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Deeember

My dear MNr. Macpherson,

Let me acknowledzse your letter of
Deecember, in which you send me copy of
have had from the Honourable Vincent
the forthcoming Masgsey lLecture, to be
Arthur Salter at MeCiRl University.

I think in this part By : an we should
conform $o0 Mr. Massey's wishes and Sir Arthur
Salter's lecture programme to the one to be given at
the University and designated the "Massey Lecture”,
I am gquite sure that Lord Irwin and ¥r., MHassey con-
¢luded it would add dignity to the lectureship if
the lecturer spoke but once in the eity where the
lecture was to be given. I have every sympathy
with you in your desire to have such a distinguished
speaker address the Canadian Club, but I feel unadle
to write to Mr. Massey and suggest that Salter speak
to the Canadian Clud as well.

No doubt Mr. Massey pays all expenses in con-

nection with the lecturerts visit

to Canada, and whebther

there is a fee attached or not I do not know, but having

made such a splendid contridbution, he is entitled to
have his wishes respected.

Ever yours faithfully,

Prinecipal
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Sir Arthur W. Currie, G.C.M.G., K.C.B.,
McGill University, g
Montreal.

My dear Sir Arthur Currie:-
I am greatly obliged for your letter of the

12th. Personally I concur in your view, first as to deferring
to Mr. Massey's wishes, and second as to the reasonableness

of his opinion that the Massey lecture might well be the only
occasion on which the lecturer should speak.

0f course, the local circumstances have a
bearing. There is no accessible hall such as the Massey Hall.
There is but the one club, and there is a considerable number
of people who wish to and should hear Sir Arthur Salter who
probably will not do so. However, the other reasons must and
should prevail.

Many thanks for the expression of your views.

Faithfully yours,




DOCKET STARTS:

CORRES PeNDENCE

R ¥ £ o B e o TR R M )




BATTERWOOD HOUSE
. PORT HOPE, ONTARIO.

aQ=o
» A =










HONOURABLE VINCENT MASSEY
PORT HOPE ONTARIO

GREATLY RE
70 BE IN TO
FUTURE

'GRET IT IS IMPOSSIBLE FOR ME
ONT

0 ANY TIME IN THE MNEAR

R
N

R

CPR DAY LETTER
Jan, 16




has been deci
with Sir Arth
crmed, when

iting
.
.

the ecture i
askihz him %o be

sure we can count
and, of urse, at

rwise,

r?ive Sy ' TLC y | of O ) 4 :;O.'w'i?’
as a mark 8 outs

as wells, This is a
before the

our gratitude

I

s g

Ever yours fail




G1ill Unive
are coming to wai"oul
Lecture.

next

.
I ha

a T
aa o

ve arx
given on April l,._,

vacat ion. I thoush
April 11th) would be unsuital
) Week,

be

1L

Vhile

icipalts

Hontreal

UBC,

When
to
.om

conveni
arrive and

pents in

en t
mv,
anytvin

ann

g -1
v vRaNa s

¥hile I
spoke
ity last
looking

Y .
Ml e

did not
at th >

meet

ference
;

hen you
71 vers

oeTro
grea

om e d
AL 24

hearing

- Nz

e

—\)\Jtu 3

me know when you

‘farther you have planned

ATy

ersonally York
arranged

tly enjoyved your

you again.,
-v-[-l-'l-, vou
know as
publicit

address
I underr-
sub ject
as that 1s
be ssured

h

ng e

t
soon

may

of
_\O

ay
y

a

3 o

-

looking forward %o

am
il g

yours




BATTERWOOD HOUSE
weax PORT HOPE, ONTARIO.

- - - B ;|
January 6, 1933,
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you to suggest
Salter an honorary degree.
appreciated,

all good wishes for the New

Yours sincerely
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General Sir Arthur Currie, G.C.M.G
: :

MeGill University,
Montreal, Quebec,
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HEAD OFFICE, TORONTO, ONT. e BARBER, General Manager
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JO<  PORTHOPE ONT 25 8OOP OZBMAR 25 oM 8 27
GENERAL SIR ARTHUR CURRIE

3450 MCTAVISH ST MTL
WE AGREE TO BROADCAST SALTERS ADDRESS HAVE ASKED BROADCASTING
COMMISSION GET IN TOUCH WITH YOU IRWINS ADDRESS BROADCAST TORONTO
NINE PM MY WIFE AND I WILL ARRIVE MONTREAL MONDAY SEVENTEENTH
BUT SHE PARTICULARLY REQUESTS YOU KEEP TO PLAN OF MENS DINNER FOR
SALTER

VINCENT MASSEY.




