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NOTES OF THE WEEK.
The Birmingham Debate.

For the convenience of our subscribers we are pub-
lishing the whole of the Birmingham Debate in the
present 1ssue. This has entailed our not only adding
four pages, but also holding over the main body of
our ° Notes,”” together with Music, Theatre, Films,
and other usual features. We apologise to our con-
tributors, but trust that in the special circumstances
they will not feel reproachful.

Free C(redit.

It 1s important for supporters of Major Douglas
to be quite clear about what ‘‘ free credit’’ means.
Up to a very recent date advocacy of the distribu-
tion of *‘ free credit ’’ has been an exclusive charac-
teristic of Socral-Credit propaganda. For this
reason the Douglas rank-and-file—and even
Douglas othcers—may be disposed to look upon
such advocacy mm new quarters as a sign of success
in their propaganda, and to regard the new advo-
cates as useful allies. But this does not follow at
all. Credit 1s *‘ free ”” or not “‘ free ’’ in the Social-
Credit sense according to the conditions of its use
when in ctrculation, and not merely according to the
conditions of its injection into circulation by the
banks or some other Credit Authority. Briefly,
credit can be ““ given” m form and vet not be
“given 7 Social-Credit demands the

1in substance.
gift in substance; and before the General Staff of
the Social Credit forces enter into collaboration
with the leaders of other ‘‘ free-credit ’’ forces they
must make sure that the basis is one of substance,
not of form.

A credit 1s “‘ free ’ in form when a Credit Author-
ity transfers it to some recipient without requiring
him to return it or to pay interest on it. If such is
the essence of a ‘* gift ”’ of credit 1s it different from
a loan n perpetuily to that recipient? Certainly
not in substance. Then how about form? Appar-
ently neither in that, too, provided that no interest
15 recovered, and no moral obligation on the part of
the recipient to pay interest is recognised. The dis-
tinction thus lies in an attitude of mind. A credit
1s a loan or a gift according to whether the recipient
1s supposed to be under a moral obligation to return
1t or 1s supposed to have the moral right not to do
s0.  Against this background the true significance

of Interest 1s seen. A rate of interest implies an
agreement to pay 1t; and that agreement implies

an obligation to return the credit, An imnterest-rate
1s a visible symbol of a moral obligation on the part
of the recipient to the authority issuing the credit.
Fundamentally, Interest is like the seal on a legal

document; 1t i1s the little red wafer on which the
recipient of a credit swears himself a borrower, and
swears his acceptance of the moral responsibility
conventionally laid upon him as such. Thus, he
might say: ‘“ I swear to regard this credit as the
property of the lender, and to regard it as some-
thing which it 1s my duty to return to the lender.”
The rate of interest has no more significance than
the size of a wafer on a legal document. It 1s the
footprint of an oath.

Goldmines and Sterling.

Now that the boom in South African gold-mining
shares on the London Stock Exchange has worked
itselt out, and the new prices stabilised themselves,
readers who have access to the statistics can calcu-
late the approximate amount of collective profit that
has accrued to sellers, or, to be correct, the amount
of ‘“ capital appreciation ’’ realised by them—the

distinction being 1mportant, because whereas
““ profits ’ pay income-tax, ‘‘ appreciation ’’ does
not.

The amount will certainly be of impressive dimen-
sions, as befits the impressive personages or institu-
tions which have shored i1t up.

When one considers the circumstances of the boom
he will be struck by one feature, which was the time-
lag between its cause and its appearance. The cause
was the formal public decision of the South African
Government to “‘ come off gold.”” That decision
made 1t a foregone conclusion that South African
exchange would fall in terms of sterling and other
external currencies, and that therefore the South
African mining companies would get more for their
gold when they exported 1t. For example, whereas,
at parity of exchange, and assuming an export-price
ot £4 per ounce, they would, by exporting an ounce
of gold to London, get a credit convertible into £4
in South Africa, a fall in the S.A. exchange to, sav,
one-half (1.e., £1 S.A. currency exchanges for 10s.
British) would enable them to convert their London
credit of £4 to a South African credit of £8. Or,
supposing that gold were an ordinary commodity
like wheat, wool, and so on, they could afford to
cut their export-price to £2 without losing anything,
and hence to undersell exporters 1n other countries
whose exchange was higher. As it 1s, gold need not
be cut 1n price—any supplier can sell it to the banks
at the arbitrary minimum price assigned to it by the

world-banking-combine. Hence these South African
mining companics were assured of a fat nctt super-

profit on all the gold they were exporting at the time
of the announcement. Further, it now became pos-
sible for them to work at a profit other mines which,
previously, would have involved a loss.
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So when the South African Government announced
its decision, not only they, but any member of the
public who understood these matters, could foresec
a boom 1n gold-mining property; and one would ex-
pect that the signs of the boom would manifest them-
selves in the stock-markets instantly. But they did
- not.

The explanation is that the bankers knew what
was going to happen even before the Government
began to consider the subject, let alone before they
came to a decision. Thus the bankers got a start
before any Ministers, the Ministers before the Press,
and the Press before the public. It requires no
special knowledge to reconstruct the nice little game
that must have gone on behind the scenes in these
privileged quarters before the Henry-Dubb sections
of the mvesting-class were given the tip to plough
their idle balances into gold-properties. Credit
taken out of deposits and put into shares contributes
to the stability of the banks by destroying claims on
currency, As to plums for high politicians in
favour with high finance, well, we would like to peep
at their private mmvestment-registers and those of
their uncles and aunts and whatnot. No wonder our
rulers are facing the crisis with such courage!

Recently 1t was reported in the Press that gold- -

securities had receded from the peak prices of the
boom. They will recede some more. Anybody who
supposes that the exchange-advantage to gold pro-
perties will be reflected in gold-dividends is going to
be disappointed. Not only are there likely to be
large outstanding loans to be repaid by the mines to
the banks out of future revenue, but it is certain that
the banks, who control gold-mining policy, will
divert as much of the increased revenue as possible
to reserve funds. Alternatively, or additionally,
there would be nothing to prevent their getting the
5.A. Government to levy a tax on gold-production if
they wanted to, and if otherwise the Government
Budget looked like being unbalanced they would
certainly try to close the gap that way,

Keynes on Economists.

Here are agreeably written essays* in which the acute and
scholarly Mr. Keynes gives some first-hand sketches of poli-

ticians : Lloyd George, Asquith, President Wilson, Clemen- |

ceau, Bonar Law, Edwin Montagu; a review of Mr. Winston
Churchill’s volumes on the war and its aftermath: and some
*“ Lines of Economists,” including a comparatively long hio-
graphy of Malthus., 1In the latter section one would
naturally have been pleased to find an essay on Major Doug-
las.  But the author writes only of dead economists, and
Major Douglas is not dead yet. Perhaps he ought to be.
The sketches of politicians, to my mind, make the best
reading, for they are the result of personal reaction tc
direct acquaintance with the persons described, and have all
the point and vivacity of an intelligent mind, describing an
impression before the lapse of time has dulled it. Even,
however, in the rather unexciting biography of Robert Mal-
thus there are passages which entertain.  The following
quotation is a rich example of that cold inhumanity which,
in their writing, would seem to be a leading characteristic
of economists. Mr. Keynes, mentioning a pamphlet by Mal-
thus entitled: *‘A Letter to Samuel Whitbread, Esq., M.P.,
on his Proposed Bill for the Amendment of the Poor Laws,"
remarks that it is an extreme application of the principle
of the ' Essay on Population » :—

“““Mr. Whitbread had proposed * to empower parishes
to build cottages,’ in sfort, a housing scheme, partly to
remedy the appalling shortage, partly to create emplov-
ment. But Malthus eagerly points out that * the diffi-
culty of procuring habitations ' must on no account be
alleviated, since this is the cause why ‘ the poor laws dn
not encourage early marriages so much as might naturallv
be expected.” The poor laws raise the rates, the high
level of rates prevents the building of cottages, and the
deficiency of cottages mitigates the otherwise disastrous
effect of the poor laws in increasing population.”’

It seems to me that Scrooge’s famous remarks on tread-
mills is at least equalled by Malthus, ‘¢ eagerly ’’ pointing ouf
that ** the difficulty of procuring habitations must on no
account be alleviated 1’ B I. S.
% Essays In Biography. By John Maynard Keynes. Mac-
millan. 7s. 6d.

)

——— —

The Green Shirts.

NOTES FROM THE GENERAL SECRETARY.

We have permission to publish the following extract from
a letter received a few days ago:—

*“ 1 have much pleasure in enclosing 10s. to fit one man
with the full green shirt kit; there is nothing conditional
in this little gift; but I should very much appreciate the
fact of your putting my Green Shirt man in touch with
me, so that 1 may have the pleasure of hearing from him
from time to time: his activities, speeches, incidents, etc.,
etc. So faras I haveread inTir New AGE the Green Shirts
are men who, 1n the first place, know how to deport them-
selves decently and who are well able to spread the teach-
ing of Social Credit.”

A recruit was immediately fitted out in full Green Shirt
kit and put into touch with the writer of the letter.

Within a week of the flood-in of recruits in Battersea, a
branch of the women’s section spontaneously formed itsclf,
and is now co-operating with the Green Shirts in this
district.

A motor-cycle squad of eight Gateshead Green Shirts
visited the 1st Stockton Hundred last week, thus opening up
road communication between North and South Durham.
We understand the Stockton Green Shirts will visit Gates-
head for demonstration purposes before long.

The following has just been reported :—
Scene: Open-air meeting.
Voice trom crowd : ‘“ Now, be fair—play the game! ”
(rreen Shirt speaker:  What game?—the Bankers’
game? b
(The G.S. speaker had been proving by logical reasonin
that the Credit Moncpoly 1s at the root of all our economic
difficulties and is pushing us straight into the Next War.)

The Women’s Section (London branch) has made and
presented a full-sized demonstration banner to the Gateshead
reen Shirts, bearing the following wording :—

GATESHEAD
GREEN SHIRTS
DEMAND
THE NATIONAL DIVIDEND!
and on the other side :—
WOULD A MAGGOT STARVE
BECAUSE THE APPLE
WAS TOO BIG?

GATESHEAD SAYS
NO !

A Grreen Shirt section is now in formation at Felling, near
(zateshead.

The London area is active in Hoxton, Shoreditch, Hack-
ney, Barnet, and Battersea; and -the London Assembly
meets regularly for consultation at National Headquarters,
representatives from each district attending.

- »

An open-air meeting was held at Battersea on Saturday,
March 25, and drew a crowd of over 200. After the meeting
a demonstration was organised on the spur of the moment.
On Monday, the 27th, the local headquarters was opened
and some fifty men were sworn in. The *‘ chalking squad *’
boasts that it can chalk the streets of Battersea in quicker
time than anyone else! Certainly their efficient night-work
has done much to make the movement known in this dis-
trict. (Actually, they do not use chalk at all, but whitening,

which is far better.)

The following is reported from the North :—

Voice from crowd: ‘1 know what you Green Shirts
are—you’'re a KFascist movement! ”’

Green Shirt:  Well, you're wrong! We’re a Cash-ist
movement—we’re out for the cash, and we mean to get

it 17 H. T. W.

MUSIC.

Owing to pressure on space we have to hold over an article

by Mr. Kailkkhosru Sorabji, which makes it clear that in the
person of ‘Miss LLaelia Finneberg (who comes from Ireland)
we have a new singer whose artistry moves him to ask, as

he does, '* Is there any chance of hearing Miss Finneberg
at Covent Garden? And if not, why not?” The article
analyses a recital which this lady gave at Wigmore Hall on
March 20.
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DEBATE.

Debate between Mr. R. G. Hawtrey and Major C. H. Douglas on Social Credit at
the Central Hall, Birmingham, on Wednesday, March 22, 1933.

I.—Diagrams.

Put in by Major Douglas to illustrate the scope and nature of the Soctal Credis
Analyis,
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II.—Opening Statement and Reply.

