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Review and Comment
By the Editor

T is solemn economic jargon to say that the
British Government has suspended the converti-
bility of the pound sterling. What it has suspended,
or thinks it has suspended, is the function of price;
and what else it has done has been to drive converti-
bility into the black market. For all the British
Government can do, the pound sterling ¢s converti-
ble into dollars at a price, and so is any money that
is current, even Chinese money. The simple fact is
that the world does not think the pound sterling is
worth four dollars. The British Government says it
is. The International Monetary Fund says it is.
Therefore that is the official price. But when, under
the terms of the Anglo-American Loan Agreement,
the British Government undertook to keep pounds
and dollars interchangeable at that official price
everybody with a pound wanted four dollars for it
and nobody with four dollars would give them for
a pound. Thus there was a flight from pounds to
dollars. At the end of five weeks the British treasury
had to give it up. But instead of letting the pound
sterling fall to a price at which the world would not
think it was overvalued in terms of dollars the
British Government said: “We suspend converti-

bility.”
‘/

HE magnificent purpose of the International

Monetary Fund was to enable member nations
to correct “maladjustments” and states of ““dis-
equilibrium” in their trade accounts with one
another without resorting to restrictive measures
that would be injurious to trade. Maladjustment and
disequilibrium are euphemisms for either a bad
debtor position, which may come from over-
borrowing, or an adverse balance of trade, which is
from buying more than you sell. Well, the Inter-
national Monetary Fund now is working. If you
look at the foreign exchange table in the daily press
you will see a wonderful thing. Officially there is
perfect monetary stability in the whole world. In
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terms of the American dollar the value of other
people’s money changes hardly at all from day to
day or from week to week. But behind these appear-
ances there is nearly everywhere a black market in
money, and even where there is no black market
there are unofficial rates very different from those
you read in the exchange tables. Officially and for
all purposes of intergovernmental transactions the
pound sterling is quoted at $4.03, and yet privately
in Wall Street you can buy a pound sterling for less
than three dollars. Actually, as everybody knows,
all over the world there is a concealed monetary
chaos, and, contrary to the expectation that the
International Monetary Fund would enable coun-
tries to correct ‘“maladjustments” and “disequilib-
rium”’ without resort to measures injurious to trade,
barriers are everywhere rising against American
goods. Great Britain has insisted that the terms of
the Anglo-American Loan Agreement be modified
to permit her to buy more within the British
Commonwealth where she can pay with pounds and
less from the United States, where she has to pay in
dollars, even borrowed dollars. This was one thing
she had undertaken not to do because it means dis-
crimination against American goods. This you
might have expected.

‘/

BUT Latin American countries also are raising
barriers against American goods. Hardly was
the ink dry on the American loan to Mexico,
which was to support the peso and sustain
American-Mexican trade, when Mexico announced
measures to restrict the buying of American goods.
Brazil has suddenly increased her tariffs against
American goods. Argentina is doing it. Referring
to the “wide restrictions on imports” announced
at mid-year by the Central Bank of Argentina,
Samuel Montague & Company (London) in its
foreign exchange circular said:

“It is not entirely unexpected, as it was known that
the government had been making large purchases in
the U.S.A. for the National Five-Year Plan; further-
more, the quays on the Buenos Aires docks are stacked
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high with crates crowded with vehicles of all kinds,
especially lorries, jeeps, et cetera, American surplus
stocks of war materials. The Argentine authorities are
meeting the situation by taking steps to check their
heavy flow of imports.”

Canada’s foreign trade presents a very lively pic-
ture, exports and imports both rising, and yet in her
account with the United States there is a serious
“disequilibrium” and proposals for correcting it go
so far as the suggestion that the amount of money
Canadian tourists may spend in the United States
shall be limited by law. The Financial Post says:

“If the United States takes no steps to meet the
European need until some time in 1948, then Canada,
like Great Britain, may inevitably have to take pretty
stringent and restrictive measures to conserve her
dwindling supply of U. S. dollars. Equally, if the
Marshall Plan were to collapse entirely, it would be
inevitable that Canada would have to reorient her
economy almost entirely.”

P

HE truth is that the appearance of monetary

stability, vouched for in the foreign exchange
table by the line “Rate under International Mone-
tary Fund,” is an illusion bought and paid for day by
day with American dollars. The truth is that the
“disequilibrium” of the world in its accounts with
the United States is so extreme, so incredible, so far
beyond every shape of experience since the begin-
ning of international finance, that no one can
imagine how it may be corrected by any known
formula save one, and that one is the formula of
free disaster. Somehow it will have to correct itself.
The prospect, including the dread of disaster, is
commonly accepted with a kind of fatalism. People
say the circumstances to begin with were beyond
all historical experience. In the postwar world it was
only the United States that had a great surplus of
productive power; therefore it was obliged to as-
sume the role of universal supplier whether any-
body could pay or not. That is true for only part of
the way. In so far as it may be true it need not have
entailed ruinous consequences. When and if the
debacle comes we shall say that some of the worst
consequences were unnecessary. Why, for example,
should the quays of Buenos Aires be groaning under
the weight of American goods? Argentina was not a
war-torn country. It was richer after the war than
before. Why couldn’t its Five Year Plan have
waited on the reconstruction of Europe? Partly the
“disequilibrium” of the world in its account with
the United States is owing to that illusion of mone-
tary stability created by the International Mone-
tary Fund. When it came time for the International
Monetary Fund to fix the exchanges, meaning by
that the value of the pound, the French franc, the
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Argentine paper peso and so on, in terms of the
dollar, it was obliged to accept in each case the
member country’s valuation of its own money, and
since every foreign country was going to be either a
borrower or a buyer in this dollar country it valued
its own money as high as it could. The result is that
every important currency in the world is over-
valued in terms of the dollar, or, to say it the other
way, the dollar is undervalued in terms of foreign
currencies. The effect of this is to cheapen the cost
of American goods valued in foreign currency; it is
as if we had subsidized American exports in favor
of foreign buyers.