29th March 15334

*ollowing f:' v -*'l’“::u‘:onfs conversation, I beg to
inform you that Sir Arthur ! 1 now deliver the second lassay
lecture in the Wiadsor lall at 'J penie On Tuesday, the 18th April.

understani that ti® lecture will Ve broadcast under arrangements
to be made by your Commission.

*he lecture is given u.mi»"er u:vax'g"ammt;" made by
the lassay Foundation, an institution established by Mr. Vihcent
Massey for carrving on this and similar 'mrl. of educational impor-

tanca. The firast lecture was given last year by Lord Irwine

The following 1s extracted from the Unglish Who!

"

iir James Arthur Jalter, K.CeBe, cre 1922; Co.Bs 19183
Director Yconomic and Minance Soction Lesgue of Natioms,
Jmu} 1919, Jan. 1820, snd since 1922; Geamnral Secrstary
ioparati n Commissio 1, 1920~223 be Oxford, 165th Marech
188l; s« of James Y. Salter, Oxford; unmarriod. Bduce
Oxford High School; Brasenose College, Oxforde First
Clase Classical lModerations, 1901; Pirst Class Literae
amaaniores; Jenlor Hulme Jcholarsiip, 1903. Eigher
Division Clerk Transport Department, Admiralty, 19043
Assistant Secretary Nstional Health Insurance Cormia~
sion, Magland, 1913: Assistant Director of Transports,
Admiralty, ;J}_‘S' Dirasctor of Ship Requisitioning, 1917
Secretary of Allled Maritim ';‘r.-m:";w)rt Council amd Chair-
man of !/ .‘.li&*" aritime Transport DLxecutive, 19183 Hpecial
Shipping iission to Jrn 1ica May 19 lu' Secrotary Britich
Department, Supreme RNeonomiec Couneil 1919; Officler de
la Couronne Belgique 19193 Commandeur de 1la Leglon

d'flonneur 19203 Courandatore Order of the Crown of Italy
4922 .

The title of Sir Arthur's addreas will be “"lodern
fechanisation and Its Effact on the Structure of Society."
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BATTERWOOD HOUSE
e PORT HOPE, ONTARIO.

March 30th, 1933,
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MeGill University,
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Honourable Vincent
Ba tterwood House,
near Fa ¥t H

Ontar ic.

o

Thank you for yours of March 30th.
t I have any notion
jiontreal will be too long.
know,
fully
vyet? 1 hould be glad know whether he plane o £0
Montreal to Govermment House, or whether he will accompany
you back to Ontario.
e 1ittle difficulty has arisen.

lecture~broadcast is on the 18th. OUn fthe evening
Reginald Coupland, Beit Professor of Colonial History at Oxford
is beinzg brought to Montreal by the University to lecture in
Moyse Hall on "The Irish Controversy, or Ireland and the Bri-
tish Empire.” This date has been set for a long time, and all
arrangements made. Notices concerning the lecture have already
gone out to our mailine list.

Yesterday I learned acci dentally from Dean

MacKay that the Canadian Institute of International affairs,

Montreal group, were arranging to have Salter spend the evening
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1933.

Honourable Vincent Massey, LL.D.,
Batterwood Houss,
near Port Hope, Ontario.

Let me acknowledge your telegram of the 25th
gnd also your letter of the same date.

The matter of broadcast has been definitely
detiled, Mr. Weir having wvery kindly postponed the
engagenent of the Montreal Orchesira.

The Lecture, as £+ intimated, will be given
in the Windsor Hall, at 8.45; the broadecast to begin
at 9,00 sharp.

I asked Mr. Beatiy, the Chancellor of the
University, to take the c¢hair, but he has refaused to
do so, so that probably I shall officiate.

The Convocation will take place in Moyse
Hall, MeGill University, at 12:10 p.m. on Tuesday,
April 18th, and I have wri tten to Salter, saying
that we would expect a ten-minutes acknowledgment.
The whole ceremony would not last more than half an
hour.

