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THE MEANING OF MONXEY 1

FOREWCRD

THE CONSU2ERS GUILD OoF AMERICA, INC,, i3 one of many
organizations that have been studying the subject of
money and sceking eagerly for authoritative guidance.
None of the contemporary discussion, proposals and legis-
lation seemed to contain any evidence of erudition. The
befuddlement seemed world wide. We could not find any-
where a master mind.

While we were thus engaged in our research there
came to our notice a press report of a public address by
Professor Irving Fisher, monetary economist of Yale
University, in whlc‘x he indicated that most persons who
undertook to discuss money did not understand the sub-
~ ject and that those “who understood the real meaning

of money” were very few. We found no difficulty in agree-
ing with this but the statement would have no value ‘with-
out the revelation of who were “the very few.” We put
the question to Professor Fisher and he gave us a list in
a letter which we reproduce on 2 following page.

The making of such 2 list was of such wide interest
that we reicased it to the press with the statement that
we had prepared a questionnaire to be sent to each au-
thority named, from the responses to which a symposium
would be made for the information of Congress. The
story received very wide circulation in America and

-abroad and a number of editors and others challenged
Professor Fisher’s right to be an authority on authori-
ties. It is only fair to Professor Fisher to point out that
he has not set himself up as such 2n authority. He has
merely stated that he knows only a very few who under-
stand the true meaning of money. Nor did he offer to
name them, he was invited to do so. He has roi under-
taken to establish an exclusive circle and expressly states-
that “there are doubtless several others whose names do
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not happen to oceur to me just now, as well as still others,
especially among .younger economists, whom I do not
even know.” :

There is no way by which an authority on authorities
can be authoritatively determined. It is a volunteer job,
no one can be drafted to it and there are few who are
willing to render the public service of naming the master
minds with all the possible criticism that such an under-
taking involves. We wish to go on record as stating that
had we the choice of selccting the maker of the list we
could. think of no one bectter qualified than Professor
Fisher. He has been a student of money for forty years
during which time he has pursued the writings of many
other studeuts. e has a wide personal acquaintance with
the contemporary monetary economists and the quality
that above all commends him is his openmindedness. In-

deed, he has been criticized for entertaining and even

espousing novel monetary ideas but without entering into
the merits or demerits of such ideas the very fact {hat
they were entertained by Professor Fisher demonstrates
that he is not opposed to new thought. He has shown him-
self also as broadminded by including on his list of those
he highly respects a number who do not agree with him
and those who are on opposite sides of the current Roose-
velt policies. Professor Fisher did not name himself as
an authority but we added his name to the list and he
kindly agreed to respond to our questionnaire,
Of course the nomination by Professor Fisher (or any -

one else) of persons qualified to stand as authorities on
the subject of money does not make them such. They are

.merely the oncs who by reason of such designation are

especially worthy of consultation. To us it is not a glori-
fication, it is admission to a special test. Some of those
named saw fit not to take the test. Nomination on the list
by Professor Fisher and reguest by us to answer the
questionnaire of course imposed no obligation upon any
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and reasons for declining in each instance that they were
given to us are included in the essential correspondence

. given in the back of this volume, from which (or the

absence of answers) the reader may draw his own con-
clusions.

The questionnaire was drawn to give full latitude for
the respondent to express his views as well as his align-
ment with or against different schools of thought and
different sides of current monetary controversy. But it
was not drawn after the orthodox manner that would
admit of copybook answers. It is retrospective, prospec-
tive and introspective. The Question No. 2-D throws the
door open wide for imagination and speculation and
offers the opportunity for complete abandenment of all
the classical theories of money. Question No. 9 makes a
challenge we believe to be without precedent. Question
No. 7-A seems almost foolish in view of universaily
accepted opinion and its correct answer brings surprises.

We have undertaken to render a service to the reader
by reviewing the anmswers, reconciling them wherever
possible, contrasting them where necessary and rational-
izing all of them to the best of our ability. Our own vicws
on money, arrived at through several years of study
prior to undertaking this symposium, of course assert
themselves. ’

We have tricd, however, to apply them critically rather
than constructively, which seemed the appropriate aiti-
tude here. In a separate volume entitled “Morey Free-
dom,” we express our views constructively.
. . E. C. RIEGEL.



THE SYMPOSIU2L
QUESTION 1. What is the meaning of money?

"FRISCH

It is customary to atiribute three functions to money:
(1) as a measuring rod for values, (2) as a2 means of
storing up vealue, (3) as an instrument in helping to cir-
culate commodities and services (and certain forms of
claims and rights).