V

NE of the ruinous ideas current in the world

is that the United States produces annually

an enormous surplus of wealth that must somehow

be disposed of in foreign countries. Sir Stafford

Cripps, President of the British Board of Trade,
says:

“There is a balance of production in the United
States of some $12 to $13 billion a year, which must be
transferred to the rest of the world or the rest of the
world must go without.”

He exaggerates it somewhat. OQur deliveries to the
world over what we receive from the world (our net
exports) may amount this year to $10 billion. Last
year they were considerably less. You may take the
average for two years to be roughly $714 billion.
Multiply $714 billion by four and you get $30 bil-
lion. Right? Hold that figure in your mind for a
moment; it will be coming back. In response to the
so-called Marshall Plan sixteen deficit European
countries, led by Great Britain and France, as-
sembled their finance ministers, their experts and
their economists in Paris to determine the very
minimum amount of American aid they would need
in the next four years. After some weeks of very
earnest figure work they arrived at the sum of
approximately $30 billion. The American Govern-
ment had not intended to interfere. The idea was
that the European nations should write their own
balance sheet and present it. But when the State De-
partment heard of this astonishing statistical coin-
cidence it sent representatives to Paris to say the
figure of $30 billion was fantastic. In any case the
American Congress would never consider it. At this
the sixteen nations were not only hurt; they were,
to use the words of newspaper correspondents, stiff
and recalcitrant. They scaled their figure down but
they did it with veryill grace. Their attitude may be
explained by reference to asecond idea, namely, that
the Americans must go on disposing of their surplus
production abroad to keep their inflationary boom
from going bust. Europe got that idea first from the
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Russians. Now it is current in all of Europe. One of
the pleasant occupations of the experts of the six-
teen countries in Paris was to calculate the disas-
trous effect upon the American economy if, for want
of dollars, they all stopped buying American goods.
The French foreign minister said: ‘“The United
States is in as great need of lending as we are of
borrowing. The timing of the American crisis is
problematical; that of Europe exists. The first will
be a crisis of overproduction; the latter is a erisis of
penury.” Mr. Morrison, British Lord President of
the Council, has said that American gifts to other
countries are a positive advantage to the American
economy, promoting stability and higher employ-
ment in the United States. Well, but the same idea
now is current in American thought. All who advo-
cate sharing our wealth with Europe give other
reasons, too, but they never fail to say that an outlet
for our surplus production is thereby provided. In
his mid-year economic report to Congress the Presi-
dent called attention to the fact that the rise in our
national income in the first balf of 1947 was largely
accounted for by the rate at which foreign countries
were spending their borrowed dollars for American

goods.
P

N that same mid-year statement the President
said it must be made clear that we do not em-
bark on foreign programs as ‘“‘a device for support-
ing maximum production and employment at
home.” Then he said that for the sake of the same
foreign aid programs we must be willing to endure
“temporary shortages for a few commodities within
the United States.” How is this? A rising national
income with shortages at the same time to be en-
dured. One or the other must be illusory. Since we
know that the shortages are real, then it is the rise in
the national income that must be illusory. Certainly
so much of it as may be owing to what the President
calls “the effect of these transactions upon the total
flow of the nation’s income™ is dangerously decep-
tive. Adding to the national income the cost of
American aid to foreign countries is a fiction of
accounting practice, like putting a profit and loss
deficit on the asset side of the balance sheet, only to
make the figures balance in the last line. All you
need is common sense to know that the national
income cannot be increased by transferring goods
away to foreign countries. If there is any reasonable
expectation of repayment at some future time you
may call it an investment, but an investment is not
income; if there is no such expectation of repayment
you are obliged to regard it as a loss, not income.
The delusion of income arises from the fact that the
millions whose labor goes abroad receive money
wages and their wage money is added to the statisti-
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cal picture of national income; but to receive money
for your time, so much per hour, is not the same as
to receive payment for your work. Whether or not
you do actually receive payment for your work will
depend upon what happens to the buying power of
your wages. This is to be explained.

|7

OR two years Europe’s principal export to the

United States has been threat of civil war, revo-
lution and communism, not to mention the threat
of revenge in the future such as The Economist
imagines when it says:

“For the present the Americans still retain the power
to make the British Government jump through any
hoop they choose. A time will come when Britain will
be able to do without dollars at a cost that will be
bearable. Do the Americans, when that time comes,
want the British to regard the cutting loose from
America and the erection of the barriers against
America as a boon so great that the highest bearable
price will be cheerfully paid for it at the earliest pos-
sible moment?”’