After which, we can go down to the Bank for
lunche.

On Monday evening I shall give him a men's
dinner at my house at eight o'clock, at which I shall
expect you.
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April 10, 1833.

Honorabl:
Patterwood

enT
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Had I known sooner,

The only funetion have arranged for

;
at my house that evening.
Tuesday at noon, or 12:10, to be exact,
there w e a fpecial Convocation in Moyse Hall, MeGill
University, when Salter will receive the degree of foctor

of Laws, honoris causa fhls will be largely a studeft
affair, but 1ope that you and Mrs. Massey will come. The
Registrar will nat you are met and properly accommodated.

Immediately after Convocation is over, Beatty,
Salter, you and I will go down in Beatty's car to the Bank

of lMontreal head office for luncheon.
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Unfortunately the Massey Lecture was arranged

widely amnounced in the Press some weeks ago, so that

be impossible to change the day. The Board of Trade

T |

alternative dates and feel that jyou weuld be doing o
both to the Junior Board of Trade amd to the

eould coavenilently poustpone your Honbtrsal lsciurs
evenings.

I am sending a copy of this letter to lMr.
the Seeretary of the Board of Trade,and will let him
decision as scon ag I hear it.

I should bde grateful if ycu would reply by

Yours f’lithf‘lllyi

Principal

R
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Professor Walter Rautenstrauch,
Professor of Industrial Engineering,
Columbia University,

-

New York City.
Dear Professor lautenstrauch,

Let me thank you for your prompt

reply to my letter of the 21st and for so

kindly consenting to change the date of your
v o

Montreal address to April 24th. I am sure,
however, that it would have been regrettadle
had the $wo lectures been on the same evening,
as a great many people would have wished to
hear both.

I have informed the Board of Trade
of your communication to me.

With a1l kind wishes,

I anm,

Ever :,'OU_I' g T a i t}lfully ?




Columbia Tmbersin
it the Citp of MetnDark

March 29, 1933

Sir Arthur W. Currie, G.C.M.G.,
Principal and Vice-Chancellor,
McGill University, Montreal.

My dear Sir Arthur:

I have your letter of March 23rd and assure you
that it was no inconvenlence for me to change the
date of my visit to Montreal. 1In fact, I think it
was very kind of you to suggest to me the conflict
in the two lecture dates and to give me the oppor-
tunity to selesct a date which would make it more
convenient for your people.

I trust T may have the pleasure of meeting you

on my visit to Montreal.

Very s incerely vou"e, e p

e —

//Z/%“/ beresct

74
\47«/ //,(,4@//{

“Wal ter Ragutenstrauch
Prof. of Ind. Engr.
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GEORGE PILCHER, EsQ.
NORTHUMBERLAND AVENUE

HoONORARY PRESIDENT MONTREAL BRANCH WoMEN'S COMMITTEE

SIR THOMAS TAIT, LL.D. PATRON CHAIRMAN - MRS. HENRY JOSEPH
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SUN LIFE BUILDING, MONTREAL, CANADA PHONE: PLATEAU 5070

Sir Arthur W, Currie, G.C.M.G,, K.C,.B,
Prineipal and VicesChencellor,

MeGill University,

Montresl

Dear Sir Arthur/e=

I have tc thank you for your prompt and kind reply to my letter
of yesterday. Thanks for the return of Mr, Pilcher's letter. I thought I would
like you to see it, It was rather a pity he did not tell me that Sir Arthur
Selter was coming to give the Massey lecture, I had not heard about it.

I am wondering if Sir Arthur Salter will be in Canada on the
24th of May?

We would greatly appreciate anything you could do for the
Society in the way of suggesting speakers who would address us on suitable
tOpiCBc

Thanking you again for your letter, I em,

Yours faithfully,

D s {M,.,,W..
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Acting @Chief Iustice’s Chambers

April 11th, 1933.
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ith you at your house on Monday, the 17th

o'clock p.m.,, to meet Sir Arthur Salter.
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Montreal,April 10th, 1933

Dear Sir Arthur;-

I very much regret that I will
be unable to have the pleasure of dining with
you next Monday as I am taking Mrs. Molson and
family to Atlantic City for a few days.

