as this have since these days been common form
as between the Treasuries of the world, and the life's
work and savings of everyone engaged in interna
tional trade are constantly put in jeopardy by them.

It is in the study of foreign trade and inter
national finance that can be seen most clearly the
disturbing effects of the interference by the
politician in the day by day '\Tork of those who have
to provide for the material ,veIl-being of all of us.

The destruction of the international financial
mechanism, the borrowing and lending facilities,
which had been built up with such care and effort
over the centuries, dates from the Peace Treaty,
and we must refer back to that disastrous folly to
get the story into perspective. But for Repara
tions, there was no reason "\\rhy in .November 1918
the international financial organisation might not
have proceeded to resum.e its beneficial functions.
Nobody knows to this day what is the total out
standing amount of Reparations, and new agree
ments are still made with Germany patching up an
undefined position, in the hope that a year later
better wisdom may be· found.

Reparations have varied all the way from
the speculative fantasy of Sir Sidney Low, who
declared that Germany was capable of paying
£250,000,000,000, down to Mr. Maynard Keynes'
more modest £2,120,000,000. Mr. Keynes' figure
when first published was thought to be an out
rageous underestimate but has since been dis
covered to be a wild and impossible overstatement.

K
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It will be seen how difficult was the position of any
money market anywhere when figures like these
were left in the air.

The practical difficulties can be roughly illus
trated in a fairly simple way. In 1921 the total of
all the balance sheets of all the London clearing
banks was £2,006,700,000. This is the first avail
able figure from the official H Statistical Abstract,"
and 1921 is near enough to the date of the Repara
tions discussion to serve our present purpose.
This £2,006,700,000 was the total of the balances of
all of us, representing oursavings, our liquid capital,
our requirements for our week's purchases and all
the rest. Every lOS. note in this huge total was
backed by some tangible value on which some
individual depended. It might be a day's work or
a seat at the theatre, but it really did mean lOS.

in a very practical way to all the individuals con
cerned in the transactions of all the clearing banks.
It was all, for the purpose of our present argument,
perfectly good money. Imagine, then, the effect
upon the economy and well-being of everybody
when the Reparation authorities decided that they
would put upon the market in bad money, without
any personal or tangible backing of any kind, as
much as all of us had accumulated in the whole of
the clearing banks. Every good trading £was, in
effect, put into double harness with a bad political
£and had to do the work of the two.

The conception itself was, of course, absolutely
mad and to-day that is very generally recognised,
but in the mood of the Peace Treaty period there
were many who thought that we could, in fact,
draw from the Germans as much money as we Qur-
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selves had in our own banks. It is impossible to
blame the man in the street, whose money and
intellect are absorbed in the technicalities of some
other branch of human work, if he accepts a pound
note just as money, and thinks no more about it ;
but no such leniency can be extended to those who
really did know better, and having seen the world
devastated by politics and by powder and shot,
proceeded to apply the even more devastating
iniquities of Reparations and political money.

Glancing back to the days of our personal
Jewish bankers, to Isaac in ]v.Ielbourne and Reuben
in Chicago, we remember that these people did not,
in fact, move our money., At the most they
shifted from one market to another Sd. for every
sovereign's worth of trade which they arranged.
The essence of the business was the goods which
moved from one market to another, and Isaac and
Reuben, by keeping account of it all, balanced it up
with a minimum of inconvenience. Thus-while
the statisticians might have discovered that
Chicago was paying Melbourne £10,000 in pounds
or dollars-gold or silver, did not, in fact, move at
all. From this it is evident that £2,000,000,000, if
it were to be got out of Gernlany or anywhere else,
involved a much greater volume of movement of
goods from one market to another. Nothing so
simple, however, was penmitted to enter the minds
of the electors in France or JEngland or America in
the wild years immediately following the War. If
Germany ventured to offer payment in the form of
cases of cutlery or barrels of chemicals, there was
an outcry, and a very natural outcry, against
dumping. Every frontier in'the world was closed,
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and not unnaturally closed, to the flood of goods
which would have descended upon every market,
if these Reparations had been allowed to mean
what they purported to mean.