During the same two years our principal exports to
Europe have been what? Not dollars. Not surplus
wealth. These are abstract terms. Nor has it been
simply a catalogue of food products, raw materials
and tools. One thing only we have exported to
Europe and that is American labor. Continuously
since V-E day the labor of certainly more than
three million Americans has been delivered to
foreign countries, not in exchange for anything but
on credit or by gift. We are exporting coal to Great
Britain. What does that mean? It means that
American coal miners are digging coal for British
coal miners, the British miners digging less and less
for their own country as they shorten their hours of
labor. Mark that this is not a voluntary contribu-
tion of American labor to foreign countries. The
American coal miner does not say, “Now I will dig
some coal to ease the life of the British miner.” He
has nothing to say about it in the first place; and to
make it worse he may not in the end get paid for it.
When the American Government lends dollars to the
British Government it does not say: “Here are so
many dollars. Put them in your pocket.” No. It
says: ‘“This entitles you to command so much
American labor.” The British Government spends
the dollars for many things, including coal. The
American coal miner receives wages for digging the
coal for Great Britain, since Great Britain has bor-
rowed from the American Government the dollars
with which to pay his wages, but when the American
coal miner comes to buy something with his wage
dollar he has to spend it in competition with Great
Britain’s borrowed dollars and this competition for
the available supply of food and goods of all kinds
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causes prices to rise; that is to say, it causes the
buying power of the miner’s dollar to fall, and if it
falls far the value of the wage he received for digging
coal in place of the British miner is canceled out
and he gets nothing for his work.

[P

HEN The Economist can say that Great
Britain has the feeling of being “driven into

a corner by a complex of American actions and in-
sistencies which in combination are quite intoler-
able,” and that while many do not believe with the
Communists that “it is the deliberate intent of
American policy to ruin Great Britain, still the evi-
dence certainly can be read that way,” and when
The Statist can say it is “hardly surprising if the
Americans are inclined to take the attitude that
there is a great deal more that can be squeezed out
of Britain” —when such sentiments as these can be
voiced by the two foremost economic journals of
Great Britain, one liberal and one conservative, we
ought to be informed that the business of saving
Europe with American loans is bankrupt in terms
of good will. Great Britain now is divided between
those who hate us for our dollars and those who
hold with Lord Beaverbrook that the American loan
of $334 billion, plus $650 million of surplus prop-
erty, did England more harm than good. If we can-
not buy good will with our government loans to
foreign countries what is it we think we can buy?
Shall we regard them as investments? Ask yourself

what you would give today for a share in last year’s

American loan to Great Britain as an investment.
Moreover, the necessity for the government to
make these loans, if they are to be made at all, is
that private capital is unavailable. Why is it un-
available? Because from the point of view of the
private investor European governments are not
credit worthy. They cannot give security. They
cannot even guarantee that after they have received
the dollars they will not go Communist. No govern-
ment can give surety for its political future. So
there is left only one light in which to regard the
Ioans. They are expected to produce a brass serpent
effect. They are to prove that the American free
economy is a sign that can save the world. Our
foreign policy is so defined. This is a premise there-
fore that needs to be carefully examined.

V

HY is it that after loans, gifts and credits
amounting to more than $12 billion since

the end of the war Europe is still sinking? Why does
her general condition worsen so fast that the State
Department thinks further aid by the Marshall
Plan may be too slow and too late and wants Con-
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gress to be called in an emergency session to provide
more dollar oxygen? Why is it that no estimate of
the cost of saving Europe has been worth writing

in ink?
V

HERE was first what might be called the

Bretton Woods estimate, guaranteed by the
United States Treasury and the State Department,
saying that the reconstruction of Europe would be
assured by an International Bank to provide long-
term capital, principally American capital, and an
International Monetary Fund to stabilize the
money of the world, principally with American
dollars. As it voted to make American resources
available by these two devices Congress thought it
was saving Europe. Within ninety days it was on
notice that Great Britain had to be separately
saved. Then came the loan of $3234 billion plus $650
million of surplus property to Great Britain, and
this you may call the estimate of the Anglo-
American financial agreement. On receiving the
American loan Lord Keynes said it was not plenty
but if they used it properly it would be enough.
They undertook to consume it sparingly during five
years. They were at the end of it in one. Why did
their calculations go wrong? They have a planned
economy. A Socialist government controls money,
prices, wages, the movements of capital, all imports
and exports, and at last, consumption itself. Yet it
was four fifths wrong. In his economic report to
Congress last January the President, on the word
of his Council of Economic Advisers, said: “Suffi-
cient resources will be available to foreign countries
to finance urgently needed purchases from us .
the net transactions in 1946 were about the same as
we can anticipate for 1947.” But here another
estimate went wrong. In his mid-year economic
report to Congress the President said that the rate
at which countries receiving American aid were
spending their credits had increased more than 509,
over 1946 (whereas the government had expected
it to be about the same) and he added, “It seems
likely therefore that unless additional credits,
governmental or private, are provided the United
States net exports of goods and services must be
expected to decline before the end of the year.”