With many thanks, I remain,

Yours sincerely,

Pt r-Flrdt

Sir Arthur Currie,
MeGill University,
Montreal,







Pebruary lst, 1933.

Reve Cancn James E. Feay
Montreal High Sghool,
Hontreale.

Dear Canon Fesi~

The University woulid be very grateful
if you would allow us the use of your hall on the evening
of the 18th of April nexte The occasion is & most
important omees As you know a series of lectures has
been instituted by the Rt. Hon. Vincent Zassdy under the
name of the iassey Lectures. The first was given in
“oronto, the second is to be given in Montreal, and we
are reosponsible for the arrangements. The locturer is
to be Sir Arthur Salter and, without doubt, a very large
number of people will wish to attend.

I hope that it will be possible for
use to use your hall on that date snd at that time.

Yours faitEfully,

Wilfrid Boveye




ProTEsTANT BoARD OF ScHooL COMMISSIONERS
OF THECITY OF MONTREAL

3460 MCTAVISH STREET

MONTREAL March 22nd, 1933.

Sir Arthur Currie, G.C.M.G., XK.C.B., LL.D.,
5450 McTavish Street,
Montreal.

Dear Sir Arthur,

Relative to our conversation about
the High School Hall, I am sending herewith a re-
port on the acoustics as prepared by J. T. Donald
Co. Ltd. a 1little more than a year ago when the
work of correcting the unsatisfactory condition,
that seems to have given the hall its bad name,
was completed.

I am sorry I have not been able to
get this to you sooner.

Yours very truly,
¥
A

] s
L=

Superintendent of Schools.

L/MAX,




REPORT
70 THE
PROTESTANT BOARD OF SCHOOL COMMISSIONERS

ON

THE ACQUSTICS

OF THE
ASSEMBLY ROOM -« MONTREAL HIGH SCHOOL

December 19th, 1931. Je T. DONALD & CO. LIMITED,
1181 Guy Street,
Montreal.




According to your instructions we have made tests
of the acoustics of the Assembly Room in the Montreal High School.

We have measured the period of reverberation of sound
of different frequencies in this room. Ho perceptible difference
was found in the period of reverberation when measured at differ-
ent points in the room.

These tests were made with the room empty. From the
results obtained we are able to caleulate with a satisfactory de~
gree of accuracy what the period of reverberation will be with
the room filled or partly filled with an audience. The results
obtained are given in the following table:~

Period of Reverberation of
Assembly Hall.

Frequency 1034 2048

Room Empty - Period asctually
measured. 2.60 Seess 2.50 Secse 1l.70 Seocs.

Room 1/3 Full - (400 people),
Period calculated. 2.10 " 2.00 1.45

Room 2/3 Full = (800 people),
Period caleulated. 1.77 1.64 1.27

Room Full - (1200 people),
Period calculated. 1l.52 *© 1.40 1.13

Discussion of Results:

The volume of the Assembly Room is approximately
250,000 cubic feet. For a room of this size, the period of rever-

beration usually regarded as best is 1.6 seconds.




Qur results show that for frequencies of 512 and 1024
the room approaches c¢losely to this desired condition when it is
between two-thirds full and completely full. We consider this
very satisfactory. For a frequency of 2048 the period of rever-
beration is somewhat shorter than desirable. Best results for
this frequency will be obtained when the room is about one-third
full. Owing to the design of the ceiling the Company installing
the acoustic board found it necessary to install 3150 square feet
instead of 2700 square feet as first planned. As a result the

period of reverberation for all frequencies has been reduced.

Comparison of Results with those specified:

In the following table we have compared the results

actually secured with those specified in your order %o the Come~

pany making the installation. We have calculated our results for

audiences of the size mentioned in ycur specification.

Period of Reverberation

(Frequeney 512)
OBTAIRED SPECIFIED
Audience 466 Persons 2.0 2.0
Audience 932 - 1.7 1.57
Audience 1400 " l.4 1.3

The agreement between these figures is close, and we
would consider that the period of reverberation specified has been

satisfactorily attained.




Other Treatment of the Assembly Room:

Echoes are a fault in auditoriums quite distinet from
disturbances caused by too great a period of reverberation.
There is a suggestion of echo at the back of the Assembly Room
caused by the curved walls in the recess at the back. This cone-
dition is not serious but we believe this could be eliminated if
necessary by blocking off this recess by means of a partition or

heavy curtains.