The damage of Reparations was not altogether
confined to international trade. The politicians
of the time, sinking to the lowest levels ever known
in the history of politics, allowed the electorates to
imagine that, thanks to Reparations, there was
wealth available for all. "Fruits of Victory,"
" Homes for Heroes," and their counterparts in
France and America put these great democracies
into a cheerful frame of mind. We have noted
how, on the negotiating of a debt, the borrower
first of all experiences a sense of wealth, and the
same phenomenon is clearly visible in connection
with Reparations, for all the victors wallowed in
these false political fortunes, and proceeded to
spend money freely at home. The French did not
scruple to reckon the money to be received from
Germany in their annual budget, and laid the
foundations for all those financial difficulties which
have since driven the franc from 25 down to 175 to
the pound. The Americans, in: picturesque
American fashion, counted up the debt from Eng
land-for they had managed to get our name on
the back of other people's bills-and having all this
supposed wealth available, distributed pensions to
every man in that vast continent, who could claim
credit for any sort of war work.

The word " Reparations" covers up and hides
the real story. During the War vast quantities of
goods, guns, shells, aeroplanes, food supplies,
clothes and the rest were sent from England and
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America to France, Russia, 13elgium, Serbia, Italy,
Greece and elsewhere. 1'he size of these transac·,
tions was indicated in the usual manner by entries
in ledgers in terms of money and called debt.
Those entries can never be balanced except in the
old-fashioned manner which Isaac and Reuben
understood so well, the transfer of equal quantities
of goods in the opposite directions. No country
will have the goods,but all want, or they have
wanted, the money. In the end we have the
tragic picture of a ruined international money
market. A great human service which made
possible the interchange of goods and services, has
been pounced upon by the politicians who, in
effect, say: " We will not have the goods and ser
vices, but we will continue to bamboozle the people
with the thought of the money." Whereas in 1913
we exported or imported a pound's worth of
valuables for every Sd. of money that crossed our
frontier, now, in obedience to our political enthusi
asms, we say we will have a pound's worth of
bullion crossing these sa:me frontiers, but on no
account may any trade be mixed up with it.

These sorry facts are beginning to be slowly
understood. We in England, as is perhaps natural,
understand them on the 'whole rather better than
any other people,unless it be the. Germans. They
are beginning to dawn upon the French. The
Americans, as might be expected, are well behind
the rest of us. I t is difficult for the son of a farmer
in the Middle West, who will live and die without
ever seeing the seashore, to understand very
much about international trade.

The politicians of the world, coming very slowly
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round to a sense of realities, are doing what they
can with trade agreements, but red tape is a poor
substitute for that complete freedom in which
alone trade can thrive.

In 1913 one had only to telephone to one's bank
to send £1,000 to Milan or to draw £1,000 from
Santiago. The trade which called for this trans
ference having been done, the banking part of the
matter never gave to anyone except the bankers
themselves a moment's difficulty. Now, twenty
years after the crime of Reparations, it is some
times possible to transfer £1,000 to or from one
country to another, but only after weeks of negotia
tion on both sides with the officials who have taken
the place of the clerks in the foreign banking houses.
Things might be better if these officials had been
recruited from the ranks of the unemployed
bankers. They are, it is true, steadily learning
that while theory can be evolved from practice, the
application of untried theory, by persons without
practical experience, is apt to work less smoothly.
They will, in time, come round to the view that
mankind relies, and will always rely, upon obedi
ence to the laws of nature.

As a footnote it is interesting to remember that
for twentyyears before the War the rate of exchange
between the currencies of leading trading. nations
did not vary beyond the second decimal point. In
the century prior to the outbreak of the War the
highest and lowest of any such rate of exchange
never represented more than a IS per cent. varia
tion. To-day with a market glutted with political
money, 10 per cent. up or down in a week is by no
means unusual.
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Bankers' speeches are not yet considered to be
appropriate front page features by our popular
newspapers, but if democracy is really to grow up
and survive, greater value vvill need to be given to
the practical authorities on these vital questions.
By way of a sample of the volume of information
available from this source, we reproduce the follow
ing paragraphs from the address of Mr. Arthur
Gairdner at a recent annual meeting of The British
Overseas Bank:-

H The general situation becomes luore and more con
fused as time goes on, but the present occasion seems a
suitable one to review at least those aspects of it in which
we ourselves are more particularly concerned. It is not
easy to retain a firm grasp on the fundamental issues, as
they have been obscured by the artificial expedients used
from time to time to meet difficulties as they arise, with
out regard either to the underlying causes of the difficul
ties or to the ultimate consequences of the measures taken.
In all this confusion we can only take for our starting
point the practical question of how we, as a bank, have to
carryon our business. The British Overseas Bank, as an
institution established· to deal with commerce between
this and other countries, has its foundation in the bill of
exchange. In common ~iVith other similar institutions,
however, we have found in recent years that the proper
functioning of the bill of exchange has been seriously
hampered through the imposition of the various standstill
agreements and through increasing interference in other
ways with the normal machinery of international trade.