MR. HAWTREY'S STATEMENT.,

I have two preliminary remarks to make. The
irst 1s that 1t 1s a great pleasure to me to have
this opportunity of meeting the Birmingham Social
Credit Group, and particularly also of meeting
Major Douglas personally. The second 1s that, as
[ am a Government ofhcial, I ought to explain that
what I have to say this evening represents my own
personal views, and i1s not to be associated in any
way with my official position.

Before setting out to criticise the doctrines of
Major Douglas, I should like to say that on certain
matters I am mn entire accord with him. Among
these I would especially mention his view that the
demand for commodities arises from incomes and
that incomes arise out of production. IFurther, I
agree with him that banks create money, and that
trade depression arises from faults of the banking
system an the discharge of that vital function.

But I do not want, on the present occasion, to
dwell on these points of agreement. Rather I want
to proceed without delay to examine the questions
in regard to which he and I part company.

The foundation of Major Douglas’s theory of
social credit is his view that in the economic sys-
tem, as 1t at present works, there 1s an inherent
shortage of demand; that the total of incomes
necessarily falls short of the total of goods to be
sold, valued at rémunerative prices.

That 1s so, he would say, because, in order to be
remunerative, prices have to include certain other
items in addition to the mmcomes generated. Since
demand emanates only from mmcomes, these other
1items inevitably mtroduce a discrepancy. The ex-
cess of the value of goods over demand has to be
distributed by some other form of purchasing power,
that 1s to say, by credit.

The incomes or ** payments made to individuals '
comprised in costs include wages, salaries, and divi-

MAJOR DOUGLAS’S REPLY.

In replying to the able attack by Mr. Hawtrey
upon certain aspects of my views, 1 am conscious of
being in possession of certain advantages and sub-
ject to certain handicaps. Amongst the advantages
I think I may fairly rank the fact that the theories
which I have put f)t;rward do, in fact, explain the
present position, which has become to be known as
the ‘“ economic paradox »’—a world which is over-

| flowing with real wealth and yet has large numbers

of its population upon the verge of poverty. Not
only 1s this the case, but the actual concrete measures,
more especially 1n regard to taxation, which orthodox
financiers advocate through their political representa-
tives, are reducing still more of the population to a
condition of material poverty and economic 1m-
potency. The ordinary citizen cannot buy, and the
manufacturer cannot produce, not for physical
reasons, but for reasons which, by common consent,
are purely financial.

Further than that, the remedies which are put for-
ward from official and orthodox sources seem to me
to be a complete admission of my case. Both in this
country and in America the spending on Public
Works of large sums of money derived from loans
created by banks is considered to be the only feasible
method of meeting the situation to which | have just
referred. Looked at from the financial point of
view, this simply means the distribution of consider-
able amounts of purchasing power through the
agency of wages and salaries, in respect of the pro-
duction of things which are not expected to be
bought by the public, at any rate in the ordinary
sense of the word, and the purchasing power so dis-
tributed bridges the deficit in the amount necessary
to purchase the goods which are produced through
more ordinary chanmnels of manufacture. This pro-
posal seems to me to admit at once that the amount
of purchasing power distributed through the ordm-
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dends. The other items, or ‘‘ payments made to
other organisations,”’ include raw materials, repay-

ment of bank loans and other non-personal costs.

ducts under the general heading semi-manufac-
tures.
the materials of another.
sells leather; a bootmaker buys leather and sells

boots, and a retailer buys boots and sells them to |

consumers. Hides and leather alike are comprised
under the heading ‘° semi-manufactures.”” The
hides are paid for by the tanner, and their
included in the price paid to him for the leather.

The price of the leather, which thus includes the |

value of the hides, 1s then included 1n the price paid
by the retailer to the manufacturer for the boots.
‘““ Where any payments in money appear twice or
more m series production,’’ ]
plains, ‘‘ then the ultimate price of the product is
increased by that amount multiplied by the number
of times of its appearance, without any equivalent
increase of purchasing power.”” Monopoly of
Credit, p. 30.

Here 1 find myself differing from Major Douglas.
Apparently he would say that the price of boots 1n-
cludes the price of the leather twice, and the price
of the hides three times. I should say, on the con-
trary, that it includes each only once.

The retailer receives the retail value of the boots
from his customers and pays the wholesale value to

the manufacturer, retaining the difference to cover |
the wages and salaries of his employees, his rent, |

and his own profit. The manufacturer receives the
wholesale value of the boots from the retailer, and

g the difference for proht, wages, and salaries.
The tanner similarly retains the difference between
the value of the leather and that of the hides and
other materials he uses.
cifference between the ornginal materials bought by
the tanner and the boots sold by the retailer is ac-
counted for by disbursements of wages, salaries,
rent, interest, and profits, that 1s to say, payments
to individuals by way of incomes.

But the hides in turn are bought from farmers,
and the sums received for them form
mmcomes of the farmers, their workmen, and their
landlords. There will be some outgoings for feed-
ing stuffs, etc., but these will be paid to yet other
})roduoers. In fact, @l/ the payments for semi-manu-
actures or materials are ultimately devoted towards
providing the incomes of those engaged in produc-
ing: or handling them.

Now it may be objected that this analysis would
be perfectly valid if production did not take time,

but that by the time the boots appear on the market }

the incomes derived by the farmers from the hides,

by the tanners from the leather and by the manu- |

facturers from the boots are ancient history. These
people do not wait for the retail sales, but are paid

at the moment of sale with money created by the | which include, but do not wholly consist, of monev

banks, and then when the final sale to the consumers |

takes place, the money advanced by the banks has to
be paid off. That part of the proceeds of sale is
simply destroyed. For just as a bank advance
creates money, so the repayment of an advance ¢x-
tinguishes money.

If we suppose the production and sale of the boots,

it all the successive stages, to form an 1solated opera- |

tion, then at the beginning there will be an excess
of purchasing power and no goods to buy, and at
the end an excess of goods and a shortage of pur-
chasing power. Castaways thrown on an uninhabited
1sland, with no salvage to help them, would be faced

with the same kind of mal-adjustment. At first they |

would have to subsist on the products of unassisted
nature, and would receive no other reward for their
labgur. If they devoted their efforts to making the

price is |

Thus the whole of the |

part of the | keep the difference between actual purchasing

-— - = W hab w4 A b e h—rt— - —— ———

(Major Douglas.)

| ary processes ot manufacture is not sufficient to buy

the goods for sale, and that this purchasing power

. | ' . | must be augmented from other sources which do not
With raw materials he groups intermediate pro- |

put fresh goods for sale upon the market. I may

| say at once that my objection to this proposal 1s that
The products of one manuiacturer may bhe |

A tanner buys hides and |

it can only be implemented by the creation of still
further enormous debts to the banks, thus riveting
the control of the banking system still more frmly
on the shoulders of a population already suffering
severely from this cause.

The main handicap under which I suffer in reply-
ing to Mr. Hawtrey 1s that the difficulties of appre-
ciating the true facts of the present situation are
not so much intellectual as psychological. I am
here to-night not so much in the role of an expositor
as that of a de-mesmeriser and exorcist. The exist-

| ing financial system is the hiving embodiment of the
Major Douglas ex- |

kind of faith which the schoolboy described as *“ be-

| lieving what ain’t so.”” It s, mm fact, Black Magic.

We use in everyday conversation all kinds of hittle
phrases skilfully designed to suggest illusive inter-

| pretations of what actually goes on in the financial
| system, such as, for instance, that Mr.

Jones 1s
Jones 1s a banker

If Mr.

making money very fast.

| this may be literally true, but if Mr. Jones is any-
| thing else but a banker either i1t cannot posstbly be

true, or else if 1t does happen to be true, Mr. Jones
will very rapidly find himself in gaol as a counter-
feiter, When we say that Mr. Brown is worth
£100,000 or Mr. Robinson has been left £200,000,
we suggest that at any moment either of these
gentlemen 15 in a position to draw a cheque for ap-
proximately those sums. Once agam, without the

: nd | intervention of the financial system atseltf, and not-
pays the value of the leather to the tanner, retain- |

ably the banker, hoth of these statements are prob-
ably incorrect. What we mean 1s that 1t 1s possible
that someone will give these sums for the property
left to Mr. Robinson, or in the possession of Mr.
Brown. It is quite possible that either Mr. Brown
or Mr. Robinson may be very seriously concerned as
to how he is going to get ten pounds to pay his next
week’s hotel bill.  All these misdescriptions inten-

| sify the confusion in the mind of the average indi-

vidual between what we call ‘‘ price values’ and
purchasing power, and 1t 1s of primary mmportance to

power and price values very clearly in your minds.
In order to emphasise this difference I should like

L vou, first of all, to consider this diagram. Figure 1.

At the top we see the bank, the money manufac-
turer, the only institution which, as such, actually
manufactures money and destroys 1t. Mr. Hawtrey
and I are in complete agreement about this, and, in
fact, I refer to Mr. Hawtrey’s lucid exposition of the
technique of the process when 1 don’t want to ex-
plain it myself. On the left, we have the goods
manufacturer, whose function mn the fnancial
system, as apart from the physical production
system, 1s that of a distributor of purchasing power,
created by the banks, and an allocator of costs

distributed by him. At the bottom we have the
citizen in his dual capacity of earner and spender,
and on the right we have the retailler who distri-
butes goods but collects money, and returns 1t to
the banks, whence 1t starts out upon a fresh cycle.
I have shown the manufacturer and the retailer con-
nected by a line to indicate that they are under a
single proprietorship, so that the money collected
hy the retailer can be paid directly into the bank n-
stead of coing through the manufacturer’s book
again.

Now it we assume the deposits in the banks to be
constant, 7.e., no mmflation or deflation, and that the
economic process 1s a continuous flow, a point rightly
insisted upon by Mr. Hawtrey, three things must be
happening. Firstly, the manufacturer must be dis-
tributing money to the citizen at a constant rate,
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(Mr., [lawtrey.)
island productive, the time would come at which
their preparatory worl\ would bear fruit, and there-
after they would recetve the improved and increased
output thereby made possible. If at last they were
rescued, and left the island, the products then in
course of production would find 1o buyers, and that
part of the fruit of their early efforts and privations
would be wasted.

But the economic activity of a civilised community
15 continnons. The accumulation of the essential
capital equipment goes back to the immemorial past,
and there 1s no question of winding it up and
liquidating 1it. At any moment all the various stages
of production and all the various forms of economic
activity are in progress simultaneously. In order
that the goods produced in any interval of time may
be sold, what is needed is that the incomes accruing
in that same interval of time should be suthcient to
huy the goods at remunerative prices. Incomes arise
out of production; they are paid to people tor services
rendered by themselves or their property towards the
productive process, and these services are the source
of the value of the goods produced. Now a part of
the value of the goods produced during the interval
will he derved from incomes that accrued betore the
beginning of the interval. But on the other hand a
part of the value representing the incomes accruing
during the interval is embodied in goods still unsold
or unfinished at the cnd of the interval. The goods
in process or 1n stock at any time constitute the work-
g capital of the community, and, if there is no
changc in this working capltal there need be no in-
equality between the incomes accruing during the
interval and the goods placed on sale.

So much for working capital. What of fixed
capital ? Industry starts at the beginning of the in-
terval with a certamn equipment of hxed capital,
plant, tools, etc., and the cost ol the goods pro-
duced with the assistance of this equipment must
contain a contribution towards its maintenance and
depreciation.

Major Douglas has laid special stress on deprecia-
tion as a constituent of cost which does not appear 1n
the form of incomes. But here he 1s mistaken. De-
preciation is the proviston which the prudent manu-
facturer makes out of s gross profit against the
time when his plant will have to be replaced, either
because it 15 worn out, or becausce greater efficiency
can be secured by plant of an improved type. If we
magine him to accumulate this provision during an
mterval of time 1in the form of a cash balance, and
1f we suppose that no replacements have actually to
be carried out during the interval, there will be a
shortage of demand. So much of the procecrds of
sale will have failed to reappear in  the form of
tncome.