Summary :

We have found that the period of reverberation of the
Assembly Room for frequencies 512 and 1024 is quite satisfactory.
For frequency 2048 it is somewhat too short.

We have found that the specifications regarding the
period of reverberation to be produced have been fulfilled by the

Company which installed the acoustic board.

J. T« DONALD & COMPANY, LTD.

Sgd. (J.R. Magaulay)
Vice~President
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PLEASE DISREGARD MY LETTER OF 21ST STOP MASSEY LECTURE

DELIVERED BY SIR ARTHUR SALTER IS BEING SPECIALLY PUBLISHED IN

300K FORM STOP REGRET THAT IT CANNOT THEREFORE APPEAR IN OTHER

PUBLICATIONS FOR REASONS WHICH I HOPE YOU WILL APPRECIATE
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CANADIAN INSTITUTE OF INTERNATIONAL AFFAIRS

MONTREAL BRANCH

OFFICE OF THE SECRETARY
Sun LiFE ASSURANCE COMPANY oF CANADA
MONTREAL, Que.

April 12, 1933,

Sir Arthur Ourl’ie, G.G.M.Gs, K'C.BO,
MeGill University,
Montreal.

Dear Sir Arthur,

I am glad to say that we have managed to
make very satisfactory new arrangements with Mr. Vincent Massey
regarding the date on which Sir Arthur Salter will meet the
Montreal Branch of the Institute. This has now been fixed
for the evening of Saturdey, April 29th. It was most unfor-
tunate that the original arrangement clashed with MeGill's ar-
rangement with Prof. Couplend. Some weeks ago Mr. Massey de-

finitely advised us that he had arranged for Sir Arthur Salter
to meet the Montreal Branch of the Institute on the night of
Wednesday, April 19th, and it was unfortunate that you did not
receive definite advice on this point from him at the same time.
However, the whole matter is most happily settled now so far as
we are concerned.

Wie are arranging to send out a notice to
all our members in the next day or two advising them of both
the Salter and Coupland meetings =nd we hope this will be of
some assistance in helping MeGill to make these meetings a suc-
cess.

I shall get in touch with you after Prof.
Couplend's arrival to see if it will be possible to arrange for
& group of the Institute to meet Prof. Coupland at lunch on
Thursday, April 20th, as suggested by you. We should certainly
ery much like to do this, if it should fit in with Prof. Coup-
land's and your own arrangements.

Yours sincerely,

Honorary Secretary,
GeReParkin:JB Montreal Branch.




McBill Aniversity

McGill University cordially invites you to attend the second annual
Massey Lecture to be given in the Windsor Hall on Tuesday, the eighteenth of
April, 1933, at 8.45 p.m., by

Sir Arthur Salter, K.C.B.

the Director of the Economic and Finance Section of the League of Nations,

who has chosen as his title

“Modern Mechanization and its Effect upon the
Structure of Society.”

Tickets, which are free, may be obtained at the Registrar’s Office, McGill

Universily, on and after April the 10th.

March 31st, 1933.
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April 10, 1933.

Canadian Universities Conference

(1) :bruary 2nd I wrote you, asking for sug-
gestions as 1ta ubje s to be discussed at the
forthcoming Canadian Uni itiestConference, Only one
Dean has replied,

a reminder from the President
have any suggestions to make

(2)

>

(2) Will you please see that the students in your
Faculty are reminded of the Special Convocation to be held

at 12:10 o'clock on April 18th, when Sir Arthur Salter will
receive an honorary degree? I am anxious that there should
be a good student attendance. The Chancellor will preside.

Students should also be reminded of the Salter
Lecture in the Windsor Hall, April 18th, at 8.45 p.m., and
of the Coupland lecture on "The Irish Controversy" in Moyse
Hall, April 19th, at 8,30 p.m. There is no admission charge
for either lecture.

(3) Carnegie Corporation Grants, 1934-35

(3) I am advised by the Secretary of the Universi ties

Bureau of the British Empire that 12 Grants of £320. each

to be spread over the years 1932-33, 1933-34, 1934-45 and
1935-36, have been provided for. They are to be again open

to members of University staffs, whether administrative ar
teaching, to visit Great Britain for such research work or
special investigation as may approve itself to the Executive
Council of the Bureau, Arrangements made for the distribution

of these grants for the years 1932-33 and 1933-34 are to be
repeated for the year 1934-35,

Nominations are open until January, 1934. I shall
send you further particulars later on.

