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PREFACE

So many conflicting views have been recently
expressed by our outstanding political and industrial
leaders as to what will remedy the present deplorable
economic conditions throughout the world that the
author was led to take the view that there must be a
basic causec and there must be a really sound remedy.
On this basis he began putting on paper his deduc-
tions, rcached from a consideration of the various
factors involved, and was soon much surprised to find
that some of our commercial practices, which on the
surface seem very natural, and harmless enough, are
really most insidious and fallacious, and lead to far-
reaching maladjustments and direful consequences.
He was further surprised to find that the fallacies
practised are not only the direct cause of the grotesque
situation in which we now find oursclves, but that
the same fallacies bring about the friction and bad
feeling between nations which were the real cause
behind the Great War, and are now the chief
obstacles to disarmamcnt and permanent world
peace.

As the auwnor lays no claim to being an economist
or an idealist, it is hoped what is written wil*be con-
sidered in the nature o an engincer’s memoranda
on the cause of, and gmedy for, our presgnt-day
sufferjpg and the Yesults which would naturally
follow the removal of our fallacies, and that it wilj
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i PREFACE

prove helpful in pointing the way to the correct
course at a time when there is so much bewilderment.

In the effort to make his thesis readable, the
author found comfort in the following, quoted from
theintroduction to the *“ Macmillan Report ” recently
presented to the British Parliament :—

“In view of the gencrally uninstructed state of the
public on matters of finance, we have from the outset
recognised that not the least important scrvice we
might render would be to act as interpreters of the work-
ing of the monetary system, and to make its main
principles intelhgible to the ordinary mind. Indeed,
if our recommendations are to commend themselves to
the public to whom they arc addressed, they must be
preceded by an intelligent appreciation of the problems
to be solved. But this is an aspiration which we have
not found it casy to rcalise. The subject is peculiarly
intractable to handle from the popular point of view.
The cconomic experts have cvolved a highly technical
vocabulary of their own, and in their zeal for precision
are distrustful, if not derisive, of any attempts to
popularise their scicnce. Morcover, agreement among
the professors of the science is, as we have experienced,
even harder to find than it generally is among experts,
and in their anxicty to avoid controversy they tend to
avoid committing themselves to any definite con-
clusions. The difficulty of exposition really arises from
the inherent nature of the subject matter. Political
economy, like law, is not an cxact science. It is con-
cerned with a realm in which the incalculable clements
of human psychology play a large part andd the inter-
play of forces is extraordinarily complicated. . . .”

The author is not in the{ east proficient in the use
of the ‘; highly technical vod\ bulary *’ of the economic

experts, and hopes that this fact may havglrgved
helpful in rendering the entire contents of his thesis
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readable by the average business man, employer of
laboifr, labour leader, political leader, the clergy, etc.,
especially if they arc feeling the pressure of the
depression, or arc zealous for world peace. The
author, however, urges the *“ economic experts ' and
““ the professors of the science " and those experienced
in analysing accounting and banking problems, to
give the proposals herein laid down their patient and
most critical scrutiny, as a new cconomic plan, if it
is adopted, must first pass such tests.

With a consideration of the fallacies now existing
in our system, it is believed the discouragement ex-
perienced by the Macmillan Commission in getting
‘“ agreement among the professors of the science”
will not be surprising. Also it is belicved that, on
the basis of the elimination of our fallacies, the
present contradictions and inconsistencies of many
of the tencts of political economy would disappear,
and political ecconomy could then become a more
exact science.

In order to lead up to the analyses and solutions
of the present world problems in Chapter VII, which
was the real object in mind at the outset, without
tedious qualifying explanations, some of the state-
ments made in the carlier chapters, taken by them-
selves, will not bear critical analysis; but it is
believed that most of such shortcomings will be
cleared up, or will be regarded as unimportaet, from
what follows in subsequent chapters.

A. G. McGRRGOR.
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WORLD DEPRESSION TO
WORLD PROSPERITY

INTRODUCTION

WE arc all aware that it has been our habit for the
past few deccades, especially in the more developed
nations, to make the luxuries of yesterday the
necessitics of to-day. We have realised that the
secret of our development las been through the
production of goods for one another, and we have
said, As the wants of man are unlimited, we need
have no fear about over-production ; and yet, in the
midst of plenty, and with the facilities for producing
all our hearts can desire, unemployment and suffer-
ing are prevalent throughout the land. Can there
be anything more distressing than to be born into
this world with an ambition to work and produce
and Sutl&fy our material wants, and then to be
prevented ffom performing honest labour ?