But if we view industry as a whole, we find once
again that economic operations are continuons. In
any interval of time there will always be some plant
to be replaced in some concern, and the production
of the new plant will generate mmcomes 1n just the
same way as  the productlon of new consumable
goods.

Moreover, even it replacements do not exactly
keep pace with the accumulation of money to pay
for them, the money accumulated need not be in the
form of idle cash. So much as i1s not required 1
likely to be invested either in the businesses them-
selves or in marketable securities.  That applies
equally to the provision that the prudent mine-owner
makes agamst the exhaustion of the mine.
‘““ replacement *’ 1s not, strictly speaking, possible
at all. The minerals taken from the mine have gone
for ever. Indeed, in so far as the value of the
minerals exceeds the cost of working, this may be
regarded as a genuine case in which payments for
materials are not applied to pay incomes. - The
mine-owner’s propetty is being depleted. -

| tributing

' cLum for debt, mcludmg semi-manufactures.

¢ buy them.

{ or probably 500 per cent. per annun

| chase A plus B, a porhoq o1 M
 unsaleable.

| unworkable,

Here
! make 1t work.

{ dithcult.

l on exactly the same principle.
| salaries dlstrlbuted by this second factory also GO

| they 1ncrease hlS purchasing

(Major Douglas.)
sccondly, the citizen must be spending it at a con-
stant rate, which 1s equal to that at which the manu-
tacturer 1s dlstributmg it, and thirdly, the retatler
must be paying it back to the bank at a constant rate
equal to the rate mvolved in the two preceding trans-
actions. Please note particularly that this is abso-
lutely all that 13 required. 1t 15 not necessary to this
process that all the goods which the manufacturer
manutactures shall pass over cither to the tetatler or
to the citizen, If thc manufacturcr makes a hundred
units of goods for a hundred pounds, and the
retaller sells fifty units of goods for a hundred
pounds, the conditions of the system as shown are
satished. Before procef*dmg further, 1 should like
to emphasisc that the satisiaction of the condition
described in the diagram is the basis of the existing
Anancial system. It may be described cither as the

| principle of the balanced budget, that 1s to say, that

incoming, or it

all outgoing shall be balanced by

i may alternatively be described as the postulate of the
manufacturcr, that all his costs, whether distributed

or allocated. shall be recovered in prices. These two
things are the same in intent.
Let us now return to the manutfacturer. He has no

power of making money in the literal sensc, but hc
has the prerogative of allocating cost. At this polnt

| please note that his allocation of cost can fall into
| thiree main headings at any moment.

tf1irst, the

monev or purchasing power which he 1s actually di1s-
to the citizen in his capacity as an earner.
Secondly, an additional figure which represents his
1dea ol his own remunecration, and which he calls

profit,”” and thirdly, the %um which represents the
I do

not wish to go at the moment into the exact division

| of allocated costs into profit and recovery of debt, or
| the justification for these divisions, I mercly wish to
' cetabhsh that every manufacturer can and docs both

distribute costs in\the form of wages and salaries
and allocate costs which are not distributed as wages
and salaries. These latter costs can only be distri-

| buted afier /e fias sold all /s goods, and collected
| both the distributed and thc allocated costs, and he

does not distribute enough before they are sold to
There 1s only one additional distribution
to the public-dividends. He would obviously have
to d1str1bute simtltancously through the agency of
dividends, etc., the average amount of the allocated
charges, and apart frem semt-manufactures, this
J\GI‘&Q’C in Great Britain 1s probably between 1 >5 and
150 per cent., and in the United States between 2350
anc 300 por cent. t 15 only nocessary to realise
that the equilibrium to which Mr. Hawtrey refers
would reauire the stea (i\, distribution by every single
producing concern, probably pot excluding farming,
of dividends at the rate of 125 por cmt on turnover,
to realise how
far his cr}ntcntlon 15 from ropzowcntmc the case. It
1s probable that the average dividend on mdustry

does not cchd 2 per cent. It may not be out of

| nlace to remark that the mcreasc of overhead charges

in relation to direct charges i1s a direct measure of
industrial progress. In Figure 1 the distributed
costs are shown as A and thc allocated costs arc
shown as B. When the product 1s transferred to the

| retailer its price is A plus B, and as you will see from
i the diagram, the only

dlstrzbut{‘d purchasing power

15 that representedd bv A, 'md since A will not pur-
product 1s obviously

In this form the financial system 1s oo flagrantly
We know it has worked after a fashion,
and we have to seek an explanation as to what would
I do not think that this 1s at 4ll
if vou turn to the diagram Figwure 2, you

will see that 1 have added another factorvy workmo*
The wages and

to the citizen'in his capacity as earner and, of course,
power. More Money
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But he is not likely to hold such part of his re-
ceipts as represents capital in the form of idle cash.
Like the manufacturer disposing of a surplus on his
depreciation account, he will nvest 1t.

And more generally we may say that when any-
thing which counts as a capital asset in the hands
of the seller 1s bought to be used in production, the
seller 1s likely to invest the proceeds of sale. And
though at one time he may withold them or a part
of them from investment, he may at another dgaw
upon balances or borrow from a bank for investment.
All money coming from such sources lorms, along
with savings out of income, the fund available

through the investment market for capital outlay. |

And that brings me to the question of new capital
outlay, including, besides the establishment of new
enterprises, any extensions or improvements which
do more than replace the plant which 1s being dis-

carded. Capital equipment enters into cost, in the |

form of maintenance, depreciation and interest, when
it has been completed and 1s being used. To
reckon it as an ttem of cost also when it 1s being con-
structed is to count it twice over.

Nevertheless, for Major Douglas’s purposes it 1s |

necessary to consider how provision is originally
made for it. In so far as capital outlay 1s met out
of income, that is to say, by means of saving, the
demand available for consumable commodities is
diminished by the amount saved. But then the
money spenton the construction of new capital, no less
than that spent on the production of consumable com-
modities, generates incomes.  There 1s no failure
of equilibrium here. Incomes dre devoted partly to
consumption and partly to investment, and they are
derived partly from the production of consumable
goods and partly from the production of capital
goods.
change 1n the proportions spent respectively on con-
sumption and investment, but that 1s a dilferent
thing from a shortage of incomes as a whole.

But capital outlay is not invariably financed by
savings out of income. Major Douglas even goes
so far as to say, ‘“ it is doubtful whether more than
an insignificant proportion of financing is done in
this way, the greater part coming from new credits
supplied by banks and insurance companies 1n re-
turn for debentures.”” That insurance companies
play a large part in investment is undoubtedly true.
But life insurance is no more than a channel for
saving, adapted to the requirements of those who are
dependent on earned incomes.  The premiums re-
ceived are savings, which are invested by the insur-
ance companies pending the maturity of the policies.

And I think Major Douglas has misconceived the
functions of the banks. At any time, 1t 1s true, a
considerable proportion of the assets of the banks
represent fixed capital. They hold long-term in-
vestments (mainly Government securities) on their

own account, they make advances, both to stock |
jobbers and to other customers, to enable them to |

buy and hold stocks and shares, they make advances
to manufacturers and traders for improvements and
extensions of plant, and they make advances to pri-
vate customers to buy houses. In all these ways they

provide funds for purposes of investment. But their |

advances are for the most part repaid quickly. Kven
those made for improvements of plant or for buying
houses are usually required to be repaid within two
or three years. The actual amount of resources sup-
plied by the banks for the purposes of investment
over any interval of time is no more than the excess
of new advances over repayments, and amount of
savings.

" But when Major Douglas refers to capital outlay |

financed by bank credit, I do not think he has 1n
mind the use of a net increment of bank credit to
supplement savings.

There may be some dislocation through a |

s. His argument_1s rather that |
the manufacturer incurs capital outlay which has |
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flows through the hands of the retailer, and more
goods are sold, simply to the extent of the A pay-
ments made by No. 2 factory. Part of this money
goes, as before, to provide the wages and salaries
tor a new cycle of production, and part of it to
cancel the allocated cost of factory No. 1 and thence
back again to the bank. You will notice, of course,
that none of the products of factory No. 2 have been
bought. The wages and salaries distributed by fac-
tory No. 2 have merely gone to purchase the pre-
viously unsaleable products of factory No. 1. The
product of factory No. 2 must therefore be some-
thing which is not bought by the citizen, it must be
either exported and paid for outside the country, or
1t must be paid for by adding still another tactory
on to the chain and charging its expense to capital,
thus creating an additional debt. This 1s the ex-
planation of the fact with which we are all familiar
as a fact, that the cxisting financial system works
comparatively well 1n a period of continuous expan-
sion or where the product i1s continuously destroyed,
as during a war. .But that each of these boom
periods create a mass of debt which makes a still
more serious slump inevitable is beyond dispute.
There is a great deal more to be said on this sub-
ject, and I have elaborated 1t considerably in my reply
to Professor Copland, of Melbourne, and Professor
Robbins, of the University of London. The whole
of Mr. Hawtrey’s attack upon my views rests, |
think, on a demial of the general proposition, which
I do most distinctly make, that there 1s an inherent
defect in the financial system as it 1s worked at the
present time, which persistently tends towards a
deficiency of effective demand as compared with the
total prices of the goods produced. When Mr.
Hawtrey says that it is possible to have an excess of
demand, I think what he means 1s that it 1s posszdle
to have an excess of demand for consumable goods,
in which I agree with him. It Zs possible to have

| this excess of demand by making a large quantity

of goods which are not intended to be sold to the
public and using the purchasing power distributed
in making these goods to buy consumable goods.
That happens in war time. 1 do not regard 1t as
being a sane system that before you can buy a cab-

| bage it i1s absolutely necessary to make a machine-

gun, whether or no you want a machine-gun. 1
should further claim that, for reasons which will be
quite apparent to anyone who will examine the dia-
oram to which I have referred, and the arguments
which accompany them, that the inherent defect is
a cumulative defect, and that every temporary
rectification along the lines which, apparently, are
the only lines to which our financial authorities
would agree, makes the subsequent crisis both more
inevitable, more profound, and more certain to come
at an even shorter interval than that of the preceding
Crisis.

Now it 1s perfectly true that the soundness of the
remedy which I propose rests on the fact or other-
wise of this deficiency. If there is no shortage of
purchasing power as compared with prices, 1t 1s
quite certain that we do not want or require to pro-
vide more purchasing power, and conversely if there
is a shortage of purchasing power as compared with
prices we do want to provide more purchasing
power. My contention is that, with the normal pro-
duction of capital equipment which 1s required for
its oton sake, as distinct from a mere device to dis-
tribute purchasing power, the amount of purchas-

| ing power available to buy consumable goods 1s far

inferior to the price attached to those consumable

| voods by the normal process of manufacture. As

one might say, the industrial process provides 100
penny buns, but only fifty pennies with which to

| buy them. The remedy is clear, and that 1s to sell

the 100 buns for hfty ‘pennies, that is to say one-
halfpennv each instead of one penny, and to make
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ultimately to be met out of prohits, the bank advance
being no more than a transitory expedient, and that

the price of the product has to be raised to provide
sufficient margin to cover the outlay, that 1s to say,

to repay the bank advance. Even though new capital

outlay i1s not strictly a part of the cost of produc-

tion, nevertheless the latest improvements in plant |

available to an industry may be so essential that

every producer in the industry 1s compelled to instal |
They arc as necessary as ordinary replace- |

them.
ments, and yet they may cost far more 1n capital out-

lay than the plant they are displacing. The situa- |

tion is not unlike that of a trade in which the avail-
able stocks of the finished product are short, and the
traders make good the shortage by charging a high
price to the consumer. The high price which 1s 1m-
posed to slow down sales at the same time yields an

extra profit to the traders and so supplies the resources |
to meet the cost of accumulating the additional |

stocks.  The additional stocks are part of their
capital, and the cxtra profit 1s part of their income,

so that thev may be regarded as providing capital |

by saving out of income. Yet this1s, . a way, 4
fiction, for the need for the new capital has 1itself

led to an incrcase of price and consequently of |

profit to pay for it. |
In this way the cost of new capital may occa-

sionally appear as an_item 1n selling price. But,
even if it does, no deficiency of demand i1s caused.
{ he production of the new capital itself, whether it
be plant or stocks of commodities, generates mcomes
cqual to its costs. Production, for the time being,

exceeds consumption, and the difference i1s appro-

priated by the traders in virtue of their extra profit.
That extra profit is a clear addition to the aggregate
of 1ncomes.