In order to clear our minds on the subject it will be use
ful to start with more settled conditions and consider the
position of the London bill before the War. At that time
the three essential factors, a balanced Budget, a sound
balance of trade, and a sound currency, were more or less
automatically maintained by the operation of the gold
standard. Shipments of gold served at once as a warning
sign and set in motion forces tending to ren1edy an uu-
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sound situation. In addition to. its use in emergencies
gold also served to meet seasonal requirements, to finance
movements of crops, and in general gave the necessary
assurance to trade and industry, in the pursuit of their
daily functions, of protection from violent movements in
which they were not directly concerned.

The bill of exchange played a vitally important role in
this scheme of things. I t enabled London to build up its
position as the dominant money market of the world and
to perform its functions smoothly and efficiently. The
fluctuations of interest rates provided an extremely deli
cate control of the movements of short-term money and
thereby maintained the stability of the currency by
putting a dragon over-trading and speculation, while low
rates eased the situation and in time helped to revive trade
when it had fallen below normal."

The study of the science of lending and borrow
ing as applied to international transactions brings
out very clearly the difference between good and
bad money. Good money. which only exists to
indicate the movements of goods and services, and
bad money whose only backing consists of votes.
These two sorts of money exist to some extent in
side every national boundary but are rather more
difficult to distinguish than is the case with inter
national money.

In 1913 we had no governments exchanging
cheques with other governments and the money
was therefore both good and serviceable. To-day
international money is mostly bad and all of it at
the mercy of governments. The world is thus in
chaos. Similar changes are at work in every parish
at home, and because their destructive effects are
more gradual, are perhaps less easy to trace.



CHAPTER XII

" SOMETHING MUST BE DONE"

THE business man's business is to look on the dark
side, to study the possibilities of failure, and by
preparation for trouble, to remove, or at least
minimise, the risk of its arrival.

In obedience to that duty we have examined the
risks of crash and collapse inherent in the political
and· economic experiments of the post-War period.
But that does not mean a loss of faith. Patriotism
is for the moment some'Nhat out of fashion, but
fashion cannot affect the solid circumstance that
gives to us and to us alone a· thousand years of
healthy root growth in matters of government.
The failure of a season's fruit crop from a too
severe left wind may bring complete ruin to the
trees of younger nations, but is only a passing
episode in the life of this green and pleasant land.

We pin our faith to a conception of democracy
which even in England is still. in its infancy, for it is
only in quite recent years that centuries of struggle
have given us in full the glories of self government.
For the moment, a young electorate has been
tempted into realms above its comprehension.
Our faith leads us to believe that as democracy
gains in experience, it will discover that the hard
won vote is too precious to waste and lose on
matters which form no part of the proper business
of government.

145
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That full democratic power was needed to
restrain and check the exuberance of governments
has for centuries been the argument-liberty for
the Individual against the tyrannies of the State.
If democracy continues, with the child-like ignor
ance of recent years, to build up a bureaucracy
corresponding in almost every detail to the bureau
cracies of autocratic or totalitarian states, with
powers to control and manage all our daily actions,
then that control may for a time be content to use
the democratic label, but in the end it will have as
little to do with democratic ideals as has the
Dictatorship of the Proletariat. Democracy must
concern itself with principles alone, Parliament
must rise again above the level of the milklnan, or
else we must resign ourselves to political money
and food cards, and ultimately to concentration
camps and all the other devices inseparable from
political and bureaucratic planning.

But the gentle reader will say, in the fashionable
phraseology, that "something must be done."
That has been the cry for a whole generation and
the present state of the world is the answer. All
the hindrances and barriers of which we hear so
much have been erected by well-meaning people in
response to the cry that " something must be done."

Something must indeed be done, but done, not
by the machinery of governments, but by the
individual brains and consciences of the citizens.
They, in full conformity with their historic tradi
tions, must recover their sense of direction. They
must distinguish clearly between two roads that
are open to them and they must choose the road
they desire to travel.
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The wide and easy road leads to the State as a
super-business concern, a sort of inflated Marks and
Spencer, with an all-powerful civil service to settle
the price level, the amount and sort of production,
the quantities and directi.on of imports and exports,
the values of currencies and the fate of debts. A
brave new world in which brains are required only
by a very limited official class.

The older, safer road, is built for the use of
independent individuals, and innumerable byways
run towards it with refresh:ment in the manner of
the fibrous growths on a healthy root. It is
planned by nature to encourage the maximum
variety of genius, to give the widest possible
scope to each little fibre and to make all conscious
of individual personal responsibility to the general
growth, to ensure that each shall strive to be strong
enough to bear a full share of the common task.