In modern society it is the last of these three functions
that is the most important. It is through this function
that the most far-reaching effects—to the good or to the
bad—are produced by money on the whole economic
structure. The last function is more vitally connected
with our idea of “money” than either of the other two.
The first two functions may be, and have actualiy beesn,
performed by other means. But the third function cannot
be carried out by anything but money; indeed, anything
which actually serves as a medium of exchange, helping
to circulate commodities and services would by most peo-
ple naturally be called money. Personally, I am therefore
_inclined to take the third function as the definition of
money. In accordance with this view the term “paying
medium” may just as well be used instead of money.

QUESTION 2-A. Is it essential to ils function that money
bea thing of value?

Anything that is generally accepted by the public as a
paving medium will, by this very fact, have a value in
exchange equal to the gocds for which it is accepted.
Therefore, if by “yvalue” one understands value in ex-
change, money must necessarily have value.

I presume, however, that in the formulation of the
questicn (2-A) value is taken in another sense, namely
in the sease of intrinsic »alue. Value in this sense meana
that the thing is pursued for its own sake, for the serv-
jces it may render in consumption of production. As a
rule it also means that a real cost is involved in its pro-
duction. In my opinion it is not essential that money have
this kind of value. It secms to me that experience has
amnply proved this.
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I go further. Not only is it uncssential that money
shall be a thing of intrinsic value, but it is directly detri-
nental Lo its good functioning. In my opinion a monetary
system in the modern and in the future socicty can never
become sound if moncey is a thing that has intrinsic value
or—which amounts to the same—if through strict rules
of redemption it is coimected with an individual com-
modity that hdas intrinsic value. In particular I believe
that the monetary system can never become sound if it
is based on geold. Some generations ago the situation was
different. So Jong as men were living in a deficit econowy
there was something to be said for the popular idea that
a moneclary system based on gold or some other precious
metal was a “sound” system. But in modern society the
gituation has been reversed. I shall elaborate this state-
ment somewhat. ‘

As an cxample of a monetary phenomenon consider
the foreign exchange rate. The possibility of maintaining
at any given moment a stable exchange rate depends on
a whole set of basic factors that determine the trend of
international capital movements. Some of the more im-

“portant of these factors are: relative price levels, profit

expectancies and interest levels in the various countries,
political uncertainties, etc. These factors have of course

~always been active in exeriing a pressure on the ex-

change rate in one direction or another. But in earlier
times they did not act so spontaneously, rapidly and
forcefully as now. There was time and room fer correc-
tive influences to be set in motion by the responsible
leaders of the monetary systems in the various couniries
(adjustment of interest rates, etc.). As a barometer or
an incentive reminding the leaders of the right thing to
do in this comnection the gold standard had some gocd
effects, although the same could perhaps have been ob-
tained by other and more appropriate means.

- BEven in these earlier days the efTect of the gold stand-
ard was thus more of a formal than of a real nature.
Gold, through its ecnuection with the monetary system,
served as a warning signal, but was not itsclf one of the
really. determining factors. In modern times this formal
character of the gold standard has been greuatly accen-
tuated. In my opinion the whole economic life as charac-
terized by the technique of prcduction, the procedures of
international finance, ctc., has now come into a stage
where gold appears only as an historical reminiscence
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appealing to people’s imaginvation, but having no effective
power D matlers of monetary stabilization. The bazic
factors work indced now in such a manner that a simple
warning device such as the gold standard—or any simi-
lar system—is a ‘quite inadequate means of effecting
monctary stabilization. If monetary stabilization shall
ever again become possible, it must use measures that
aim much more directly at the underiying factors them-
selves. It is, therefore, highly desirable that we now learn
to distinguish hetter than we have done before between
realitics and formalities in ‘the monetary sphere.
Amongst others we must clearly recornize that if the
basic factors in the exchange rate problem, i.e., the rela-
tive price levels, the profit expectancies, ete., are actually
such as to permit thé maintenance of a stable forcign
exchange rate, then this stability may technically he as-

sured by any of a great variety of conceivable schemes -

of international hanking transactions (for instance, by
the scheme suggested by Knut Wicksell several years
ago). In particular it is entirely uncssential whether the
technical detsils are worked out in the form of a'gold
standard or not, provided only that the basic, factors are
favorable to the maiutenance of a stable exchange rate.