P

HAT Europe needed after the war was

(1) food relief until she could restore her
agriculture, which should not have taken more than
two years and (2) the raw materials out of which to
manufacture goods for exchange and export. These
two simple needs could have been estimated with
approximate accuracy by any ordinary committee
of bankers, industrialists and economists. Why was
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everybody so wrong? The answer is that the present
sickness of Europe is not from the wounds of war.
This crisis has been created by policies deliberately
adopted and pursued since the war—economic and
social policies that are definitely and aggressively
anticapitalistic. Consider, therefore, the pure
malice of events. Socialist Europe appeals to the
last great capitalist country to save her with dollars
while at the same time denouncing the system that
provides the dollars and wishing its downfall —not
just yet but later. And this eapitalistic country, in-
tending to defend in the world the principles of free
economy, finds itself obliged to subsidize with its
billions and its labor the European resolution to
socialize wealth. It is not necessary to say, as
Winston Churchill says, that the American loan to
Great Britain was frittered away or wasted. Sup-
pose every dollar had been spent for essential
things. The result nevertheless would be that the
British Government had been relieved of certain
essential expenditures and was able to use that
much more of its own resources to sustain an illusion
of welfare under a Socialist regime. Sir Stafford
Cripps says the American loan postponed the crisis.
In the New English Review Douglas Jerrold writes:

“No one knows today, or can know, the real value
of what he is producing in terms of what he desires to
consume. We are not producing enough to pay for
more than two thirds of what we actually consume.
And not enough to pay for half of what we wish to
consume. But we have deliberately kept the knowledge
of this plain fact from the producers themselves. We
have fed and clothed ourselves on borrowed money
and subsidized food so that our bankruptcy is doubly
concealed from everybody.”

And the same will be true of a loan to any govern-
ment that is pursuing socialistic policies.

‘/

ERE then is irony compounded. American
loans to the governments of Europe have in
every case the effect of increasing the power of the
state over the economic life of the people and do
therefore actually weaken what is left of free enter-
prise in Europe. This aspect of the Marshall Plan
apparently has not been considered. If our faith in
the freedom of capital and our wish to restore it in
the world had anything like the ruthless zealotry
of European anticapitalism the design of our
foreign lending would be very different. To be effec-
tive as a political weapon the loans would need only
to be economically sound. We have almost for-
gotten that a foreign loan is sound only provided
it will be used to produce the equivalent of the
dollars borrowed, surety for this to be given and
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forfeits posted. No Socialist government can meet
these ordinary requirements. It could not if it
would. The credit worthiness of a government is
general, not particular. Even its guarantee to use
a specific loan in a certain way would be meaning-
less unless it were able at the same time to guarantee
that its own resources would be employed in a sol-
vent manner. Unless it is solvent as a whole, with
no chronic “‘disequilibrium,” it will never repay a
foreign loan. A private loan by contrastisparticular.
A loan by a consortium of American bankers to a
syndicate of French or British industrialists would
be used to produce the equivalent of the dollars
borrowed and for no other purpose. The under-
standing would be very strict and policed by a com-
mittee of trustees. Such a loan creates no “dis-
equilibrium” at all, no “balance of payment
problem.” But that kind of lending and borrowing
has almost disappeared. There is still some private
enterprise in Europe and it needs capital. So far it
has been unable to compete with Socialist govern-
ments for access to capital in a capitalist country;
and moreover now it would be impossible for any
private enterprise in Europe to give assurance that
it will not be swallowed up by government. Suppose
the British steel industry came to Wall Street seek-
ing a loan from an American banking syndicate.
The American bankers first of all would ask: ‘“‘How
soon are you going to be nationalized? You are next
in turn are you not?”’ And suppose the British steel
makers said: “If your government will stop lending
money to the Labor Government of Great Britain
we may escape.” What would the American bankers
say? They would probably say: “We can’t do any-
thing about that.”

l/

N the Autumn Number of American Affairs
will be found an article entitled ‘“Moscow’s
American Forecast.” It is compiled from the writ-
ings of Russian economists and represents of course
the mind of the Kremlin. The Russians believe that
our foreign loan policy, which they denounce as dol-
lar imperialism, will get us into serious economic
trouble and bring about ultimately an American
collapse. Logically, therefore, they wish to see this
country pour more and more billions into Europe,
not for any good it will do them but for the damage
they hope it will do to the American economy. This
they cannot say. But it may have occurred to their
subtle Asiatic intelligence that a speech such as
Vishinsky was sent here to make before the General
Assembly of the United Nations would almost cer-
tainly weaken American opposition to the Marshall
Plan or any other device for saving Europe from
Communism with dollars.
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Winds of Opinion

The United States is not prepared to keep its
economy at full production. Neither among the
people nor from representatives of agriculture,
labor, and business has there emerged a conception
of full production that is valid. Instead, thus far,
for the most part, we have been making politics and
not policies to deal with this matter. The conditions
necessary to achieve this important objective are
not understood. —Edwin G. Nourse, chatrman of the
President’s Council of Economic Advisers.

In erroneous emphasis on college education
there is a real danger of creating a white-collared
proletariat, an army of unemployed, because many
more will desire professional work than our society
can support.—Dr. James B. Conant, president of
Harvard.

Whatever may be the immediate prospects, the
longer term outlook suggests continuing inflationary
pressures resulting from gradual changes in the
class structure of American society. . . . America
has been typically a middle-class nation, and the
point of view that traditionally has been dominant,
has been that of relatively small independent busi-
ness. . . . Though middle-class business is still
very strong, and its point of view of industry and
thrift is still much in evidence, yet industrial wage
workers, and even white-collar workers, are becom-
ing more aggressive. Individual restraints are
weakening, and the demand for government services
is increasing. —Iowa Business Digest, State Uni-
versity of Iowa.

Perhaps nothing can save us.—Robert M.
Huichins, chancellor of the University of Chicago.