Every needful thing has been bountifully stpplied
by Nature.

Vast facilities for prod,lchon are idle and cravmg
activity.

Vast armies of men arc idle and craving the,
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products of the idle facilities and the opportunity to
exchange their best services for the products of
industry.

The natural pressure upon capital and upon labour
to use each other in satisfying their cravings is
tremendous.

The fallacies in our system which keep our idle
men and our idle facilities apart are scrious indeed.

The debtor nations are discouraged on account of
their shortage of gold.

The important creditor nation is despondent on
account of its over-supply of gold.

Other nations are not so troubled about their own
gold status; but they have cause for worry owing to
the international trade breakdown, resulting from
the worries of those having too little gold and those
having too much gold.

As will appear later, these troubles are not mental,
they are real, and were there not so much human
misery involved, the way we have allowed ourselves
to get into our present almost hopcless tangle would
be ludicrous in the extreme.

High living standards are possible only through
industrialisation. Periods of adversity and unem-
ployment in a highly industrialised nation can be
prevented only through continuous equilibrium in
commerce and industry. Equilibrium' in industry
requires close harmony with economic laws and
forces at all times. ‘

Wg have made wonderfql advances in science and
inventions and in bringing 'about more efficient
production. Our advances in economic practices,
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however, have not kept pace with our advances in
invention and production efficiency. We are limited
in the benefits of the latter through our neglect of
the former.

For success in the operation of our complex
mechanical machines of production, many of which
are present-day wonders in perfection, close harmony
and co-ordination with the laws of mechanics have
been vitally essential in the functioning of each small
part. We have demonstrated a high degree of
intelligence in eliminating fallacy and in providing
devices in such machines which allow the laws and
opposing forces of mechanics to operate and function
in a most orderly way.

As industrialisation progresses, the greater becomes
the need for using our intelligence in eliminating
fallacy and in providing the machinery and the
devices which will allow economic laws and forces to
operate and function freely, but in an orderly way.

Serious fallacies exist in our practices in internal
commerce and in our practices in international com-
merce, which have combined to bring about our
present deplorable world depression, and which will
be considered in due course, with their remedies.

We will first consider the fallacies in our inter-
national dealings. If we had no international deal-
ings, trade depressions would be easily avoided.



CHAPTER 1
FALLACIES IN INTERNATIONAL DEALING

Fallacy of Foreign Loans

“IN 1705 Austria raised the first war loan. It
was floated in England. The sum was £4,600,000—
an amount unprecedented in those days. The loan
was opposed unavailingly at the time by Fox. For
three years Austria made her half-yearly repayments.
Then nothing more was paid. On the contrary,
fresh advances seemed recessary, on account of
Austria’s gold shortage, and were made, and by 1823
the DBritish claims on Austria amounted to
£15,048,730. The British Government of the day
settled this war debt for £2,500,000, or roughly three
shillings in the pound.”

Since 1795 many loans have been made to foreign
(Governments, and many of them have been repudi-
ated, or settled at a very great discount. For most
of those which have not yet been settled repudiation
or settlement at a material discount ndw seems the
only possibility.

When individuals borfow money, it stimulates
them to increase their efforts, produce more
efficiéntly and economise s at to pay ofl the loan.

A nation may borrow, but its borrowing in no way

4
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stimulates greater efficiency or the use of more
energy or economy in production by its individuals,
which will be helpful in gaining the favourable
international trade balances necessary if the debt
is to be liquidated. In fact, quite the contrary
results, as capital simply will not work under
unfavourable conditions.

When times get bad in a nation, immigration laws
compel labour to remain at home and suffer, but,
without embargoes on gold exportation, liquid
capital is free to move into any part of the world.
The gold wages paid to labour vary widely through-
out the world. The interest paid capital, considering
the hazards involved, is practically the same the
world over. Capital is shy of high taxes and unem-
ployment, which always accompany or follow gold
borrowing by a Government.

Capital will remain idle rather than work under
unfavourable conditions. Industry cannot thrive
if those having savings are cautious in their spending
through uncertainty about the future.

All the effects of a loan to a debtor nation
operate to make it still more difficult for the debtor
nation to gain a favourable trade balance.

A ““gold loan ”” or a ““ gold credit "’ to a nation is
most thoroughly unsound, and is the worst thing in
the world fer it when it is in financial difficulties;
any benefits are but temporary. .