On the other hand, if one gets into a situation where-

the underlying determining factors do not any longer
permit the maintenance of a stable exchange rate, then
it will break down, no matter whether the gold system
was eriginally in operation or not. If a gold redecmption
system was originally in operation, it will simply be dis-
continved. Experience has shown over and over again
that this is what will happen. Thus in modern socicty
gold as a stabilizer of the monetary system is little more
than a fiction. Real stability depends on entirely different
things. )

But that is not all. Not only is the gold standard ineffec-

-tive and unnecessary but it will frequently lead the



monetary authorities to do things that are actually harm-
Jul to the functioning of the whole ccohiomic mechanism,
and often it will prevent them from doing what the site
uation really requires. - o :

For instance: the international competition for mone-
tary gold may ferce a central hank to raise its re-dis-
count rate and take other credit restricting measures in
a period where just the opposile policy should have been
adopted. And changes in the production or in the speeial
market conditions of gold may necessitate monctary
measures that have no relevant conncetion whatsocver
with the real monctary needs of industry and commerce.
If at any given moment the rigid rules of tie roid re-
demption are changed in order to satisfy the actual necds
of industry and commerce (for instance, by lowering the
. gold content of the.monetary unit or by some other mcas-
ure), some relicf may be obtained, but it wili only be a

Aemporary relief, New diflicullics are certain to develop
".sooner or later if the artificial connection between meney
_‘and gold is maintained and the world continues its rapid

“technical, social and economic development,

Freeing money from its artificial connection with srold
-would, therefore, in my opinion, be an important and
highly desivable monetary reform. It would mean that
one could finally bezin to concentrate on the truly mcne-
tary problems. By this I mean {0 manage the monctary
system in such a way that it is at any time adjusted
_ @irectly to the objeclive purpose it shall serve, namely to
 help the full and free circulation of the goods and serv-
ices that are or can be produccd. .

Similar arguments would apply to any other specific
cemmodily or restricted group of commoditics (silver,
wheat, labor-hours, kilowatt-hours, ete.) which one would
try to identify with money. I therefore believe that it is
both desirable and possible to use as money a thing thatl
bas ro intrinsic value. ’
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QUESTION 2-B. Is it essential that it be in the form of a
promissory note by a specified issuer?

FRrISCH

The essence of a promissory note is that at some future -
date something will be “paid for it.” If shall be exchanged
for something else. Ard, from the monetary viewpoint,
this something else shall be stiil more “liguid” than the
promissory note. A thing that shall function as money,
i.e.,, that shall be instrumental in helping to circulate
commodities and services need not have this character-
istic of -promissory note. This is entirely unessential to
its good functioning as money. The only thing that needs
to be promised in the case of money is that it will be gen-
erally accepted in exchange for commadities and services.
This is the only “redemption” or “promise” needed, and
in modern society it may be assured in many other ways
the{xzn by giving money the usual form of a promissory
note. '

QUESTION 2-C. Is it essential that it carry o specification

’ of esclhiange value in one or two commodities such
as gold or silver? If so, why must such commodity
be arbitrarily priced, or dunied a free market?

FriscH

From ray answer to Question 2-A it follows that, in
my opinion, it is not only unessential but even detrimental
if money carrics a specification of exchange value in one
or two commoditics such as gold or silver.

If money is nevertheless connected with these com-
medilies the need for a “regulation” of thein and a con-
trol over their markots must necessarily present itsclf
just because these commodities in themselves ‘have no
effective monelary stabilization power, but will, on the
contrary, when eonnected with money and left to them-
sclves produce certain highly undesirable influences on
the moretary system, as mentioned under Question 2-A.
One =rtificial sicp thus nccessitates another. These at-
tempis at “regulating” gold or silver give in my opinion
an exceilent proof of how irrelevant the whole gold or
silver standard system is to ihe purpose which money
shall really serve. They show that, instead of solving the
monetary stabilization problem, the gold or silver stand-
ard rather creates a new puzzie.
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QuEsTION 2-D. Is it nossible to have a true commodity
dollar without tulrinsie value or specie redemption,
sponsored only by ihe trader and backed solely by
the commodity which it negotiates in exchange?

Friscn
I feel convinced that 'such a system is possible. The
proof is that in essence we have had it. We have indced
had incenvertible paper raoney in many countrics during
pericds that, taken on the whole, have been much more
prosperous for those countries than the prezent period.

And any system of inconvertible paper money is in its

funclioning equivalent o a commodity-dollar system.

If it is necessary as a concession to people’s supersti-

tion, a commodity-dollar system may be camoufiaged as
a gold standard by establishing rules of redemption that
are made so clastic as to he harmless dnd leaving in real-
ity the monctary authorities fres to apply these ;neasures
that are necessary in each given situation. But there is
no other reason for mazintaining such rules than just
people’s superstition. .