Sooner or later the symptoms of recession will
appear. From that moment every public official will
be besieged with proposals designed to prevent
further depression and to cure whatever degree of
recession may have taken place already. The most
general fallacy is that depressions are due to over-
production, and hence are to be remedied by cur-
tailments of physical output. A whole series of re-
lated fallacies will appear in the guise of fair trade
practice. It will be found that a very large portion
of them will be merely ways of preventing active
competition from bringing about readjustments.
They will be founded on the theory that the main-
tenance of the status quo in financial terms, whether

wages or prices or profit margins, is the significant
objective of recovery.—Leverett S. Lyon, Chicago
Assoctation of Commerce and Industry.

We, in America, have been fooling ourselves since
V-E day and V-J day. We thought that everyone
wanted one world with the creation of wealth
through production and international trade to
raise the health and happiness and standard of
living of all the people everywhere. Unfortunately,
it is not true.—William E. Knoz, president of West-
inghouse Electric International, before the American
Chamber of Commerce in London.

Statements by General Dwight D. Eisenhower,
former Justice Owen J. Roberts and numerous
Army and Navy leaders, stressing the elements of
our weakness without emphasizing sufficiently our
factors of strength, have somewhat distorted the
actual picture and have created in some minds an
illusion of United States military “weakness.” The
statements, of course, have been intended for
domestic consumption as part of a drive to secure
the passage of universal military training. But un-
fortunately they are transmitted abroad.—Hanson
W. Baldwin, military critic, The New York Times.

It is doubtless only a coincidence, but neverthe-
less a disturbing one, that during the same period
that expenditures per pupil for public education
have increased substantially the problems of
juvenile delinquency likewise have increased.—
Walter 0. Howe, executive vice president of the
Citizens National Committee.

Should one conclude that Germany had not
enough science, or that science alone is not sufficient
to prevent a nation’s ultimate downfall? — Professor
Harvey Lethman of Ohio University.

No power of the state will reform the spirit of
man.— Pope Pius XI1I.

Wendell Willkie’s “one world” is being buried
deep under growing economic chaos and Russian
obstruction in both Europe and Asia. That is my
gloomy report from a quick flight around the world
last month on the inauguration of the new Pan
American World Airways service. On this latest
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trip, I saw evidences of deterioration which had not
been visible in the world even at the height of the
war when I had the privilege of accompanying
Mr. Willkie on his famous global flight to Russia
and China.—Gardner Cowles, editor of Look.

The unique marks of the coming period, which
we think we can discern in these times of stress, may
be comprised in three words: mass, technique, prop-
aganda—mass instead of personality, technique in-
stead of art, propaganda instead of statesmanship.
Personality, art, and statesmanship were vital forms
of the bourgeois world. Of the coming world one
can say with certainty only that it is still farther
from paradise than its predecessor.—Wilhelm Stapel
in The New English Review.

We are dealing with the most adult-minded audi-
ences in motion picture history, due to the early
mental maturing of modern youngsters, via the
newspapers and radio, as well as the screen. —Jack
L.Warner, vice president of Warner Brothers Pictures.

In Victorian days there was talk about the sub-
merged tenth of the population; under the Socialists
it is no longer a case of helping the submerged tenth

but of submerging the other nine tenths. —Winston
Churchall.

I am one of those who hopes that Russia will
make a grand and glorious success of communism—
in Russia.—Henry A. Wallace.

Something must be put in its place. Even those
who hate war the most would not choose to cancel
out most of the political changes wrought by past
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wars and restore the international position of 500
years ago or 100 years ago or even fifty years ago.—
John Foster Dulles, American delegate to the General
Assembly of the United Nations.

It looks more and more as though the United
States will have to accept a two-world concept.—
General Eisenhower.

The harnessing of nature’s forces in furtherance
of war’s destructiveness will progress until the
means are at hand to exterminate the human race
and destroy the material structure of the modern
world. —General Douglas MacArthur.

The moment the present activity turns down-
ward, the tax burden will tend to produce a slide
into depression. —Senator Taft.

But above all, it should be kept in mind that while
Washington may provide soothing promises of lower
prices to reduce the cost of living, the votes lie with
the producers instead of that impersonal entity
known as the consumer, and that such a thing as
drastic deflation is about as remote as the canals on
Mars so long as politics and Planned Economy are
in the saddle. Irregular gyrations, yes, but with an
upward tendency until a new factor appears.—
C. T. Revere.

If —as is the case—all countries are trying to in-
crease their export trade, there must either be a
great expansion of the total of world trade or the
most cutthroat competition to share what is not
enough for all. —Sir Stafford Cripps, president of the
British Board of Trade.

When a Man Hath No Freedom To Fight
For at Home

When a man hath no freedom to fight for at home
Let him combat for that of his neighbors;

Let him think of the glories of Greece and of Rome
And get knock’d on the head for his labours.

To do good to mankind is the chivalrous plan
And is always as nobly requited;

Then battle for freedom wherever you can
And, if not shot or hang’d, you'll get knighted.

LORD BYRON to Thomas Moore, year 1820.