Incomes are the source of demand. But it cannot
be assumed that the amount of demand 1n any 1n-
terval of time must be equal to the aggregate of n-
comes. The expenditure of the individual 1s not
exactly equal to his income; he may leave part of his
receipts unspent in his cash balance, or may draw

on his cash balance (or overdraw) for expenciiture m |

excess of his receipts. | |
For the total expenditure out of all incomes, -

cluding expenditure on investment or the purchase
of securities, I use the expression “ consumers’ out-
lay.”” When people, in their capacity as consumers,

draw unon their balances, this 1s expendifure out of t . .
upon t ba ! €3, . S,G | , 1 Z.e., house. We will suppose for the moment that
past income, and when they overdraw 1 regard it | !

In either case |
On the other |
hand, when advances or overdrafts are granted to a |
traaer to meet his expenditure on buying or produc- |

as an anticipation of future mcome,
I include it m consumers’ outlay.

ing commodities, that is not an anticipation of ex-
penditure owus of income, and is not part of the con-

sumers’ outlay.

I should explain that T use the term “ trader ™ m
a wide sense. to include anyone who incurs costs on ¢

producing or buying goods or services with a view to

sale. . .
transport or on dealing 1n goods or sccurities, Or on

anv other economic activity. His characferistic is

that he zrcurs costs, and it follows that his mcome

takes the form of profit, an excess of the proceeds ot

sale over costs. | |
The only forms of economic activity that are not

are incurred. that is to say, those in which the pro-
ducer renders a service direct to the consumer, n

return for a wage, salary, or fee. The services ren- |
dered by a servant in return for her wages are an |

example. The whole of what she receives 1s 1n-
come, and her income and her employer’s outlay on
her services are equal and simultaneous. The
trader, on the other hand, is an mtermediary, re-
ceiving money from the sale of his product, and
paying money to other traders and to those whom
he employs or whose capital he uses,
out the profit that constitutes his own income. His

A trader mav be engaged on production ot | . Je1 (
Y Bas b | less than the price of the shoes by an amount large

He also draws |

{Major Douglas.)

up the capital charges at the point at which they are
allocated by issuing to the allocator of capital
charges the other fifty pennies. This 1s, of course,
a very crude description of the process, which has
been much elaborated elsewhere, but in effect that
1s what it .comes to. To say that this 15 inflation, 1s
to my mind completely to misconceive the meaning
of the word ‘“ inflation.”’

Turning now to Mr, Hawtrcy’s specilic comments,
he says (column 1, page 208) that apparently
I say that the price of the boots includes the price
of the leather twice and the price of the hide three
times. This is far from my meaning. What I do
say 1s that by the passage of one unit of purchasing
power through the costing system repeatedly, sev-
eral units of price values can be created without
creating fresh purchasing power. The full explan-
ation of this process is given in my evidence before
the Macmillan Committee, sections 4498-4501. As
this 1s vital to an understanding of the situation, 1
will repeat these replies here,

“ Suppose first that I have £1,000, and 1 pay
that 41,000 away for the purpose of having a house
built. We will imagine that the whole of the 41,000
ooes in nothing but wages, which does not in any
way affect the argument, and we will also suppose
that by doing work on something else the workmen
could live and save all that they earned by house-
building.  Suppose now that the workmen who
built the house, who collectively would have my
£1,000, decided to buy the house, and I agree to
sell to them for £1,000. Notice that no question of
profit arises. The workmen now have the house,
and I have my £1,000 back again. In other words,
the workmen have obtained the house merely by
working for it. But these workmen would express

| it by saying that they had paid £1,000 for the
| house.

1 am now out of the transaction altogether,
and we will suppose I and my money removed to
another planet, or we can suppose that [ tore up
the money which was returned to me (which 1s
the equivalent of the repayment of a bank loan).

| Suppose now that the workmen decide to use the

house to make and sell shoes. If they carry on the
business on orthodox business lines the cost of the
shoes will consist of at least three items: (1.)
Wages, (il.) raw materials, (1i.) rent of factory,

they get their raw materials for nothing, and that
the ‘“ Rent ”’ of the house i1s nothing but an appro-
nriation of money of such amount that when the
house eventually falls down they will have got back
their £1,000. It is technically called ‘‘deprecia-
tion.”” Since the public gets the shoes, clearly they

| ought to pay ‘‘ depreciation.”” Notice, therefore,

3>

that neither interest, z.e., ‘“ usury,”” nor dividends,
nor land monopoly are imported into the question.
But the simple and vital fact remains that the
wages paid during the production of the shoes are

or small, which is added to the cost of the shoes
hefore the shoes are sold, representing, at least,
““ depreciation.” This amount, which 1s added to

| the cost of the shoes, represents overhead charges
| in their simplest form, and in many modern produc-

: the hands of traders are those in which no costs | tions overhead charges are between 200 and 300

per cent. of the direct cost of the product. It 1s no!
nrofit.  Suppose in the instance given above that
having sold my house to the workmen 1 had used the
£1,000 to build another house, with which 1 had
repeated the identical process. Once again 1 should
have got the same 41,000 back agamn; once again the

workmen would have got into possession of the
house, merely hy working for 1t; once again thev

 would have created an overhead charge on anything

they manufactured in the house of £1,000; and al-

though there would only be £1,000 of money M ex-
istence in respect of the production of the houses



1HE NEW _AGE

APRIL 6, 1933

(Mr. Hawtrey.)

receipts and disbursements are not necessanly
equal to one another, |

If we consider a// the traders in the community
as a single group, we find that the group receives
the proceeds of goods, services, and securities sold
to consumers, and pays the incomes of all those
who participate, by their services or by the use
of thewr property. in the work of production and
other economic activity carried on by the traders.
The prohts which constitute the incomes of the
traders are included on the side of the payments,
while the traders, when they spend these incomes,
are reckoned among the consumers.

Payments by one trader to another all cancel out,
and do not figure either in the receipts or in the pay-
ments of the group at all.

Foreign trade introduces a complication, but does
not materially modify the general principle. Ex-
ports, visible and invisible, hike all other forms of
economic activity, generate incomes. Some traders
receive payments from abroad, for exports, while
others make payments abroad for imports, and the
result 1s to provide goods, services, and securities
to meet the demand corresponding to the incomes
generated by the export business,

Now the payments made by the group of traders

being 1n respect of services rendered towards pro- |

duction and other economic actavities, will be in-
creased or diminished according as the traders ac-
celerate or retard production. If they accelerate
production, they must pay out more in respect of
the greater productive activity. There will result
an excess of the traders’ disbursements over their
receipts, an excess which may be described as a
‘“ release of cash.” The cash released goes to pay
additional incomes, and then re-appears as addi-
tional demand. The additional demand evokes a
still greater productive activity and a further re-
lease of cash.

When the traders retard production, there occurs
an excess of their receipts over their dishursements,
or an absorption of cash. There 1s a shrinkage of
incomes, of demand, of sales, and then a still
greater shrinkage of production.

In the case of a release of cash the expansion of
demand cannot be met indehnitely by an increase
of production, As production approaches capacity,
the effect will be felt more and more 1n a rise of
prices. This is the familiar phenomenon of inflation.

In the contrary case of an absorption of cash the
contraction of demand 1s felt partly in a reduction
of prices, but, in so far as prices resist reduction,
it 1s felt in a decline of output and consequent un-
cmployment. This 1s deflation.

The release and absorption of cash play an 1m-
portant part in the regulation of credit. What 1s
commonly called an expansion of credit 1s really a
device for inducing a release of cash, while a con-
traction of credit is a device for inducing an absorp-
tion of cash., A release of cash may be effected
either with money drawn from existing balances or
- with money lent by the banks. Similarly an absorp-
tion of cash may mean either the accumulation of
idle money or the repayment of bank advances.
The majority of traders avoid holding idle balances,
and borrow just so much from their bankers as
their varying needs for working capital require from
time to time.

These traders cannot increase their activity unless
they can borrow. The bankers, by increasing their

charges, and possibly refusing loans, can deter the | _ .
i deficiency of demand 1s not due to any fault of

' bankers but is inherent in the system they are work-
| 1ng. 1y ag , ,
 1in the system which renders the monopoly ot credat,
| that is to say, the power of creating fresh purchasing

traders from releasing cash and practicaliy prevent
an increase of activity. By reducing their charges
and showing themselves wilhing to lend, they can
induce an increase of activity. In the latter case,
they may start a vicious circle of inflation involving
a cumulative rise of prices; in the former a vicious
circle of deflation involving a cumulative fall of

 amount of money
| exactly what 1t was before the houses were built.”’

P tion.
' tion, incomes arise out of purchasing power created
| by the banks.
' my comments on depreciation, and I think he con-
| fuses depreciation with maintenance.
1t properly carried out, means that there 1s no de-
| preciation, which 1s the situation covered by the
| building of the second house in the illustration.

P el PR
.

(Major Douglas.)

| there would be £2,000 of prices created 1n respect of

the two houses which would have to be recovered in
the price of something sold to the public, and the
and purchasing power would be

In col. 1, p. 269, beginning at the words ‘“ The
accumulation ot the essential dapital equipment *’

, and ending at ““ the goods placed on sale,”’ there
seems to me to be a confusion between price values

and purchasing power, the confusion to which 1 re-
ferred at the beginning of my reply. For instance,
Mr. Hawtrey says that incomes arise out of produc-
They do not. Price values arise out of produc-

Mr. Hawtrey objects to centain of

Maintenance,

There may be obsolescence, to which he reters by 1m-
plication when he says that it may have to be re-
placed by plant of greater ethciency. 'LThis means

L appreciarion, and the difference between net obsoles-

ence and appreciation 1s net increase 1n capital value.
[ think much the same confusion 1s evident when Mr.
Hawtrey remarks that when anything 1s brought
into use 1n production, the seller 1s likely to. invest
the proceeds of the sale. There is nothing 1n this
which increases the amount of purchasing power
available. He then says that capital equipment

E enters into cost in the form of maintenance, deprecia-

tton, and interest when it has been completed and 1s

| being used. To reckon it as an 1tem of cost also

when 1t has been constructed 1s to count 1t twice over.
It seems to me to be obvious that 1f the purchasing

| power distributed during its construction was used
| in buying consumable goods, then the purchaser ot

consumable goods paid for the capital equipment at
the time that it was constructed, as in the case shown

in Figure 2.

In column 1, page 271, Mr. Hawtrey seems to

i recognise this, but says ‘‘ that if 1t does no defici-

ency of demand is caused.” ‘ The production of

new capital itself, whether it be plant or stocks of
commodities, generates incomes equal to its cost.”’

' This is, of course, not the case, since the allocation of
! costs in excess of sums distributed as purchasing
| power takes place in the factories in which the capatal
 goods are produced 1n exactly the same way as 1n any

i other factory. In col. 1, opposite, Mr. Hawtrey says

| that ‘‘ Foreign trade introduces a complication, but
' does not materially modify the general principle.”

| ] should disagree with Mr. Hawtrey here.
| ports of actual goods takes those goods out of the
| home market in return for paper tickets, in the form
L of bills of exchange or otherwise, which augment the
' purchasing power in the country to the same extent

The ex-

that actual wealth has been taken out of the country.

| In this way export counts twice in redressing the
| balance between prices of goods for sale, and pur-
i chasing power.