QUES’};ION 2-E. Is the issuance of money the sole preroga-
tive of the sovercign, and if not, who may issue
~money? :

v

"~ FRISCH

This is purely a question of what is found practical in
view of the special circumstances under which the nation
works. If the menctary authorities of the country really
understand the nature and functioning of money in a
modern socicty, then it is highly desirable that the issu-
ance of money is resceved for a central monctary insti-
tulion. In the future this condition will probably Dbe
realized, but in the past and at prescnt it has, in my
opinicn, not been so. With a few exceptions the leaders
of the monetary systocms in most countries have shown a
deplerzbly suncrficial understanding of the great eco-
nomic upheavals which we have gone through and par-
ticulariv of the role played by money in the course of
events. They have been moving along the same lines of
thought that they have been accustomed to from their
yvouth, using types of arguments that would apply to the
situation a generation or two ago but which are irrele-
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vant to the present situation. DPractical — and maybe
political—reasons nay make it difiicult fo change the
higher personnci in the central banking institutions; it
may thercfore be found desiraple, in corlain cases as a
temporary arrangement, to establish new institutious
with the power to issuc mougy, or which in some other
way could carry out ihe function which money under the
old system has not been able to perform satisfactorily.

QuesTION 3-A. Is the fiat of the U. S. Government up-
holding the price of gold or is gold upholding the
creditability of the fiat?

FRISCH

The fact that a great couniry like the United States
maintcins a goid standard will undoubtedly be an im-
portant element in upholding the price of geld.

On the other hand, gold is only an unimportant ele-
ment in upholding the creditability of the fiat of the
United States Government. :

The true factors underlying this creditability are the
government’s power ‘to impose tazes and to manipulate
monetary and fiscal institutions in whatever way the
legal authorities may in any given situation permit. The
enormous power over the whole economic inachinery
which these facts constitute, are the real underlying ele-
ments that uphold the creditability of the fiat of the
government. If the monetary and fiscal authorities under-
stand the regvirements of the situation and act accord-
ingly, no other factor is needad to uphold the creditability
of the fiat. But, of coursg, if there are doubts about the
understanding or the willingness of these authorities to

act in the right way, then 2 monetary system based on

gold may be an element in preserving the public’s faith
in the currency.

QUESTION 3-B. What would be the injlucnce on our moncy
and trade and upon the price of gold if the U. 8.
Government refused to buy gold at any price and
sold it at the best price oblainadle in o free world
market?

FriscH
The price of gold would be depressed if the U. S. Gov-
ernment refused to buy gold at any price and sold it at
the best price obtainable. Thig would mean a leosening
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of debt burdens fixed in terms of gold. In my opinion this
would be to the zeood. Trade would in all probability be
stimulated, the good effects on the cconomic situation
may even be so strong that also the holders of gold and
the debtors in gold currency would derive a net benefit,
their indirect gain being larger than their direct loss.
QUESTION 4-A. Can the Unitcd States, by inflating or de-

flating the nrice of gold or silver, inflate or dejflate

the price of ary or ¢l other commoditics?

Frisca

This depends on the principles on which the monetary
system is built. If the system is not connected with gold
or silver, then an attemnt by the Government to inflate or
deflate the price of gold or silver would of course only
have a small—probably 2 negligible—effect on the whole
price system. .

If money s linked to gold such an attempt by the gov-
ernment would influence the gereral level of prices. But
it would do so only indirectly and only after a time lag
that may under certain circumstances be considerable.
The price of gold—when the monetary system is based on
gold—will indeed not affect the other prices directly, but

-only by influencing certain intermediate factors that are
themselves directly operative in determining the level of
commodity prices.

QUESTICN 4-B. Is price determined by supply and demanz.i

of commoditics or by supply arnd dcii nd of money?
FRISCH

The question cannct be put this simple way. It is not

a question of the chain of causalion running one way or

the other; it is a question of muiual dependence. If two

bulls ave resting in Uie bottom of a bowl, it is impossible
to say whether one is determining the position of the
othor, or vice versa, ’ '

I shall mention a fow points characteristic of the mu-
tual interdependence between supply and demand of
commodilics and sopply and demand of money in the
fixation of prices, although an exhaustive description can-
not be given in the Lrief space devoted to these answers.

In the supply of moncy two parts should be kept dis-
tincl: the supply of money at the dispesal of producers
and consumers respoctiveiv. Both these parts of the
wonay sunply will influence the supply of commoditics
and thus influence prices, but in different ways.
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The ullimate supply of commodilics is determined by
the producers. There ave two “minimum factors” that
determine the preducer’s policy. In the iirst place he must
(under private capitalism) have the incentive to produce
which consists in the expectancy that he will be able to
sell at a profit, This expeetaney is to a large extent a
question of the actual and future supply of money to the
consumcrs. This depends of course, again to some extent,
on the producer’s own activitics (through his payment of
wages and salaries). But it also depends on factors that
may be influenced without an immediate increase in the
producer's uctivities, This latter infiuence is one of the
most important facts to take account of in any recovery
scheme that is built on private enlerprise. The flow of
mouey {o consumers may be inereased if the government
adopts such a poliey of expenditure that it gives out more
purchasing power thon it obsorbs jrom the consumers.
This is done when the government either creafes the
neecssary money (printing of notes) or if it borrows in
such particular forms that the total volume of credit
and bank deposits increases by the operation (such forma