At the end of its Civil War the United States had
extensive foreign loans standing against it. Fortun-
ately for the U.S., gold& was found in boufteous
supply in Nevada and other parts of the wes#, which
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made it easy for the U.S. to liquidate its foreign
indebtedness in gold. .

At the end of the Franco-Prussian War of 1870 the
French had what then seemed a heavy gold indemnity
assessed against them. Fortunately, however, the
gold hoardings of the French peasants made it com-
paratively easy for France to pay the indemnity in
gold.

At the present stage of the world’s development
there do not happen to be gold hoardings in the
debtor nations, or any undeveloped part of the
world, whose resources or population can be exploited
by the debtor nations to make favourable world
trade balances for them.

In our present stage of industrial development, the
only way in which the debtor nations can liquidate
their debts will be by the creditor nations taking
more goods from them than the creditor nations
sell back to them.

No nation without gold resources beyond possible
favourable international trade balances has ever yet
paid its foreign debts in full, and thus successfully
extricated itself from a serious debtor position.

Gold borrowing by a Government is thoroughly
fallacious, and the sound alternative will be apparent
later.

~

Free ‘Trade Impossible while International Trade
Balances are Paid in Gold

Le. us notice what happuns when a creditor nation
over-sells into a debtor nation. The selling nation
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derives all the benefit from the industrial activity
incidernt to the production of the goods.  Also it gets
foreign money, which gives it a further credit for its
international balance in trade, and its gold reserves
increase. What happens to the debtor nation receiv-
ing the goods? Its purchasing power is used for
buying foreign goods, its industry is slowed down
accordingly, with unemployment, and its internal
tax burden is increascd, adding to the costs of its
own products; and thirdly, great harm and grave
injustice come to the debtor nation, which it is
powerless to prevent without a protective tariff.
Its currency, which its own people used for paying
the sellers of the creditor nation for their goods,
goes to the international money-changers, and
the Government of the debtor nation is compelled to
redeem its currency representing its international
trade debit account, not in the sound security really
back of its currency, or in goods which the debtor
nation produces, but in gold, a commodity which the
debtor nation does not produce. This makes further
difficulties for the debtor nation.

Paying in Gold Increascs Vulnerabilily of Debtor
Nation to Creditor Nation's Goods

The effects of exports in excess of imports combine
to decrease the purchasing power of the debtor
nation’s currency for goodgmade by its workers, and
give greater purchasing power to its currency for
foreign goods, thus acgelegating, at an ever-increasing
rate, the debtor nation’s financial strain gnd the

B
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debtor nation’s wvulnerability to creditor nation’s
goods. So the vicious cycle progresses, and, if
bankruptcy is to be avoided, the Government of the
debtor nation, like a parent in financial difficulties,
must exercise some restraint on the purchases of its
children; this the debtor nation can do only by
introducing sufeguarding measures.

In other words, in the settlement of our inter-
national trade balances, the nation having the debit
balance finances with gold the credit balance of the
creditor nation, which automatically increases the
trouble of the debtor nation.

Here lies a fallacy of our international trade
settlements, which is responsible for many of the
world’s woes. This payment of the international
debit balances in gold is compound usury of the most
subtle, yet most malignant form, that automatically
makes a bad situation worse.

As stated previously, no nation without gold
resources beyond possible favourable international
trade balances has ever yet successfully extricated
itself from a serious debtor position. 1Is there any
wonder that nations scriously in the debtor position
have found safeguarding measures, such as protective
tariffs and embargoces on gold exportation, necessary
in making even an attempt to avoid losing more
ground ?

TR . . .
Over-selling Merchant Finances lis oun Over-selling
. o
in Internal Commerce

Wet have come to realist tkat, with our present
state ofiindustrial development, one nation can wipe
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out a debit balance against it only by a credit balance
later M its favour—that is, it must scll more goods to
foreign nations than it reccives. It can pay with
goods only. If it cannot pay with goods, it simply
cannot pay! Let us notice what happens in our
internal commerce in such an event. If a merchant
sclls more goods than the customer can pay for at the
time, the merchant—the over-scller, {finances—and
bears the financial strain of his over-selling. The
earning power and ability of the customer to liquidate
in the future are hampered in no way by such over-
selling. The merchant bears the interest charges
involved, not the unpaying customer. If the
condition docs not improve, the customer’s credit is
curtailed or cut off altogether.