Here are two opposing conceptions, and a choice
worthy of the brains of a citizenship with ten
centuries of training. 1L'he views of Russians or
Germans or Americans ll1ay be interesting, but can
only be of minor value in the home of the Mother
of Parliaments.

To the conception of the all-powerful state there
are two main objections. F'irstly that it will never
work. That is a proper matter for argument.
Secondly that it is, fronl its very nature, wholly
incompatible with the democratic system.

As to the older conception, the argument is not
that it will never work, for it has in fact provided
all the progress of the past. The objection is only
that it will not work w'ith sufficient rapidity to
satisfy the requirements of an educated people.
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That again is proper matter for argument. The
argument should however be conducted by the
democratic people who will be the victims or the
beneficiaries of its outcome rather than by, as at
present, ·those who are making or hoping to make
their livings by.working the government machine.

Consider the possibilities in this matter of debt.
We can go on borrowing. Mr. Oscar R. Hobson,
who is certainly no reactionary, tells us in a recent
issue of The News Chronicle that" in the long run
the multiplication of the National Debt may well
prove the grave of the Capitalist system." Socia
list readers should note, however, the difference
between a grave dug that way and the grave upon
which they have built their hopes. Instead of the
sharing of all wealth, there will be a disconcerting
absence both of the wealth and of the means of
effecting the sharing.

It is certain that a multiplication of the public
debt means a depreciation of the currency and in
the light of that knowledge any further borrowing
is a deliberate fraud. Unless it is ch(~cked, the
public debt, through depreciation, will destroy it
self as indeed it has already done in Germany.
But in destroying itself public debt will also destroy
private debt, and the cleverest of the planners has
yet to explain how civilisation can continue when
we cannot lend to, or borrow from, or trust one
another.

There is another answer to this insistent demand
that "something must be done." Democracy
should give to itself a period of rest and reflection
in which it can study itself and its ways, and in
particular all the things that have been done since



te Something ~M'Ust be Done" 149

the great extension of the franchise. It should
look into the history of business and remember
that more bankruptcies have been caused by over
trading than by any other way. It should strive
to acquire the patience of the business mind and to
realise that new plans, like new plants, need time
to root and grow and bloorn. After twenty years
of unprecedented expansion, a period of consolida
tion is obviously essential. A few years of rest
would enable anything of good that there may be in,
say, the Ministry of Agriculture to become appar
ent. In the immediate past, one scheme has
followed> another with such rapidity that neither
good nor bad has had the chance to show itself.

And a period ·of rest rneans no more borrowing.
Some, however, will still say that " something

must be done" and as a sop to the craving for
practical proposals the follo'~ingmay be suggested.
Taxation should, during this period of rest and
reflection, be maintained up to the limits of endur
ance and all surpluses should be ruthlessly applied
to the reduction of debt. As the rest and reflec
tion slowly discloses the good and the bad, econo
mies will suggest themselves in the elimination of
the bad. These savings will further help in the
relief of the weight of debt.

So much for what may be called the negative
proposals in response to the suggestion that
" something must be done. JI1 The positive side of
a policy of rest and reflection is even more import
ant. The citizens, freed for a time from the risk of
further bureaucratic interference and competition,
will regain some of their old confidence, and mil
lions of them will proceed to "do something"
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which in present conditions they dare not do.
There would be a revival of confidence, for con
fidence (of which so much is heard and so little
seen) is not confidence in government alone, but
chiefly confidence in self.

The return of confidence would improve the
trading position and increase the tax yield, thus
making possible further reductions in debt.
Every sovereign gained this way would "count
two on a division," building up our trading strength
and pulling down our public debt in one operation.
A comparatively short period would be sufficient to
bring the debt into a safer relation to the national
wealth.

By such commonplace methods, and by them
alone, shall we be able to preserve our financial
traditions, to conserve our savings, to retain our
democratic freedom, and to regain our old power
to serve a world sadly in need of such assistance as
we formerly gave it.

If we·decline this humdrum road and determine
that our government must do everything that our
bureaucratic masters dictate, then let us go on
borrowing as the shortest road to the end of all we
have known and the certain way to Totalitarianism
and Slavery.


	Cover
	Debt
	Introduction
	Contents
	I. The World of Private Debt
	II. Money As a Commodity
	III. Debt and Optimism
	IV. The Growth of Debt
	V. "Soaking the Rich"
	VI. The People Who Borrow
	VII. The Balance of Power
	VIII. Treasury Control
	IX. Political Money
	X. Demoralising the Market
	XI. Foreign Debt
	XII. "Something Must Be Done"