“exist) or finally if it uses a system of taxes that are dif-

ferentiated in such a way that they hit those persons or
groups who have the purchasing power but not the con-
sumption power. )
The difforcrce betwveen the purchasing power given out
and taken in Ly the government may perhaps be called
the circulotion-difierence. I want to emphasize that the
essential point in stimulating industry and trade is this
circulation-dificrence, not the question of what particular
items are included in the expenditure budget. Thus if
public works arc financed {through cconomies on other

- parts of the budget, such as administration—salaries and

the like—the recevery effect will be nil (aithough some
future gain for society as a whole may be realized if the
administration was actually superfluous and the public
works do create real capital). On the other hand a stimu-
lating cffect will be preduced even if no public works are
started but a cirealation-difierence is ereated by the fact
that those taxes that hit the general public are Iowered,
and the government covers the deficit by such forms of
borrowing that will increase the total cradit struclure.
The other minimum factor in determining the produc-
tion policy of the producers ig the supply of money at his
disposal. This, of course, is essentially a question of the
general credit policy. It raust be remembeved that this
supply of produccrs’ credit is only onc of the two ncees-
sary conditions for an expansion. 'Chis explains why a
general policy of credit expansion for production pur-
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poscs is in ilself insuflicient to revive the economic”
activity in a depression period. The producers simply
won't move unless they are assured ihat there will be an
effcctive demand for their goods, and this in tarn is a
question of the flow of money into consumplion. To break
the vicious circle this latier flow must be increased first,
and no onc ¢lse can do it bul the governnient.

- The price, as finally fixed in the market place, is a com-
posite result of the various demand and supply factors
here briefly outlined.

QUESTION 4-C. I5 the volume of trade influcnced by the
volume of money or vice versa, and why?

Friscu .

This depends on whether one thinks of a particular
phase of the economic process or on the process as 2
whole. -

If one confines the attention to the working of a par-
‘ticular part of the mechanism, say the banking system,
then, of course, it looks as if the amount of mouey in cir-
culation is determined by the volume of trade, and not
vice versa. Consider, for instance, a cashier in a bank.
He will naturally be under the impression that the out-
“goings and ingoings in his caisse—as depicted by the
aceount he writes in his books—depend cn certain things
{that happen outside of his sphere. He will most decidedly
hzve the impression that he cannot make these things
happen just by writing figures in his beok, The peinl of
view of some—perhaps most—practical bankers will, in
many respects, be similar to that of the cashier. They
will be under the impression that their working capital,
mainly consisting -of deposite from the public, is dcier-
mined primarily by forces which they cannot influence.
On the other hand, the demand for ercdit from their cus-
tomers also scems to be lavgely determined by cutside
factors such as the general tvade activity, the prospects
of profits, ete. The baukers will, therefore, get the impres-
sion that they have nc great leave-way in their disposi-
tions and that consequently the amcunt of credit in the
system and the amcunt of notes circulating—ihe two
principal forms of money—will be determined by the

" volumne of trade and production. ) '

But if one follows up the more remote effects of the
various transactions and tries to see the cconomice life of
he nation as & whole, it will he perceived that the chain
of causation runs alzo the other way. Then one will un-
derstand-that mere deeisions to write things in the books

of the banks may entail certain important consequences
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for the general trade and production activity. This may
take many forms. As an example, consider the case where
a bank decides o grant the Government a loan to be used
for increased public works. This may, if the transaction
is carried through in the right way, meau a direet in-,
erease in the total velume of credit in the systemn, whick,
in turn, will be the instrument by which the total volume
of trade and promotion is incieased. In this case the vol-
ume of monecy has determined the volume of trade and
not vice versa.

QUESTION 5-A. In round numbers the United Statcs has
oulstanding stz Lillions of currency und twenty-two
billions of bonds and other interest-hearing instru-
ments. Aside frem the inlerest factor and the nego-
itability, is there eny differcnce in essence belween
these two forms cf obligations? 5-B. Are they bolh
money?

" FRISCH
5-A .

Yes, there seems to me to be still an essential difference
between these two forms of obligations. The currency, that
i3 to say notes and metallic money pieces circulating, has
as its essential function to circulute, more or less indefin-
itely. The notes and metaliic money pieces are in fact—
from the point of view of their real function as tools in
the nation’s economic activity—never to be redeemed.
The promise of gold redemption or any other similar
promise has no functional connection with the services
which these instruments render. It is only a reminiscence
of the particular way in which these insiruments histori-
cally happened to come into function.