NOTE: Three years later Lord Byron entered Greece in a spectacular
manner to help the Greeks cast off the Turkish yoke and lost his life.
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The Leaning Tower of Dollars

Reflections on the Forgotten Danger of Putting

Forth Foreign Loans on a Hurricane Wind

By Warren F. Hickernell

In this article Mr. Hickernell recalls the great Gold Raid of 1931 which involved us
in the worst monetary debacle in our history. What made it almost incredible was the
Sact that it was engineered and conducted by our European debtors. Owing us already
on their long-term notes more than they could pay, they were able nevertheless, by
reason of their bank deposits payable in gold on demand and their possession of con-
vertible securities, to raid our gold reserve. In six weeks they took away $730 million
in gold. This depletion of our gold reserve entailed a terrific liquidation of loans. In
staty days 827 banks failed. And our European debtors did this because we had
stopped lending them money. Mr. Hickernell thinks it could happen again. He es-
timates that there is at least $10 billion of migratory money in the United States,
represented by bank deposits, ear-marked gold accounts, and convertible assets. It is
probably more. There is a great deal of refugee money here that has never been ac-
counted for. And so it is possible for our European debtors again to raid our gold
reserve. One weakness in our handling of foreign loans is that we run them in what
may be called the nation’s general account, so that if anything happens to them, the
whole account is affected. Mr. Hickernell’s proposal ts to set up against them a
special gold reserve fund of $7 billion to which American banks could repair for gold
certificates to replenish their reserves if some day again their foreign depositors began

all at once to demand gold. — Editor.

HE business structure of the United States is

like a house with an outward bulge on the East
side, the West side being pushed in by a hurricane.
The hurricane on the inland side is the lobbying in
Washington for money to pay for excessive ship-
ments of goods to Europe. The bulge on the East
side is the excessive exportation of goods going
abroad at the expense of American savings, with
foreign propaganda urging on the lobbying in
Washington.

Meanwhile, foreign interests have accumulated a
great deal of cash in the United States —about 6 bil-
lion dollars in the money market, and nearly 4 bil-
lions of gold earmarked outside of the control of the
Treasury. It may be desirable to make foreign inter-
ests richer up to a point. The point is reached when
exhaustion of American savings causes damage at
home out of proportion to the good being done
abroad. By moderating the hurricane on the inland
side and reducing the bulge on the Atlantic side, we
may bring the house back to a position of equilib-
rium before it caves in. If we exercise such self-
control, however, it will be the first time since 1825.
The record shows that when Americans promote a
hurricane boom, nine times out of ten they go on

promoting until there is a bust. The new loans and
gifts being planned by the Department of State may
be another case in point.

Farmers want continuation of war prices. Manu-
facturers, having lost Lend-Lease orders, want con-
tinuing shipments of their products abroad. Con-
gress has responded with loans and gifts of money
and commodities to foreign countries. This is more
dangerous than the ‘“domestic” pump priming in
the 1930’s. Creation of new money for domestic
pump priming means more money in the pockets
and bank balances of people in the United States.
Foreign loans, however, can cause a money crisis
and a prolonged depression —and clamor for escape
by dollar devaluation and domestic pump priming.

History of a
Foreign Loan Bust

While our banks are still sound, Congress might
profit by a study of the money panic of 1931, caused
by foreign loans. The foreign loan policy in 1947 is
the same as it was in 1928. An Italian manufacturer,
in 1928, exclaimed: “Americans lend money to my
company in Italy to make automobiles; they lend
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money to Peru to buy my cars. It is wonderful for
me—but I do not understand Americans.” A few
years of this type of lending produced a crisis. In
1931, bankers in Paris, London, and Amsterdam
understood the money exhaustion in the United
States, because Europe had caused it. International
speculators abroad sold short on the United States.
A Greek speculator in Paris sold 86,000 shares of
American stocks short because he knew that French
bankers were about to withdraw gold from New
York. He said it might have been difficult for him
to be such a bear if he had lived in America, with its
many skyscrapers and millions of automobiles, but
he had never crossed the Atlantic and his thinking
was not influenced by physical evidence of wealth.
He had made his money by selling short on weak
currencies before they declined in market value—
German marks in 1919, French francs in 1920, and
others—and in 1981, by his method of analysis, it
was the turn of the “almighty weak” American
dollar to crack.

The money crisis in 1931 was much discussed in
Europe; it was hushed up in New York and little
suspected in Cleveland, Detroit, and Chicago. The
Senate Committee on Banking received no timely
warning from any source. Shortly after the panic
started on September 21, Senator Carter Glass,
“father” of the Federal Reserve System, went to
the White House to ask President Hoover whether
he could explain the panic. Senator Glass emerged
from the conference to face reporters with the com-
ment: “It appears that foreign bankers have out-
witted our Federal Reserve authorities.”

The Gold Raid in 1931
and Its Consequences

The Gold Raid of 1931 is still fresh in the minds
of white-haired bankers. It was the aftermath of the
foreign lending of 1924-1930. During those years
there were luncheons and banquets at hotels and
clubs in New York at which the agents of European
borrowers indoctrinated financial writers and
bankers on how a war-torn world could be recon-
structed. One member of a European propaganda
staff, speaking to a luncheon group, including the
writer, put it this way: “You in America have great
resources, but no experience in international mat-
ters. We have had long experience in world affairs.
The logical procedure is for our experience to direct
the use of American money in rehabilitating the
world.” Accordingly, in 1924, a European plan to
have American investors lend money to Germany
to enable her to pay reparations to France and
Great Britain was adopted.

The lending fever spread. Agents came to New
York to borrow money to expand factories and build
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highways and camps in Germany —encouraged by
the German Army General Staff. Herr Schacht came
over from Berlin to assure American investors that
Germany would pay her debts. Germany was made
strong as a bulwark against communism. When the
bottom fell out of the market for German bonds in
1930, however, the German Army General Staff
decided that the pockets of American investors were
empty and ordered the Hitler election in September
of that year.