That 1s why export trade is so im-
portant to the financial system as it is at the present
time. But the physical meaning of the transaction

 is that goods are given away for nothing. We are
b 2]l familiar with the idea that exports are paid for
| by imports, . |
' ordinary thing that we put tanifs on to keep unports
1 out.
| a remark which I regard as of primary importance.

rts, but 1f that were true, 1t 1s an extra-
In column 1 of page 273 Mr. Hawtrey makes

He says, ‘“ If his theory (that is, mine) is right, the

)

I absolutely agree. It 1s the inherent deteet

power, of such tremendous importance, and my chiet

L complaint against the bankers, such as 1t 1s, is that
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prices and an ever-growing burden of unemploy-
ment. _
An absorption of cash may be regarded as a step

towards that liquidation of industry which was |

illustrated ifrom the rescue of the castaways. It

means that traders are secking to sell more than they |
may |
occasion a dehiciency of purchasing power, such as | | |
the accumulation of savings or depreciation funds | outside the possible scope of the present debate. I
i can assure Mr. Hawtrey that there is nothing that
| would give me greater pleasure than to debate these

i subjects with him at considerable length, and if at

buy or produce. The various causes which

in cash instead of investments, or the substitution
of cash for goods in working capital, are really
particular cases of the absorption of cash. The real
signthcance of the
extinguish money 1s that it enables them to bring
about the release or absorption of cash.

chasing power; if the net result is a release of cash,
then there is an excess of purchasing power.

This account of the relation of the credit system
to productive activity differs from that of Major
Douglas 1n that 1t reaches the conclusion that an
cxcess of demand 1s just as likely to occur as a defici-
ency. According to Major Douglas’s theory there
1S a persisient and inkeren! tendency to a defici-
ency of demand. He has many hard things to say
of bankers, but, 1f his theory is right, the deficiency
of demand 1s not due to any fault of theirs; it is
inherent 1n the system they are working. They
stave off the tendency from time to time by an ex-
pansion of credit, but, he would say, 1t must
inevitably recur unless the credit system itself i<
radically reformed. |
How would he reform 1t? I understand him to
recommend the provision of credit free of the obliga-
tion of repayment that attaches to credit created by
a bank. The proposal, in the tentative form in
which he discussed 1t with the Macmillan Committee,
provided for crediting the purchasers of goods ai

retail with a proportion, say, one fourth, of the price

charged by the retailer. Thus, anyone who bought
a car for £100 would receive a credit for £25, which
he could pay into his banking account. The credit
would be payable by the State in paper money.

[f the money spent on goods sold at retail amounts
to £150,000,000 a month, then consumers would be
able to buy one-third more for the same money. If
they spent as much as betore, sales would be 1n-
creased 1n that proportion and traders would receive
450,000,000 a month more than before. Goods to
that additional value having been sold from stocks,
the stocks must be replenished, and orders would he
ogiven to producers equivalent to a one-third i1ncrease

of output.

Suppose, as 1s probable enough in the present cir- | , We
| would be nothing to impede the circulation of the
' new money created, and therefore nothing to pre-

cumstances, that oufput can be mcreased by one-
third without overstraining capacity. The result
will be an increase 1n the consumers’ income by one-
third. More people will be employed, and profits
will be higher. We need not suppose that all the
additional incomes will be unmediately spent or in-
vested. If we assume that £20,000,000 a month 1s
added to consumers’ balances, then the consumers’
outlay will be increased to £4180,000,000 a month.
This will then be reinforced by consumers’ credits
to the amount of one-third or £60,000,000, raising
the total sales to £240,000,000 a month.

' Where 1s this process to stop? When mndustry is
employed up to capacity, the additional demand can
no longer be supplied by additional output, and it
will begin to force up prices. |

It may be contended that under modern condi-
tions productive capacity is so great and so elastic
that 1t would never in practice be reached. But that
1s- true of only a lhmited class of products. those to
which mass production i1s applicable.
mand expands, one industry after another will reach
capacity. The existence of a group of mass pro-

{ sume responsibility for a defective system.

power ot the banks to create or |

It the |}

net result of all the different causes at work 1s an |
absorption of cash, then there 1s a deficiency of pur- | v

i now sce 1t from a different point or view,

| money
- Douglas would say that the money must be appiied
| to the payment of those constituents of cost which
| do not generate incomes. If we grant, for the sake

i the money . ha
' vide them, Wil they hold it idle?
t fact to affect their behaviour.

| others as one for inducing mflation,
| ogarded, it 1s no more than a témporary measure.
l When industry has become once agam remunera-
| tive and fully employed the consumers’ credits must
| stop. Otherwise there will be an unlimited expan-
F sion of incomes and rise of prices.
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in showing such determination both to maintain the
system and to stifie public criticism of it, they as-
The
final criticisms of Mr. Hawtrey’s paper are directed
to the more abstract questions of the true ownership
of public credit, and the administration of industry.
These subjects are of quite fundamental importance,
but to deal with them adeguately seems to me to be

any time he finds that his engagements permit him

 to do this, I trust that he will allow me that oppor-
| tunity.
(End of Major Douglas’s opening Reply.)

(Continualion of Mr. [Hawtrey's opening Statement.)

| duction industries, which can expand output almost
i indehnitely without any increase of cost price, will

not prevent a rise of prices in all the others. And

| demand for the products of the former group will

reach satiety at a time when it 1s still pushing up

| prices @n the latter.

In fact, the proposed consumers’ credits are none
the less inflationary because they are applied to the
reduction of prices, Inflation consists in an undue

| expansion of purchasing power, that is to say, of
| incomte.

The rise of prices 1s a consequence, which
may be alleviated by subsidies like the bread sub-
sidy of 1919. But that does not rectify the under-

| lying disequilibrium.

This is, of course, no more than to appeal over

| again to the conclusion already arrived at, that there

1s not, m fact, the chronic deficiency of purchasing
power an which Major Douglas beheves. But we c:;.ln
It the
new money created through consumers’ credits and
paid to traders does not return in the form of addi-
fional incomes, what happens to 1t? It must be re-
tained bv the traders. It cannot be extinguished,

because ex Aypotkese 1t 15 not 1ssued by way of loan,

| but by way of free credit.

But why should the traders hold any more idle
than they did before? Perhaps Major

of argument, that such constituents of cost exist,
comes into the hands of those who pro-
There 1s no new

- They are paid for
what they sell. but under the existing credit system

' they will likewise have been paid.

Thus, even if Major Douglas were right, there

vent it from generating new icomes. |
Now at a time like the present there 1s everything

| to be said for a device for generating new mmcomes
i and new purchasing power.

The world 1s undoubt-
edly suffering from a dehciency of purchasing
power.  Major Douglas’s plan may rank with many
But, so re-

| 1ces. When Major
Douglas appeared before the Macmillan Committee,

| Professor Gregory described his plan as one “‘ to
' give all the population plenty of money,”” and he as-

sented. Professor Gregory then asked *‘ up to what

i Jimit?’7 and Major Douglas replied: *“ Up to the
. combined limit imposed by the capacity of the in-

When de- i

| ditioned by the willingness of the people to work for

dustrial svstem to deliver goods and services con-

the time required ”’
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This seems to mmply a himit imposed by the capa-
city of the plant and the supply of labour, and it
might be inferred that the deficiency of demand on
which Major Douglas lays so much emphasis is only
intermittent, and is remediable, and that, once the
consumers’ credits have attained their object of mak-
ing industry remunerative and fully employed, they
can be dropped. But I do not think that would be
reconcilable with what Major Douglas has said and
written elsewhere.

Closely associated with Major Douglas’s theory ol
the deficiency of purchasing power 1s his view that
credit is something belonging to the community.
That is the ground on which he defends the grant of
free credits instead of repayable bank advances. Bank
credit, it is said, is founded on real credit, that 1s
to say, on tne capacity to produce and deliver goods
and services as, when, and where required, and that
capacity has been created by the community. Indi-
vidual effort has only been fruitful in virtue of its
environment.

This argument proves too much and too little—
too much, because 1t touches private control of capi-
tal or profit just as much as private control of credit;
too little begause, however much the community may
have contributed to the basis of credit, the question
of control is one of practical expediency rather than
of abstract right.

The question of expediency 1s one which 1 do not
propose_to examine in detail. If we do not accept
Major Douglas’s argument that the grant of free
credit is essential to rectily a chronic deficiency of
demand, the question ofy the mationalisation of
hanking falls to be discussed on familiar lines.

One other matter I must refer to. Major Douglas
advocates the creation of credits m favour of
consumers, credits which he compares to~dividends
paid by the community in respect of its accumulated
wealth or productive capacity. Consumers’ credits
are by no means peculiar to him, and they are, 1
think, generally advocated as calculated to augment
demand more directly and more immediately than
credits granted to producers. In reality there 1s no
such difference. When a producer borrows from a
bank, it is never with a view to holding the money
borrowed idle. He applies it without delay to pay-
ing the costs of production, and, in so doing, he
transforms it into income in the hands of consumers.
Traders borrow, it is true, to pay the cost of buying
goods already 1n existence fromn the stocks of other
traders. But in general, when they do so, the sellers
pay oft credits as fast as the buvers obtain them, and
tnere is no net creation of credit at a...

Moreover, when consumers receive credits and buy
coods from traders, it is always possible that the
goods may be supplicd from stock and may not be

replaced. . .
Nevertheless, when, as at present, business 1s sO

stagnant and pessimism so predominant that it 1s
difficult to induce traders to borrow at all, there is
something to be said for taking exceptional measures
to place new purchasing power in the hands of con-
sumers. Whether any such measures can be devised
which are really practicable and are not open to ob-
jections that outweigh their advantages, T need not
stop to argue. It is enough to say that emergency
measures of this kind, which are not even appropriate
to all trade depressions, but only to those of excep-
tional intensity, are far removed from the plan
recommended by Major Douglas.

MR. HAWTREY’S CLOSING STATEMENT
[ Here followed the interval for discussion, at the
end of whick the Chairman called wupon Mr.

Hawtrey. |
MR. HAWTREY : Mr. Chairman, Ladies, and

Gentlemen, 1 am very grateful in the first place to
Major Douglas and also to the various speakers for
the very interesting and thorough commentary on

my opemng remarks.
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It would perhaps be almost too much to try to
ANSWEY ‘everything, even to answer everything n
Major Douglas’s excellent and interesting paper, but
I will deal with what I regard as the most mmportant
points.

Major Douglas opened by reicrring to the economic
paradox, poverty in the midst of plenty. Thatisa
point on which I think he and I are at one n that
we should both attribute the paradox to a shortage
of purchasing power. The difference between us,
as 1 pomnted out in my opening paper, 15 that whereas
he regards the deficiency in the purchasing power as
inherent and persistent, 1 regard 1t as intermittent
I believe 1t alternates with an excess of purchasing
power, and that if it is not quite correct to say that
the excess or deficiency 1s in each case wholly caused
by the banking system, I would, at any rate, say
that it is within the power of the banking system
to correct either excess or defictency m time, and
therefore to avoid a recurrence of trade depression;
not only of a trade depression such as we are exper-
encing at the present time, but of the milder trade
depressions, which were a familiar leature 1n the
nineteenth century ecconomic system, and earlicr still.

Now you will remember that in my paper I argued
that Major Douglas was mistaken in finding items
of cost which do not represent 1incomes. % dealt
separately with the question of raw matenals andl
semi-manufactures on the one hand, and with various
capital items, such as maintenance, depreciation.
and extensions on the other hand.

With regard to raw materials and semi-manuiac-
tures, Major Douglas says that I was mistaken n
supposing that he meant—to take the example that
I quoted—that hides appear three times and leather
twice in the cost price of boots to the consumer. He
says that he does not mean that they appcar more
than once in the price to the consumer, but that they
occur in the price values, which includes, I think,
tne price charged by one trader to another.

MAJOR DOUGLAS: The fact of one umt of
purchasing power recurring a number of  times
through the costing system produces an additronal

rice value each time it passes through, so that vou
ave an additional price value.