In the case of the bonds and other interest-bearing in-
struments the situation is different. These instruments
will actually have to be redeemed in something else. This
redemption is not an historical reminiscence, but is an
actual expression for the purpose which these instruments
serve. The bonds, ete., are indced expressions for definife
debt relations and the special form of the bonds is a prac-
tical expression for the way in which these debt relations
are to be regulated. ’ :

5-B
No. I would not call the twenty-two billions of bonds
and other interest-bearing instruments money.




15

QUESTION ¢-A. What purt of the existing forty billions of
doliars of bank deposits is money? 6-B. Of what 13
the balence constiluted? : :

FriscH
. G-A and 6-8

The existing forty billions of dollars of bank deposits
canrnot be s2pavated into certain parts that are money and
other parts that ere not money. This is not a question of
oither/or, but of more or less. The various items may have
the moneiary characterisiic to a lower or higher degree.
1t all depands on the velocity of cirenlation of the various
items. A first part consisting of more or less frozen credits
performs such an insignificant amount of “circulative”
work {hat it may, for practical purposcs, be disregarded
as money. A second group consists of deposits that show

" some turrover, although siow, for instance, savings de-
posits in couniry towns. They perform some, but not a
very active monetary function. Other cntegories civenlnte
still faster. At the extreme end of the seale we ind de-
posits in New York banks from firms which utilize their
accounts very frequently, possibly drawing chiecks which
will in a few days amount to much more than the average
net balance on the accounts. These latter kinds of depesits
are typical representatives of modern money.

QUESTION 6-C. 1What was the twenty-five billions of bank
‘deposils that has disoppeared in the last four years
while government currency and bonds have in-
creascd several bilitons? ;

FRISCH

These twenty-five billions were money, to a larger or
smaller degree, according to their velocity of circulation.
How vnd why did his wmoncy disappear? To explain this
it will be nocessary to say a fow words in general about
the mechanizm by which paying medium is created or
destroyed under the present day bhanking syatem.

There doos not exist any mysterious “fund” that is
determined by ontside Tactors and constitutes the amount
of paying medium at the disposal of the nation. To a
Jarge extent this fund is inereased or diminished by
purely psychologienl processes. In particular this applies
to the volume ol bank deposits. '
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The individual depositor knows that ke had to sacrifice
and make real savines in order to get his account in the
bank. And from (his he concludes that the total volume of -
deposits in a country is an expression for the total real
savings. This reasoning is typical for a deplorable, popu-
lar confusion that exists in many fields in cconomics, and
which in general terms may be described as the confusion

between facts pertaining to the cconomy of an individual
and those pertaining to the economy of the group of
which the individual is a moember. The total result of
a number of ecconomic actions of a certain kind cannot
always be deduced as the simple sum of the individual
actions. Frequently it arrives that each individual action
through its indirect efiects work counter to ilic other -
dividual actions. This indirect counteraction may for any
given individual be so small that he does not see it, but
for the group as a whole the effcet may be decisive be-
cause these small indirect counteractions occur in such a
large number. Thus if one individual by mecans of rcal
sacrifices increases his savings deposits, the important
question from the nation’s viewpoint is if this will ac-
tually mean a nct increase in the total volume of deposils, -
or if it will only mean such an inereased difliicully for the
other depositors that they are unable to maintain their
deposits intact. The answer to this question will be en-
tirely different in times of prosperity and deprossion. It '
depends on certain factors that are not revealed by study-
ing the real-savings aspect of deposits but «hich can
only be undersiood when the whole problem is constdered
froin the point of view of monelary circulation and bank-
ing policy. .

Adopting this point of view one will sce that the vol-
ume of bank deposits is not primarily determined by the
amount of real saving that goos on in socicty, but de-
pends, to a very large extent on whether the average
banker is under an infatory or deflatory psychosis. Let
us consicder this in some detail.

The bankers’ willingness to give credit depends on two
things: (1) The manner in which they view their liguid-
ity position, (2) The manner in which they rcoard the
“oredit worthiness” of the applicants for loans. Both these
things are, to a large extent, a question of the psycho-
logical status of the bankers at the moment. 1t depends
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on whether they are on the whole optimistically’ or pes-
simistica”y influenced.
Lel as suppose that the bankers ¢f the country at a
onuﬁr‘ n‘om(‘-lt generally have the feeling that their
liquidity is areat, pethaps too greal for the rescurees to
be utilized with the greatest possible profit in view. And
let us also supposc that they are on the whole optimisti-
cally influenced in their estimate of the “credit worthi-
ness” of the applicants feor loans. If this is the case
increased crodits will be granted throughout the country
in gencral. The banks’ customers draw upon these credits
-md use the money {or payments of various kinds. In the
first place this means that the liquidily reserves of the
banis are attacked. Those who reccive the notes or checks
do not however keep them in their pockets. By many
roundabout ways these resources dgain return to the

banks. I there are no tpocxal circwmstances present

wiiich tend to keep more notes in circulation than previ-
ously, all the resources here considered will return to the
Lanks, partly in the form of payment-down to other out-
ward loans, partly in the form of increased deposits from
the public. Of course, this does not apply to each indi-
vidua! bank, but to the banking system as a whole. After
the transaclion the tolal liguidity siluation of tae banlks
will thercfore be r',;pronn(atelj og good as it was before.
It may even have been improved if the increased activity
has brought to the public a larger optimism which results
in hoarm d notes returning to the banks.