Wiy Should not the Over-sclling Nation have Financial
Burden of its Over-selling ?

If a nation over-sells, why should it not bear the
financial strain arising from its over-sclling? Is not
this sound economically and sound ecthically ? Ts it
not the Golden Rule and fair play in the settlement
of international trade balances? Only in this way
shall we have a sound equaliser for international
trade whick will automatically bring about equili-
brium and stabilise prosperity and goodwill tamong
nations. ANY OTHER PLaN WILL BE nUT A TiM-
PORARY MAKESHIFT. With fair play working in the
settlement of internatienal trade balances,®inter-
national trade would take on an entircly new aspect,
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and the maladjustments would automatically correct
themselves. °

Now the nation whose people buy more than they
sell in world markets has all the worry. Under the
Golden Rule plan for international trade settlements,
the nation which sells more than it buys—that is, the
nation which over-sells—would bear the financial
strain of its over-selling, just as the merchant bears
the burden when he sells more than his customer can
pay for.

Why should the finances of a debtor nation which
does not produce gold be embarrassed by individuals
of other nations sclling to consumers in the debtor
nation more goods than the sellers of the debtor
nation happen to scll to consumers of other nations?

When we stop to consider, is it not rather absurd
that the Treasury of the debtor nation should be
saddled with the responsibility of paying with gold
for all the excess goods it happens to suit the fancy
of exporters of foreign nations to scll to debtor
nations in exchange for the currency of the consumers
of the debtor nations? Is this international justice?

Not so much harm would be done the debtor
nation if the creditor nation were required to hold
the currency of the debtor nation until such time as
its consumers could use it for purchases from the
debtor nation.

The deal in international commerce would be that
cach nation’s purchases cxuctly equalitsinternational
sales at the end of the year. This, of course, is
impralticable. Therc must bersome excess one side
or the other. Which nation then will feel the burden



RALLACIES IN INTERNATIONAL DEALING 1t

of ﬁnancmg the cost of this excess the least, the
debtor nation or the creditor nation ?

If only so-called capital goods, machinery and
materials having potential productive power in them
were exchanged in international commerce, there
would perhaps be a little more excuse for burdening
the debtor nation with financing the creditor nation’s
over-selling. However, the great bulk of inter-
national commerce is in food products and luxuries
and goods, the purchasing of which detracts from the
productive power of the consuming debtor nation to
the amount by which its purchases exceed its sales in
international commerce.

By making our internal currencies redeemable in
gold for international transactions, this alone, if the
debits and credits are important, greatly benefits the
creditor nation at the expense of the debtor nation,
as we have scen and shall more particularly note
later. Inaddition to this, the creditor nation derives
all the benefit of its increased productive activities to-
gether with which purchasing power is created, while
for the debtor nation the debit balance means the
completeloss of the debit amount in purchasing power
from which there is no return in purchasing power.
In other words, for the debtor nation the debit
amount means that that amount was spent by its
people, whith gave no employment to its own labour
or to its own invested capital. Such spendfng in a
nation, when once it is started, leads to no other
end but serious unemployment, and, finallv. to
bankruptcy, if it is atlo®ed to continue.

Why should not the creditor nation finnce the
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over-selling of its exporters? Is not this fair play,
and the least that could be expected of the creditor
nation ?

When a creditor nation loans gold to a debtor
nation, and increascs its vulnerability to the creditor
nation’s goods, is not the debtor nation being duped ?

When a debtor nation seeks to borrow gold “ for
stabilising its currency " is it not labouring under a
dclusion ?



CHAPTER 1II
FALLACY OF PRESENT MONETARY SYSTEMS

THREE kinds of currency now in use may be
described :—-

1. Gold and Silver

All arc familiar with the use of silver coin as
currency and many people now living remember
the time when gold coin was commonly circulated in
the same way. At onc time only metal currency was
uscd.

For handling large transactions, the gold or silver
required was bulky and inconvenient. Later, the
Treasurics of the various nations improved this
situation by holding the gold or silver in their vaults,
against which they would issue certificates of various
denominations. These certificates were exchangeable
for the amount of gold or silver specified on them, at
any time, on demand. Such paper currency was
convenient and, naturally, was respected.

. 2 Printing-press Currency

The demand for currency varies widely frofn time
to time, and a shortage is & scrious hindrance to the
free flow of commerce. The people having gained
confidence in paper smaney, a Government ®would
remedy this shortage difficulty by issuin® paper

13