MR. HAWTREY : T am still quite 1n the dark as
to whether the value of the hides appears three times
and the value of the leather twice in the price at
which the boots are sold to the consumer. 1 cannot
see any other interpretation possible of what Major
Douglas says.

MATOR DOUGLAS: I should like to clear that up.
There is a very real difference. I can very easily
appreciate the difficulty of appreciating the diter-
ence.

I do not say that the price of the hides appears
two or three times in a pair of boots. What I do say

is that you can make three or four pairs of boots by

the existing process without distributing more pur-

chasing power than is necessary to buy one pair of
boots. That is not the same thing as saymg the
price of the hides occurs three or four times inn One
pair of boots. I say you can produce threc or four
pairs of boots, having only the purchasing power
available to buy one patr of boots.

MR. HAWTREY : With all respect 1 venture to say
it is exactly the same thing whether the price of the
hides appears three times over in the price of four
pairs of boots or in the price of one pair of boots. If
it is a fact that the boots have to be sold at such a
price that four pairs of boots mnclude the recurrent
value of the hides—(Interruption).

THE CHAIRMAN: Ladies and gentlemen, 1t will
be of great assistance to the clarifying of the daffr-
cult points on which we are engaged if vou will give
your quiet attention to what 1s happening on the
platform. It is quite impossible to carry on 2 dis-
cussion on the level which we are attempting heref

you are not going to give your serious and quiet at-
\
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tention. [ must ask you to exercise considerable re-
straint. I would prefer you to keep perfectly silent
while this discussion 1s taking place and imagine you
are listening to a broadcast discussion. Will you
please allow the discusston to go on without any in-
terruption either by laughter or by comment so far
as you possibly can,

MAJOR DOUGLAS: The pomt, the very subtle
point, I am trying to make 1s this. The whole of the
objection to the present state of affairs as I see 1t
is that it inevitably makes more things than can be
bought. That i1s the point that I wish to make; that
by a process by which a given amount of purchasing
power which ex-kypothes: 1s controlled up at
the Bank, so far as the normal system 1s concerned,
there 1s a constant circulation of purchasing power
starting with the Bank, gomng through the producer,
through the retailer, and back again. Now for the
sake of this argument, and this 1s, of course, the nor-
mal way of looking at these things, the point 1s that
the amount of goods which can be bought at, let us
say, a given price level 1s solely conditioned by the
volume of this strcam (diag. 1), or if you like to put it
more correctly, the cross-sectional area of this
stream, and that cross-sectional area, if you imagine
it to be kept constant, will automatically require the
production of a surplus of unsold goods. That 1s
the point. |

MR. HAWTREY : I am very grateful to Major
Douglas for his further explanation, but I must con-
fess that it seems to me to be simply begging the
question, because my argument was that every item
that does appear in the cost of the goods sold to the
consumer can be identified with incomes paid out,
You will remember that for the moment, 1 am now
discussing Major Douglas’s point with regard to raw
materials and semi-manufactures. So far as thosc
classes of goods are concerned there can be no dis-
crepancy caused between the selling value of the
ooods produced and the incomes that arise in the
course of their production unless some such phenom-
enon as a duplication of the value of the materials
in the price of a final product is involved. If there
is no duplication and if each item appears once and
once only, the hides appear once only and the cost
of the operations applied by the tanner to the hides
appears once only, and the manufacturing operations
applied by the bootmaker to the leather appear once
only, and so on, if this is the case then there 1s no
discrepancy arising from raw materials and semt-
manufactures. Qf course, Major Douglas’s 1llustra-
tion and his diagram were based on the assumption
that there was such a discrepancy, but he has com-
pletely failed to put his finger on the source of 1t.

Well, now, there remains the other side of my argu-
ment—that relating to the maintenance, depreciation,
renewal and extension of fixed capital. There are
a number of points that Major Douglas made in re-
lation to that.

In the first place he said that my argument was
based on a confusion between maintenance and de-
preciation, and he went on to explain that if there
1s adequate maintenance no replacement 1s necessary.
I do not think that is correct, because, however per-
fect the maintenance of plant 1s, there would cb-
viously be certain types of plant that would not last
for ever. A time comes at which the wear of parts
or some other form of deterioration is such that re-
placement costs less than continued maintenance. De-
preciation, in the sense in which I used it, 15 a very
real item of cost, and 1t takes a concrete form in the
actual construction of the new plant to replace that
which has to be scrapped. Major Douglas recognises
that obsolescence has also to be allowed for. He
spoke of obsolescence as 1f it necessarily led to the
substitution of more costly for less costly plant.
That is not necessarily so. I did refer mm my paper
to the contingency where it is so, but you may quite

ITHE NEW AGH

to
~
‘71

[P

(Mr. HHawtrev.)

possibly scrap a morc costly plant 1 favour of a
less costly, which has been invented since the old
plant was first installed. 1 think that perhaps the
best way in which I can reply to Major Douglas’
arguments in regard to depreciation would be by
reterence to his own example of the house. He sup-
poses that a house 1s built at a cost of 41,000 and
that 1t becomes the property of the workmen who
actually constructed it. And he supposes that it is
building used for industrial purposes and that the
depreciation of the house 1s charged in the price at
which the goods produced are sold to the consumer.
But he left out the replacement of the house alto-
gether. He supposes that during the manufacturing
process the depreciation money 1s accumulated in the
form of money and not spent. Now that 1s a case
I did refer to in my paper. I pointed out that when
depreciation is accumulated in the {form of money,
of idle cash balances, * at that causes a dehciency
of purchasing power. Likewise, I pointed out that
when savings are accumulated in the form of idle
money there 1s a deficiency. There i1s a dehciency
when goods are sold out of working capital, and the
proceeds are held idle. All these are contingencies
which would &y zkemselves produce a deficiency of
purchasing power. But I pointed out that the ques-
tion of whether on balance there 1s a dehciency of
purchasing power depends on all such items pooled
together. You cannot say that a particular indivi-
dual who is accumulating 1dle cash 1s causing a de-
ficiency of purchasing power when his neighbour 1s
releasing cash, so that the demand emanating from
the two together is exactly equal to their 1ncomes.
As I explained before, I regard the functions of the
bankers in regulating credit as being fundamentally
directed to inducing what I call the release or ab-
sorption of cash in the first case causing an excess

and in the latter a deficiency of purchasing power.

Major Douglas also referred to my argument that,
when money saved out of income 1s applied to the
constructton of new fxed capital, mncomes are
generated by the construction of the capital goods,
and no dis-equilibrium 1s caused. Of course, as I
pointed out, if people save and hold the money 1idle,
that, so far as it goes, tends to cause a deficiency of
purchasing power; but if 1instead of holding the
money idle they spend it on the construction of new
capital goods of which they become the owners—
they may be direct owners or they may be share-
holders or bond-holders with rights of partict-
pating in the capital enterprise—when they
spend their money in that way there 1s no
loss of equilibrium, because their purchase of
capital goods is demand 1in exactly the same
degrec and the same sense as their purchase of con-
sumable goods would be. When you buy shares 1n
a mnew capital enterprise you are passing on your
money to the producers of capital goods represented
by those shares, just as when you are buying a hat
you are passing on your money to the producer of
the hat, so that in so far as that money that 1s saved
is invested in new capital goods there 1s no deficiency
of purchasing power caused.

Major Douglas suggested that when people are
engaged in constructing capital goods and use the
incomes they derive from that process to buy con-
sumption goods there 1s in some sense a sterilisation
of the purchasing power, but there he 1s, I think,
completely mistaken. This process by which people
exchange their services through the medium of theix
incomes for capital goods is exactly analagous to the
exchange of their services through the mediumof their
incomes for consumption goods. Therefore, you
will see that the different types of outlay that are
connected with fixed capital all generate incomes 1
just the same way as the outlay on consumption
coods. There is 1n fact no point at which there 1s a
shortage. -

L.
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Now, i what [ have just been saying 1 have, of
rourse, made no reference to the time element, but
that 1n no way invalidates what I have been saying
because, as 1 explained in my paper the only condi-
tron for equilibrium between demand and supply is
that the incomes avatlable to be spent within an inter-
val of timc should be equivalent to the goods pro-
duced for sale within the same interval. It docs not
matter how far those incemes are connected with the
production of those particalar goods, or with the
ooods which are conung 11 on sale later, or how {far
the mcomes that are accruing during the mterval are
appiied to the purchase of goods produced before.

Provided that within the interval you gct a balance ;

between goods and incomes, there 1s no excess or
deficiency of purchasing power. An excess or defic-
icnicy may be caused by the release of cash or the
absorption of cash, and the banking system may be
rcsponsible for that release of cash or absorption of
cash. I may remind you that in my paper [ used
the expression “ release of cash 7’ for the case where
the payments out by traders to the people whose 1n-
comss they pay exceed their receipts.  On the other
hand the absorption of cash means an excess of the
traders’ receipts over their disbursements.  That ex-
cess of receipts over disbursements means that we are
laymg up the proceeds of sale of goods, and prevent-
ing all those proceeds of sales from becoming in-
comes, and there vou do get a deficiency of purchas-
INg POWET.

There are one or two smaller points which T think
| ought to mention. I am afrard when I said that
““ incomes arise out of production,”” Major Douglas
misunderstood me. 1 mentioned that as one of the
matters in regard to which he and I are 1n agrcement.
I did not for a moment mean to imply dissent from
the statement that he makes, that, in order that in-
comes may be generated by production, the banks,
under our existing system, must supply the necessary
money. At the same time that I expressed agree-
ment with him on the former point, I also said 1
agreed with him 1n thinking that the banks created
money. 1 think that he 1s mistaken 1n supposing
there 1s any real difference between us there.

Then I must refer to'his statement that equilibrium
would require dividends at the rate of 125 per cent.
Of course, when he makes that calculation he 1s once
again, as I should say, begging the question. If he
was right that there were all these allocated costs
which do not materialise in incomes, then some calcu-
lation of that kind would be in pomnt. It 15 not
exactly consistent with the 2y per cent. consumers’
credit that he advocated before the McMillan Com-
mittee. On the other hand, you will remember the
300 per cent. indicated by Mr. Orage 1n one of Major
Douglas’s carlier books; that consumers’ credits were
to be three times what the consumer spent out of his
own pocket. But all these calculations, of course,
represent nothing more than the calculation of the
A plus B theorem on the assumipiion that 1t is correct.
Apart from the arithmetical calculation in that case
I want also to refer to what Major Douglas says with
regard to “ dividends.”” He points out that it 1s
only certain items, wages, and salaries, that actually
accrue before the goods are sold ; that everything else,
the other constituents of cost do not become avail-
able until then. I think that when he says that, he
is doing less thap justice to his friends the bankers.

Their function 18 to make available the incomes at
an earlier stage than the final sale of the product. It
1s through their intervention that it 1s possible to pay
wages and salaries in advance of the sale. And,
moreover, it 1s not in all cases that the bankers have
to intervene for the purpose; in some cases the neces-
sary funds are provided by the permanent capital of
the concern. Al the complications ansing from the
succession of these items of cost in time are covered
h-- the general formula which I used further back as
to the incomes accruing, and the goods placed on
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sale within an interval. I am afraid I am going
on too long, but I ought just to refer to one or two
questions put, m some interesting speeches made
from the body of the hall. |

First of all there was the pomt several speakers
referred to with regard to my statement that the con-
trol not only of banking but of capital and profits
was a question of expediency, rather than of abstract
right. 1t seems to me that some of the speakers have
not quite understood what I said. For instance, Mr.

- Hickling asked whether it was expedient to continue

the existing economic system when 3,000,000 1aen arc
unemployed. But surely that i1s a question not of
abstract nght but of expediency. T he question 13
whether 1t 1s expedient that we should have all the
appalling mcidents of trade depression. It 1s 10-
cxpedient.  But 1t 1s no use saying that the remecdy
for unemployment is to be decided by the question ol
whether capital equipment and the profit earning
capacity of the country are the property of imndi-
viduals, or the property of the community. It may
be 1n itself a ground for nationalising all those enter-
prises, but it throws no light on the question of how
to get rid of unemployment. 1 adhere completely to
what I say, that the question of the control of all
those functions is one to be decided on grounds of
expediency.