That which the bankers believed was “consuming” a
part of their liquidity reserve, has thus for the entlre
banking -oyr,tem regarded as a wholg; net been any “con-
sumption” at all. Liquidity reserves are just as great
aflter the {ransaction ns hefore. They have proved to have
the astenishing quality of replenishing thermusclves auto-
matically when one dips into them. A further continua-
ticn of this development is just what characterizes the
usual optimism during a pericd of prosperity. It is the
psychosis of inflation.

During a period of depression the oprcmte takes plzxce.
The administration of the individual bank is nervoeus, it
fears that somcthing will take place in the system which
will have cons equences for the bank concerned, for in-
stance, will appear in the form of a run or the like. The
administration of the bank finds, thmefme, that it raust
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strengthen ‘its lHquidity reserves by drawing in on the
outward leans, When this is the position gencrally aver
the country as a whole, the effoct of the reduced outward
loans will, however, #of be an increase in the banking
system’s total hqm(ut" but will, on ihe contmrv, appear
cither as an increase in certain other outward loans or s,
a fall in the deposits from the public, or in both. The
lquidity rcserve for the whole banking system has thus
—particularly in a depression period—the remarkable
quality that it will not increase if one endeavors to re-
plenish it, because there are other fa ‘1(,t01’o in the system
which give way.

The volume of deposits is especially clastic. And it is
all the more clastic the more general the banks' policy
of “strengthening” their position.']n the extreme casc
where absolutely no inerease in other loans is permittad,
the volume of deposits is almost the only elastic olemeoint
that gives way. In otlier words, when the banlers at-
tempt to draw in on their oulward loans, they are i
reality drewing deposits out of their own and other.
banks. A gonorvl attempt on the part of the banks to
“strengthen” their position will con scrn‘.("ltl) a short time
afterwards manifest itsclf as a drop in the deposils st
tistics of the country. Such drop will make the b'mkr* S

-even more pessimistic in their dispositions, which wiil
lead to a new fall in the deposits, and so on. In this way
the whole banking system will enter into a falling spiral.

There are of course certain other factors which ta
some extent will cooperate in determining the magnitude
of the deposits, outward loans and reserves.. But that
which I have here pointed out is the essential, when one
will endeavor to understand what takes place during a
deﬂation.

he banl: deposits that have disappeared in recent
years is thus largely a psychologiesl phenomenon and a
matter of uoo-j.c\,pmg. Those who believe that this fall
reflects a corresponding fall in the country’s real capital
and real preductive pow ver buiid their belief on pure
fiction.

This shrinkage in the total amount of deposits means
a corresponding shrinkage in the paying medium of the
nation, and this will of course have a tremendous effect
on the total economic activity. This effect will propagate
itself through many channels, amongst others, it will
have a disasirous effect on the prlce system. This is not
the place to depict these effects in detail.
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QUESTION 6-D. If yow wuse the term “credit 'money,"v

please dcfine the diff cirence belween money and cred-
it money, give the quantitative relaticn, if any, and
the quthorized issuer of both.
Friscy
I do not find any porticular need for distinguishing
here between “credit money” and money in the restricted
sense of notes and metallic piéees. In practice there may
be some minor difference in the effects produced by these
two forms of money, but in most respects the two forms
exert a simiiar influence.

QUESTION 7-A. Does President Eoosevell have any power
(aside from goveraincat loans and expenditures) to
increase or decrease or stadilize the purchusing
power of the dollar? 7-B. If so, name the power and
the ejfect of its exsrcise.