Meanwhile, European bankers kept large deposits
in American banks to bolster their ability to make
further foreign loans. To withdraw all the money
borrowed would have throttled American bankers
and killed the goose that was laying the golden egg.
In 1931, however, the jig was up. Foreign bankers
aseertained that America was in for a banking panic
and ripped Wall Street wide apart by withdrawing
gold. Banks failed. The Soviet Government opened
a trading account in New York and sold short on
wheat before prices declined while the Washington
wheat buying fund was supporting the market.
Farmers became bankrupt and wage earners lost
their jobs. Hysteria increased and the public fervor
to save the world completely disappeared, which
brought joy to Tokio. The Japanese generals lost no
time in seizing Manchuria, much to the chagrin of
the Department of State. The State Department
had sponsored the foreign loans, but now was
rendered impotent by the Gold Raid. Diplomacy
becomes defunct when the people are bankrupt.

In Paris, bankers shrugged their shoulders and
asked: “If American bankers insisted on making
those ‘foolish’ loans to Germany, what could we do
about it?”’ In London, Amsterdam and Berne com-
ment was more subdued, but it was remarked that
Americans had been “soft and gullible.”

The Federal Reserve Board, which had taken no
action to prevent the Gold Raid, summarized the im-
pact of the foreign run on our banks as follows: In
six weeks after Great Britain devalued the pound
sterling on September 21, the United States lost
730 million dollars of gold. Foreign banks not only
drew down their deposits, but also converted into
cash certain securities which they had purchased
here. In September and October 827 banks failed.

Bank failures for 1931 totaled 2,298 followed by
1,453 bank closings in 1932. At the end of 1933 the
number of banks in the United States was down to
15,000 as compared with 25,000 serving the public
in 1929. A great explosion.

Conditions in 1947 are different from 1931. It
could not happen again —exactly. It might happen
again —differently.

In 1947, Europe considers that American bankers
have more sense than in the 1920’s, but it is assumed
that Washington is “soft and gullible” and will
make “foolish” loans—charging foreign borrowers
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much less than the interest rates which bankers
must charge domestic borrowers of equal or better
credit standing.

The Story of
Three French Premiers

Some Americans naively thought that the foreign
countries helped most by the United States would
reciprocate with financial cooperation when this
country faced collapse. We learned, however, that
foreign countries may have different men in charge
of foreign dealings according to whether they are
borrowing or paying. In case of France, we dealt
with three very different men in 18 years—a war-
rior, a mathematician and a French pro-German.

Premier “Tiger” Clemenceau, in 1919, borrowed
400 million dollars from the United States Treasury
to buy American military supplies in France at the
end of the First World War. These supplies were dis-
tributed to Poles, Czechs and Yugoslavs in a pro-
gram to encircle Germany with bayonets. When
Raymond Poincaré became Premier, he not only
paid annual interest of 59, but accumulated a gold
balance of 400 millions in New York to pay the prin-
cipal in full. In 1931, however, Pierre Laval was
Premier of France. He was not interested in saving
the United States from financial collapse, but in-
sisted on taking out every gold dollar to which
France had legal claim. The withdrawal of the
Poincaré gold from American banks during the
panic caused them to deflate loans, and this en-
tailed a decline of over 40 billion dollars in the value
of property in the United States.

The action of Pierre Laval in wrecking American
banks was not entirely without good reason from
the standpoint of a gold speculator. France had
some 600 million dollars of money in London banks
in 1931. Laval decided to fetch it home to Paris. The
British beat Laval to the punch by dropping the
market value of the British pound 309, before the
French money could be withdrawn. The Bank of
France lost all of its capital when its deposits in
London suddenly depreciated 309},. Laval lost his
bout with the British in full view of American ob-
servers, but Uncle Sam sat inert while Laval
thugged and sandbagged American farmers and
wage earners by wrecking our banks. Laval felt
quite virtuous about it, because France, in his
opinion, had lost enough at the hands of London
bankers and could not wait for a possible decline in
the dollar to add to the London loss. The moral is
that one country can outwit another country only
if it has some wit.

After the Gold Raid was completed, the American
public was permitted to know about it. The New
York Times, June 15, 1932, reported: Leading
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bankers express satisfaction that the long, anxious
strain involved in nine months of gold exports was
ended. They stated that the gold export movement
had been one of the principal factors making for
lack of confidence and hesitation in business. In
nine months gold shipments have amounted to 748
millions to France, 180 to Holland, 1138 to Switzer-
land, and 88 to Belgium; and 337 millions have been
taken out of banks and put in earmarked accounts
here.

After the dollar was devalued, some of this gold
was sold back to the United States at a dollar profit
of over 609.

Foreign Loan Policy in
Action and Reaction

A banker with an eye for the optimistic side of
things once remarked that foreign loans usually look
good on the surface because we are temporarily
helped before we are finally ruined.

Each foreign loan in itself may stimulate trade.
When the total loans exhaust our savings, however,
our domestic industry suffers from the financial
crisis.

The public would like to feel that the government
carefully considers that the total foreign loans will
not impair jobs at home by producing a crisis.
Washington bureaucrats, however, seldom overstep
the bounds of statutory authority. They dare not
act unless there is a law permitting it. The federal
statutes do not require the Department of State,
which sponsors huge foreign loans, to display any
responsibility for the stability of domestic employ-
ment. One must look elsewhere for such responsi-
bility. Where is elsewhere? One looks to the Federal
Reserve Board, which controls the banks. It can
point out that the law gives the board no control
over foreign loans. When the Federal Reserve Act
was passed, responsibility for preventing gold raids
was reserved to Congress.