Another speaker said that we produce to live; that
we produce for the purpose of a healthy and satis-
factorv existence, That i1s a matter of expediency.
You may say that a man has an abstract right to a
healthy and satisfactory existence, but 1 can see no
reason why he should have such a right unless 1t 1s
‘““ expedient ”’ that he should have a healthv and
satisfactory existence.

There was another speaker who referred to the
nrofits of banking, and he adduced the Scotch bank-
ing system as an example of how to conduct such a
business on sound lines. Apparently everyone here
thought it perfectly monstrous for banks to make
10 per cent. profit. Now as a matter of fact, I think
there is very little reason to suppose that the big
profits made by banks (not only 10 per cent. profits,
but the much bigger profits that many banks make)
arc really any higher than the profits made by many
industrial and commercial concerns. In very many
cases you have not the means of calculating what
the profits of industrial or commercial concerns are;
and in many others, where the profits are known,
the extent to which the capital 1s watered 1s not
realised, I think it is a complete mistake to hold
up the banks to obloguy because they make a profit
which is, after all, not exorbitant if you set against
it the very substantial number of banks which have
gone under altogether in the past. It may be there
1s much to be said about the nationalisation of bank-
ing on the ground, for example, that banking tends
to become a quasi monopoly. I deliberately left that
on one side in my paper. I did not want to pursue
the point.

THE CHAIRMAN: Ladies and gentlemen, I will
now call upon Major Douglas to wind up the debate.

MAJOR DOUGLAS’S CLOSING STATEMENT.

MATJOR DOUGLAS: Mr. Chairman, Mr. Hawtrey,
[adies and Gentlemen—If everyone in this hall has
enjoyed listening to Mr. Hawtrey as much as !
have, I feel quite sure you have all enjoyed your-
selves very much. I think it has been most inter-
esting and illuminating to all of us. Now the brst
point that Mr. Hawtrey raised was where did the
source of this discrepancy arise? I will deal with
that in one minute. [ should hike to deal with what
is practically his last point first, because 1t makes
it easier to deal with the first point. | |

- It is perfectly obwvious that the whole of this ques-
tion really depends on a question of fact. If you
string out those factories (diagram 2) indefinitely, to
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represent all the factories in this country, is it a
fact that all of those making a profit @/ any moment
can be found to be allocating charges which they
do not distribute ? It is most unquestionably a fact.
That 1s the way in which every factory is run, The
question of what 1s the actual percentage of those
allocated charges which are bemng allocated simul-
taneously i every factory so that the price values
of the goods which are being produced in that fac-
tory are in every case of a profit-making concern in
excess of the sum which 1s being distributed in
wages and salaries, 1s a question of fact. That 1s
the case in every factory. Now the question of the
higure 1s a question of opinion, but I think it must be
very obvious that whatever that higure is, it must
he represented by that percentage of dividend, be-

cause there is no other way, excluding exports, of
distributing purchasing power that I am aware of,
except wages, salaries, and dividends. I include n
‘“ dividends 7’ such things as interest, and things of
that sort,

The average rate of distribution on turnover must
be the same as the allocated charges or else those
allocated charges cannot be met. That seems to
me to be quite self-evident. The question of the
actual figures as to whether every factory, in order
to satisfy this condition, ought to pay 100 per cent.
or 125 per cent. 1s a question of higures. There are
4 great many complications coming into that, and
[ have dealt with them elsewhere, but as to the fact.
1t seems to me absolutely unassailable,

MR. HAWTREY : I think 1t possibly might help
if I put a question. My question 1s: Who are the
recipients of these allocated charges; and, secondly,
when you put your finger on the recipients can you
be sure that they are not intermediaries passing on
the money in the form of salaries and wages?

MAJOR DOUGLAS: There can be no recipients of
the allocated charges unless they are collected from
the public first. That 1s the whole point. The allo-
cated charges simply represent a claim upon the
public which can only be met by the distribution of
purchasing power at some source which is not In
wages or salaries. If you have a distribution of pur-
chasing power from additional sources equal to the
amount of the allocated charges, then the goods
which are represented by those allocated charges
could be bought. The allocated charges, as charges,
are not recetved by anybody, they are simply tickets
hung on the goods, and 1n order to buy these goods
vou must have something representing, not merely
wages and salaries, but something which I can only
describe as dividends equivalent to the amount of
the allocated charges.

MR. HAWTREY. I am grateful to Major
Douglas, but he has not in the. least met my
pomnt. Itas quite a mistake to suppose that any pro-
ducer 1s required to include in his costs some hook-
keeping entry that never materialises at all. If he
has got to include the provision for depreciation, for
example, mn his costs it 1s because he has got to
spend something some time. He has got to replace
his worn-out plant., The depreciation 1s not in re-
spect of what he has spent, it 1s in respect of re-
placement 1n the future, So far as what he has
spent is concerned, what he has to spend is interest
and mamntenance. If you take the case of some-
thing that maintenance will keep efficient for ever
so that no provision has to be made for replace-
ment, why then he makes no book-keeping entry for
depreciation at all, or if he does, it 1s a nominal
entry and one which he knows has no other function
except as a small additional saving or payments to
reserve for the financial strengthening of his busi-
ness., 1he only case i which he need make any
charge in the price of the goods he sells on account
of depreciation 1s the case in which he 1s faced with
the prospect of having to spend money on capital re-

(Major Douglas.)

placement, and when he spends the money all he
has put in the depreciation account has to pass out
i the form of incomes to the people whose services
contribute to produce new capital. Here ycu have,
[ think, what 1s the root of the matter. Major
Douglas believes these are entirely fictitious items of
cost. I contend they are not fictitious. They
materialise, they turn into costs in the usual sense.
I'hey are incomés paid for services rendered. That
15 the real solution, and that applies to all items of
cost, The complication that arises 1s when the
items of cost are distributed through time, I dealt
at considerable length with that, and I think 1t 1s a
satisfactory solution, |

MAJOR DOUGLAS: I will put a question ot
fact to Mr. Hawtrey. WIill he show me any factory

in which the sum of the wages and salaries and divi-
dends spread over—we won’t bother about the divi-

dends being distributed at the end of the year—in
which the sum of the wages, salaries and dividends
1s equal to the price values produced in the same
period of time? It 1s impossible to show me such a
thing. If you will string out those factories into
any number of factories you will find that every one
of them 1s allocating charges which can only be re-
covered through price, and collectively they can only
be recovered tnrough price by the prior distribution
of the total amount of the sums allocated. 1If 1t 1s
true, and 1t 1s true certainly in a number of cases,
that the allocated charges are, let us say, 600 per
cent. or something of that sort, that is, perhaps an ex-
ceptionally high figure, as in stamping plant, but 1t
does occur. If you are going to get that 600 per cent.
out of the public you have to get it by distributing
it first of all, otherwise 1t becomes a debt against 1n-
dustryv. We come now, and I think I can make mv
point clear, to his first point, and that 1s the source ot
the discrepancy to begin with. .

The source of the discrepancy to begin with 1s in
the process of investment. Supposing there was none
of this discrepancy to begin with, that 1s to say, if
we start from zero, if you save a certain amount ot
money which has been distributed through the pro-
cess of creating costs, then quite indisputably the
goods having the price values representing the
amount of the money saved cannot be sold agamn or
bought. I think you have admitted that.

MR. HAWTREY : I am sorry to interrupt again.
No, I say that it money 1s saved 1n an interval of
time, and 1s not held in the form of idle money, but
15 applied to investment, that is to say, on outlay
of new capital goods, there 1s no disturbance of the
equilibrium whatever.

MAJOR DOUGLAS: That is the whole point.
I want to split that statement up 1into succeeding
stages. lL.et us say as a physical fact that in the
City of Birmingham 4100 of wages are distributed
this week and that £50 of those are saved. The
goods which were produced during this week would
have at least £100 of cost in them without going into
the question of allocating cost at all.  Quite ob-
viously, 1f you save £50, that £50 of goods which
are represented by the savings cannot be bought at
that moment. Now then, supposing you apply that
£50, not to buying those consumable goods, but to
create some more capital goods, in making those
capital goods the £ 50 will undoubtedly go out again
into the consumers’ market, as you yourself ex-
plained, and the consumers’ goods, the original con-
sumers’ goods, can now be bought. The deficiency
has been restored, but you have capital goods to the
extent of £50 agamnst which there 1s no distribution
ot purchasing power as described by that process
(Applause.) |

IETOW those capital goods are regarded by the
pecople who own them—and have paid out for them
—saved the money, the actual purchasing power, and
have paid out that purchasing power for the con-
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struction of those goods—they regard them as the
equivalent of that £50, and eventually that £50 has
to be recovered from the public, either in the form of
interest, or depreciation or other things. My point
1s that £50 does not exist in purchasing power.

MR. HAWTREY : My first comment on that illus-
tration 1s that the £100 being paid in wages would
include so much wages as are being paid at that
time for the construction of capital goods. It may
be that, to start with—assume it only—the whole
4100 are bemng spent on wages arising out of the
production of consumption goods. On that assump-
tion, suppose that the wage-earners started saving
half of their receipts, so that the demand for con-
sumption goods shrinks by half, and there is an en-
tirely new demand of £50 for capital goods. That
1s the illustration, I think.

MAJOR DOUGLAS: May I protest against the
use of the word ‘‘shrinks”? You have already
made the consumable goods, otherwise the pur-
chasing power would not have come into the hands
of the public to be saved,

MR. HAWTREY : The production of consumable
goods 1s going on concurrently, and the particular
moment comes at which, although the production of
consumable goods 1s proceeding at the rate of £ 100
per week, half of the demand for them suddenly
vamshes owing to the fact that the wage-earners
are beginning to save half of their incomes. Well,
at that moment, there arises a demand for capital
goods of the value of £50. That demand has to be
fulfilled somehow or other by the diversion of pro-
ductive power into the production of capital goods.
Of course, it may be that the industry is under-
employed, and that you will give new employment
in the production of capital goods and throw part
of the workmen producing consumption goods out
of employment, or, alternatively, it may be that in-
dustry 1s fully employed, and that people hitherto
employed in making consumption goods have to be
diverted to the production of capital gnods. But
whichever happens, there is no loss of equilibrium
between demand and supply as a whole. This 1s a
particular case of the contingency I referred to in
my paper where there 15 a change in the proportion
of demand applied to consumption goords and capital
goods respectively, but theére is no shortage or
excess of demand as a whole. I think, if T under-
stood Major Douglas’s illustration rightly, that
meets his point. You change to a new state of
é¢quilibrium where 450 of consumption goods and
4 vo of capital goods are balanced by equal demand
for each category. The process of change will un-
doubtedly involve dislocation. Everybody is quite
aware that sudden economic changes of any kind
involve a certain amount of loss and distress. That
ts not the point. There is no shortage of demand as
a whole. |

MATJOR DOUGLAS: I am afraid the only way in
which the people would save £50 would be that they
should have already got it through the process of
production. Therefore, they must have made some-
thing which they saved by refraining from buying.
When they allow that £50 to be used agamn to pro-
duce something else, the original £50 of price
values which 't%ey did not buy still remains, and
new price values by the use of the £50 again were
added to them. That, I am afraid, 1s how I must
leave that. The same question really comes up n
connection with Mr. Hawtrey’s second point, and
that was that I did not allow for the depreciation 1n
the example of the house. That is just exactly
what I did do. That 1s why I brought in the second
house. When the first house was built, you remem-
ber the money was returned to the original pro-
vider of it, and 1 the first illustration he was sup-
nosed to have torn it up, so that there was the house
of the value of £1,500, but no money. Now the
neople who used that house for making bhoots and

(Major Douglas.)

shoes charged, in one form or another, that 41,000
into the price of the shoes, because, they said, they
had paid £1,000 for it. Now, if, instead of tearing
that 41,000 up—which, as I said, is the equivalent
of repaying it to the Bank—they had built another
41,000 house, and the workmen had bought it
again mn the same way, they would have carried out
exactly the process which is involved in replacing
something which you are depreciating by a financial
process, and you would have used the £1,000 again
to build the second house which was to replace the
first house. But that would not get over the fact
that with £1,000 of actual purchasing power you
have produced two houses, each valued at £1,000,
and the value of both these houses has to be recov-

ered in the price at which the goods are sold.