I"RISCH

7-A and T-B |

I take it that the “purchasing power” of the dollar in
the present connection means purchasing power in terms
of commodities and not in terms of foreign exchange.
The problem cof increasing, decreasing or stabilizing the
purchasing power will be very different if one has the
commodity purchasing power in view, or the forcign
exchange. For instance, stabilization in one sense may be

ircompatible with stabilization in the other sense.
Another distinction must also be made. A stable com-
modity-purchasing power has sometimes been used to
xpress the fact that one dollar buys the same percentage
of the nation’s yearly output, and sometimes to mean that
the dollar buyvs a constant “basket full” of commoditics.
Under increasing productivity a stable purchasing power
in the first scnse would mean an increased purchasing
power in the second sense. In the present connection I
presune that a stable purchasing power means that one
dollar shalt buy a constant “basket fuil” of commodities.
~ President Roosevell may exert some influence on the
purchasing power throuch various sorts of manipula-
tions with the monetary system. Even without making
very radical changes in the monetary system some cfiects
in this direction may be achicved. 1t may be done by
legislative rules, for instance, rules tending to increase or
to docrcase the issuance of bank notes. And it may also
be done, to some extent, by the President (or his agents)
“advising” the individual banks to accept, more or less
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“voluntarily,” cortain methods or procedures in their
credit policy. . . S

A miore thorourh-¢oing and quick countrol over the pur-
chasinz power of the dollar would, however, necessitate
rataer radical reforms in tite monetary system. Amongst
others I think it would be necessary completely to aban:

don the connection between the monctary system aud
gold (or some other special commodity), or at least the

- connection with gold (or some other special commodity)

would have to be made purcly formal, us mentioned un-
der my answer to Question 2-D. Under such couditions I
think a highly centralized banking system could by radi-
cal expansions or contractions of the volume of credit for
different kinds of uscs effectively influence the price level.

I want to add that I am not convinced that a stabiliza-
tion of the purchasing power of the dollar by such means
is the absolute ideal towards which the monetary man-
agement of the future should strive. There are other
objectives which are more essential and which may even,
to some extent, be inconsistent with such stabilization of
the purchasing power of the dollar.

QUESTION 8-A. Has there ever been an instance of mone-
v tary inflation (depreciation of the pu-rchasmgr'power
of the currency) by any government whose fiat had
not suffered discredit? If so, please name one or two.
-Friscn i
It all depends on what is meant Ly the nation’s fiat
suffering discredit. Y do not think one ean say that the
big bellirerent nations in the beginning of the world war -
had recouvse to inflation only after their fiat had suffered
diseredit. For instunce, when Germany and—in a dif-
ferent form—TFrance hud recourse to inflation, the reason
was not that the public was not confident that the gov-

ernment could and would mect its various forms of obli-
gations. The reason was rather a technical cne: If the
largs sums needed should have been raised by a regular
taxation or loan technique, it could hardly have bogn
done rapidly enough. And-iurthernwore if an attempt in
this direction should have been made, it would have
caused a gencral tightening of the credit market that
would have been very uncomfortable in the particular
situation the government had to face.
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QUESTION 8-B. Can a government with sound credit de-
oreciate the purchasing power of its money by eny
demce whatsoever? If so, pleuse name such a device.

FRIsCH

This, again, degends on what is meant by “sound cred-
it.” If sound credit means a system that maintains the
“real value (the “commodity value”) of debt claims, then
_of coursz depreciation of the purchasing factor will ipso

facto mean that the eredit becomes unsound.
On the other hand if “sound credit” means a situation
_where bank deposits are increasing, or at least not de-

creasing, where profits of the banks are ample, where
there are few failures, etc., then a depreciation will m
general just tend to proauce “sound credit.”

The general criteria of “soundness” or ‘“unsoundness”
of the credif system will be judged differently by differ-
ent people, mainly according to their special economic
interests. This applies particularly to the affects of a
depreciation.

In neither case do I think that the judgment about the
soundness or unsoundness will depend very milch on the
device by which the depreciation is carried through; the
choice of the device is only of secondary importance in
this connection.

QUESTION 9. Is it possible for the Ccnstz'tution to convey
to Congress the power to “coin money and regulate
the value thereof” or is there an economic law that
frustrates statutory law?

Friscu
In my opinion it would Ie'ld to undesirable conse-
quences to cenvey to Congress the control over the mone-
tary system. But I do believe that a change can and
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should be made in the present organization. The control
over the monetary system should, I think, rest with the
President (the government). It is an ohsolete system that
the money of a pation is managed by an independent
authority which in certain cases may act in discordance
with the government. The more the element of planning
is introduced into a nation’s cconomic life the more ui-
satisfactory it will be felt that such an important seetor
of the economic life as the monetary system is conducted
to some extent independently.

Nor do I sce any economic law that would work coun-
ter to such subordination of the monetary system to the

" central responsible government of the country. I belicve
that it is both possible and advisable to convey to this
central authority the power to “coin money.”

But from what I have said under Question 7-A follows
that T do not consider the regulation of the “value” of the
doliar by the central monetary authority (whether di-
rectly subordinate to the government or otherwise) an
casy task, although it may perhaps be carried through
by sufliciently radical measures. Nor do I feel convinced
that it would be desirable to put up the absolute stability
of the purchasing power of the dollar as the principal
object {0 be pursued by the central monetary authority.