Looking ahead several years, one might well
worry about the lack of central money control in
Washington. Owing to fear of communism in Cen-
tral Europe, refugee bankers and business people
from Continental Europe hold six billion dollars of
their money here rather than risk it in helping to re-
habilitate their own countries. They are asking the
American taxpayer to do that. The Department of
State has, in effect, proposed to use the foreign
money here in making loans abroad. But suppose
conditions abroad improve and the refugee money
goes back to Europe—after we have loaned it all
over the world. Our banking system would be whip-
sawed with another gold raid and financial erisis. It
is simple arithmetic. Suppose Jones receives $10,000
from Smith for 830 days, and loans it to John Doe. If
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Jones cannot collect from Doe, he cannot return the
money to Smith. Jones becomes bankrupt.

From the standpoint of our domestic well-being,
it would appear that there are too many foreign
mouths at the American money trough in 1947.
Since the end of the war new mouths have appeared
—Germany, Italy,and Japan. England and France
are getting lend-lease under another name. Coun-
tries not entitled to wartime lend-lease are invited
to come to the money trough. The “save us” propa-
ganda which engulfed New York bankers in the
1920’s has swarmed over Congress in 1947. It starts:
“Your farmers will export powdered eggs and
canned milk if you continue lend-lease donations.
Europe will buy cotton and wheat in Asia, Africa,
and South America, instead of in the United States,
unless you make foreign loans.” The farmer expects
the city dweller to pay the cost of the exported food.
This calls for propaganda for the Senators from the
big towns—*“Your factories will shut down unless
you make foreign loans.” The factory expects the
farmer to pay the cost. If our friendly allies will
desist from propaganda and give us a breathing
spell to plan more carefully, we should think in
terms of priorities in the use of savings to avoid
financial exhaustion.

Elements of
American Prosperity

First, since 959, of our national income depends
upon business within our 48 states, most of our
savings will have to be invested in homes, factories,
highways and utilities at home to insure stability of
jobs. We cannot export our cake and eat it too. First
priority goes to perpetuate jobs for the GUIs,
whose lives were disrupted by the war, and to the
forgotten WAC, now in the kitchen.

Second, there is the problem of a strong Army and
Navy —strong enough so that most foreign countries
will not choose to fight. The war veterans, their
wives and mothers, will doubtless be glad to take a
cut of 59, in their standard of living for the next 30
years to pay the taxes necessary to maintain a
strong Army and Navy if this is the best way to in-
sure peace. It will be farsighted to make sure that
they will have steady jobs and the ability to pay
such taxes by preventing a foreign-loan money
crisis and the unemployment and decline in federal
revenues which would immediately follow.

Thirdly comes the money for the needy abroad
and the foreign political loans. These gifts and loaus,
which are exhausting the financial reserves needed
for home use, will have little importance in winning
a possible future war. By dissipating our financial
resources, they can weaken our diplomacy. They
may bring on a financial crisis, if squandered on the
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colossal scale proposed by the Department of State.
In addition to 13 billions already granted, the De-
partment proposes 25 billions more, and in too much
of a hurry. Europe desires the money quickly before
we have a financial crisis—bcfore the stable door is
closed perforce. But money for reconstruction
abroad must be spread more thinly over a period of
years to avoid finanecial trouble. The United States
has reached the stage of financial attenuation where
the spending of a few extra billions causes price and
wage inflation to get out of hand.

It would be better to by-pass foreign statesmen
and have the Red Cross distribute food to the actual
needy abroad, as was done successfully in Russia in
the 1920’s in the face of the displeasure of local
Soviet politicos. This would permit us to count our
own dollars. Abroad, it would appear more like
sincere philanthropy and less like a declaration of
war.

When We
Stop Lending

The Sword of Damocles overhanging the general
economic picture is the drop in exports coming when
gifts and loans to foreign countries are curtailed. A
decrease of five billions in annual shipments is
needed to restore commercial stability and financial
equilibrium —to get us off the limb. It is urgent to
achieve this while our banks are still strong enough
to avoid compulsory liquidation of customers — a
controlled letdown now instead of a big slump
later. To postpone the drop in excessive foreign
loans until it is forced by a financial crisis would
create trouble at home and economic difficulties
abroad which would be blamed on the United States.
This is important to world leadership. It is neces-
sary to show that our economic system works to
retain prestige abroad. An empty pocketbook will
lose it—and will be proclaimed in Moscow as proof
of the inferiority of the free enterprise system. The
sooner the letdown, the less severe the impact.

Sir Stafford Cripps, President of the British
Board of Trade, was guilty of two major fallacies
in his talk to the American Congressional Commit-
tee on Foreign Aid on September 2, in London. He
said: “The United States must buy more or stop
selling.” The fallacy is in calling a “donation sur-
plus” of exports a “selling surplus.” He continued:
“The real problem is the United States ten billion
dollar export surplus.”

The British proposal is that the United States
should reduce tariffs on manufactured goods so that
foreign countries can sell an extra ten billions of
goods to the United States. Obviously, the United
States does not have the purchasing power to buy
imported goods if it does not get paid for exports.