MR. HAWTREY : As you now explain your illus-
tration, you are supposing that the workmen charge
for depreciation for the use of the first house, but
that when the time comes to build the second house,
the first house does not require to be replaced.
Thercfore, the depreciation fund does not have to
be used to build the second house. It 1s only neces-
sary to charge depreciation on the hrst house with a
view to replacement when necessary, and the assump-
tion is that the house 1s not replaced. But 1t 1t were
replaced, then, what I said earlier on would apply,
that is to say, that the charge for depreciation repre-
sents a charge which materialises in the payment of
incomes in the form of wages, salaries, and divi-
dends, and so forth, when replacement actually
occurs.

MAJOR DOUGLAS: Well, 1 think I can only
repeat the explanation, so that I will leave 1t at that.
I have myself no doubt, and I feel sure that 11 Mr.
Hawtrey reads that explanation over he will agree
later that it is possible to have a repeated production
of price values by using the same monev over and
over again.

Now the question of the effect of overheads I dealt
with before. 1 entirely agree with Mr. Hawtrey—
as I agree with him on so many points, and I feel
sure ultimately we shall probably agree on most
points—that the whole question 1s a question as to
whether incomes in a given period of time equal the
price values which are produced in the same interval
of time. I should myself—subject to going into the
details on all the points Mr. Hawtrey raised, say that
in his illustration of how he made the incomes equal
the price values, he brought in a great many factors
which do not occur in the same interval of time, and
the whole essence of that is the question as to whether
they do occur in the same interval of time. Ii they
do not occur in the same interval of time then tt has
to be proved that they occur as a plus sign at one
point, and as a minus sign at the other, and that, so
far as I know, 1s impossible from the actual facts of
industry. Now I think those are the only ponts
raised by Mr. Hawtrey.

A question from the body of the hall was, whether
the general ideas I have put forward would work
with industry organised as at present on titular private
owniership.  Would they work under those condi-
tions? The answer is quite certainly. No.question
of change of administration is necessary. I
entirely agree with Mr, Hawtrey in the sense he
meant it himself, that the administration of imdustry,
which may or may not involve a titular ownership,
is entirely a question of expediency, and that has
nothing to do with the question of the distribution
of the product. The question of the admimstration
of industry is quite a different one from the distribu-
tion of the product, and the distribution ot the pro-
duct is, in my opinion, entirely wrapped up with this
question of credit. Then someone asked whether 1
had any views on the control of rents. That really
comes into the realm of detailed schemes, and the
only detailed scheme which I have so far put for-
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ward is the one which is known as the scheme for Scot-
land. That is available to anyone who is interested,
and you will see that a number of points are brought
up in that which do not appear to have anything to do
with this credit question, but which do bear on the
question of the ownership and rent of land and the
administration of land.  But I think that they
are too elaborate and outside the scope of to-
night’s proceedings to be dealt with now, and [
would refer that particular enquirer to that particu-
lar scheme for the answer to that question. It 18, as
a matter of fact, being published in a well-known
weekly review this week. It has been published, of
course, before. One enquirer asked how would this
process be shown in the Budget. That enables me to
raise a point which has not really been touched upon
very much to-night, and which is really at the real
core of the whole of this matter. I think Mr.

Hawtrey and a good many speakers in the hall—not

all of them—have assumed that the industrial
system is whatl it was, let us say, at the time of the
Seottish banks The very core of this situation 18
that the industrial system is not in that condition,
that more and more the industrial process 1s simply
a process of power production, and these allocated
costs. of which we have heard so much to-night, are
really, if you like to look at them that way, the
payment of the machine, and the whole question of
accounting has to bear in mind that the productive
yrocess is very largely a power process. Now that
Eas a very vital bearing on the question of account-
ing, this credit process that we have been dealing
with, in the National Budget. The National Budget
proceeds on this idea. We all know perfectly well—
this is quite, I think, beyond dispute—that we are
told that the first vital point is to balance the
Budget. That is the process which 1s shown there
(Diagram 1) of balancing the Budget. Now my con-
tention is that in the first place it 1s not in the least
necessary to balance the Budget, and in the second
place that balancing the Budget 1s not a true reflec-
tion of the state of things that is taking place; that
actual capital values in this country, in él-e true sense
of the word, are even at the present time increasing
steadily, and that if financial restrictions were taken
off thev could be increased very much faster; there-
fore that you ought to write up the capital values of
the country every year, which would mean that you
would pay out from the outgoing side of the credit
system-—whether you consider 1t allocated in the
Bank of England or anyhere else—you would pay
out more than you take in. That paying out would
represent the increase of capital production, and the
taking in would represent the actual consumption.
It is, of course, quite vital and quite fundamental
to my views (and to the whole suggestion that you
should sell below cost, for instance) that looked at
from the true point of view consumption 1s always
much less than production. Under these circum-
stances you ought to write up your capital costs by
the amount of production, and write them down by
the amount of depreciation and consumption gener-
ally. and that process would be reflected in the
Budget. One speaker enquired why 1 take
no notice of the velocity of circulation. The velocity
of the circulation of money in the ordinary sense oi
the phrase, is—if I may put it that way-—a complete
myth. No additional purchasing power at all 1s
created by the velocity of the circulation of money.
The rate of transfer from hand to hand, as you might
say, of goods is increased, of course, by the rate of
spending, but no more costs can be cancelled by one
unit of purchasing power than one unit of cost.
Fverv time a unit of purchasing power passes throtfgh
the costing system it creates a cost. and when it comes
back again through the same costing system by the
buying and transfer of the unit of production to the

consuming system it may be cancelled, but that pro-

cess is guite irrespective of what is called the velocity
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of money, so that the categorical answer 1s that I do
not take any account of the velocity of money 1n
that sense.  That, I think, really concludes the
answers to questions. (Applause.)

THE CHAIRMAN: ILadies and gentlemen, 1t
has been our pleasure and privilege to listen to a de-
bate on a level which, I am sure you will agree with
me, 1s higher than anything we could possibly hope
to hear at any public meeting. The speakers have
dealt with each other with a frankness and clcarness
which I think we can say is exemplary, and there
are due from us our most sincere and hearty thanks.
On your behalf, ladies and gentlemen, I beg to
tender to Mr. Hawtrey and Major Douglas the most
sincere thanks of all of us present here for this most
interestine. enlightening, and illuminating debate.
I hope that the repercussions of this debate will go
far. We know that Social Credit is spreading, not
only in this country, but in Canada, 1n Austra%a, n
the United States, and elsewhere. It has brought to
many thinking people a new faith and a new hope
that the power of man will ultimately succeed 1n
breaking through the chaotic conditions which now
nrevail, and bring order, peace, goodwill, and pro-
oress to the life of men in the future. We thank the
speakers for enabling us to see more light on this
subject and again on your behalf T beg to tender to

them your thanks. (Applause.)
Both Mr. Hawtrey and Major Douglas acknow-
ledged the vote of thanks.

-

Forthcoming Meetings.

The Belfast Douglas Credit Group are holding a further
three meetings in the Grand Central Hotel, at 7.30 p.m.
Admission 6d. each night. The dates are:—

April 5.

GLASGOW DOUGLAS CREDIT ASSOCIATION.

A further series of meetings will take place in the Chris.
(ian Institute, Bothwell Strect, Glasgow, each meeting com1
mencing at 8 p.m. The next meeting will be held on Tues-
day, April 11, the speaker being A. H. M’Intyre, C.A. His
address will be on ** Douglas Social Credit in its Relation-
ship to the Past and Future.”” Classes will be run in con-
junction with these meetings.

Southampion,

The Marquis of Tavistock will address a public meeting to
be held in Watts Hall, Above Bar, at 7.45, April 11.  Tickets
may be obtained from L. D. Byrne, Hon. Secretary, 38,
Above Bar, Southampton. The rapid progress of Social
Credit in Southampton has necessitated a policy of decen-
tralisation, and groups are being formed in all the suburbs.
A strong group has already started in the Shirley and Mill-

brook district.

—

GREENSHIRTS IN FINCHLEY,

“ Owing to interest taken by local residents, a local
group of the Kibbo Kift, the Green Shirt Movement for
Social Credit, has been formed for Finchley, Barnet, and
District. Group headquarters are at 25, Hollyfield Avenue,

I'riern Barnet.”’—Finchley Press, March 10, 1933.

THE CIVIL SERVICE CLERICAL ASSOCIATION. .

The following are among the resolutions on the agenda
for the annual conference of this Association at Lowestoft
on May 31—

140. That the Exccutive Committee examine Douglas
Social Credit with a view (if found to be sound) of
framing Association policy to the mutual economic advan-
tage of both Civil Servants and Taxpayers.

(Board of Trade, Liverpool.)

141. That the Executive Committee be instructed to
examine the Douglas Sacial Credit Proposals, with a

view, if such are found to be sound, to framing an Asso-
ciation policy which will be to the mutual economic advan-

tage of both Civil Servants and Taxpayers.
(Customs, Preston.)
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LETTERS TO THE EDITOR.

SOCIAL CREDIT AND SOCIALISM.

Sir,—In reply to Mr. Norman Mickle’s letter in your
issue of March 30, I would like fo point out that if one
speaks to a former Conservative, he would tell you exactly
the opposite story—it is impossible to move a supporter of
the L.abour movement, but one can talk to a Tory.

A Socialist or a Tory knows the policy (if any) of their
respective parties, and therefore knows along which line
to attack. A Socialist cannot grasp the line of argument
of a Tory, and vice versa. IHence the *‘ success ’’ or non-
SUCCesS.

Not having had any particular party bias, I find 1 can
attack all parties and secure a certain amount of agreement,
providing, of course, the bias of the person one is contacting
is not too pronounced.

These personal contacts, however, arc not the ‘“ Labour
Party '’ or the ‘* Conservative Party.” Anyonc who has
had the opportunity of attending mecetings addressed by
Labour ** leaders,”” and has observed the manner in which
they refuse to answer or evade answering questions put by
Douglasites, knows that we cannot expect anything from
the Labour Party as a party. Individuals we can and do
win over, but the leaders, who should be the most progres-
sive, will be the last to fall for Social Credit, and they have
a certain amount of influence with the rank and file of
their party.

As for the * sour grape theory,” this hardly fits in, since
Major C, H. Douglas and some of those who arc support-
ing him and his theories are brilliant enough to be able to
secure @ high position in the present system if they wished.
(They don’t require Social Credit to get power.) It would
only mean doing what our politicians are doing—sacrificing
their desire to serve humanity for their own vainglory.—
Yours faithfully,

Cheam, Surrey.

The Social Credit Movement.

Supporters of the Seocial Credit Movement contend that
under present conditions the purchasing power in the
hands of the community is chromically insufficient fo buy
the whole product ef industry. This is becanse the money
required to finance capital preduction, and created by the
banks for that purpose, is regarded as beorrowed from
them, and, therefore, in order that it may be repaid, is
charged inte the price of consumers’ goods. It is a vital
fallacy to treat mew money thas created by the banks as
a nepayable loan, without crediting the commimnity, en
the strength of whose resources the meoney Wwas created,
with the value of the resulting new capital resources.
This has given rise to a defective system of national loan
accountancy, resulting im the reduction of the community
te a condition of perpetual scarcity, and bringing them
face te face with the alternatives of widespread uneti-
ployment of men and machines, as at present, or of inter-
national complications arising from the struggle for foreign

markets.
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