I am not yet advised as to the successful candi-
dates for the 1933-34 grants.

Yours fai thfully,’

e ’ A
; e W s i ¢
[/( (Ul

Principal.
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isér Hall, Tuesday, April 18, 1935
by )
Sir Arthur Currie, C.C.M,G., K.CeBs, L;.Q.
Principal of MeGill University.

Ladies and Gentlenen,

It is my honour and pleasure, on behalf of McCGill Univer-
gsity, to welcome thisg distinguished sudience to the Second Lecture
in that perpetual series made possidle by the beneficent generos~
ity of the Massey Foundaticn, That Foundation has a unique
place in our Dominion, and its influence will be an ever increas-
ing end potent foree in the coming years. The late Hari{ Massey,
of revered memory, who died in 1918, made provision in his will
for the setting aside of a definite portion of the income of his

estate to be used specifically for educational purposmes, - the

term "education” %0 be interpreted in ifs widest and broadest

2.

gense. . To apply and administer that income the Massey Foundetion
was established in 19218, with the Honourable Vincent Massey as
Chairman.

The purpose of the Massey lectureship established by

the lMassey Foundation is to bring to Canada from Great Britain

each year a distinguished and outstanding suthority ian the realm

of lettere, science, education or religien, to give a public

lecture in hisg echosen field of endeavour and achievement at

one of the Canadian universities, selected in rotation. In this

vital
way the thouwht and opinion of CGreat Britain 6n special or

/ probiems
is8 brought authoritatively and impressively before the people of
Cenadea and the opinion of Canada 1s brought into enlightened and

enlightening contaet with the opinion of Great Britain. The in-




influence and value of suc) C & annot be adequately expressed,
“‘nor its far-reaching sults fully measured.

There are some of us who entertain the hope thet there will
be established by some man of vision in Creat Britain similar
foundations or other means by which ouststand ing authorities or
spokesmen from the Overseas Dominion may be enabled to interpret
the thought and the opinion of their country ito the mople of the
01d land., ©Such exchange would, we beliesve, be of inestimable
value in developing a wider knowledge and & more sympathetie under-
standing among the peoples of our far-flung Zmpire. The lead
given by the Massey Foundation is worthy of all emulation and
should be followed el sewhere. I am sure that all of us express

in our hearts and minds our silent gratitude for the far-seeing

vieion, the firm and buoyant hope and the munificen % example

of this family, always famed for its generosity, -~ the lMassey

family, - who have given us the privilege we enjoy to-night and

who have provided for similar privileges to future audiences
and future generations of Canadians.

A year ago the Massey Lectureship was inaugurated by
LORD IRWIN, who spoke on "Some Aspects of the Indian Problem",
Quite naturally, the University of Toronto, the iAlma Mater of
the Masseys, was chosen as . the medium. Tonight, the honour
is given %o MeGill, an honour which I assuré Mr. Vintent Maessey,
the Chairman of the Foundation, who is present with us tonight,
we apprecicte as a University and as a communi ty. A year ago
the perplexing problems of India were of deep interest fo us.
They are still of interest to us, and will be, I imagine, fer

many years to.come,




But today other problems erowd upon us with terrible and
'distressing pressure We are living in a $ortured and sorely
battered world. On the troubles which surrpund us and whieh
prevail throughout the world, it 18 unnecessary for me to dwell.
They are felt, more or less painfully, by everyone here resent.
e are looking within ourselves and without for some ray of light,
some hope, some confidence, some solution, some lasting remedy.
Many suggestions have been made, many voices have been heard,
many theories have been advaeneed, and many restoratives advised.
Books and pamphlets issue in abundance from laboring wesses.
Many speeches are made from many platférme, dPut as yet there is
11 %tle ‘change for the better. Recently, one book has appeared
which by :ite penetrating anslysis and mimple sincerity,

EEXXERrarRnsx hes commanded the respect and - attention of the

world, It is a book entitled, "RECOVERY", from the stimulating
and thought-proveking pen of Sir Arthur Salter, a truasted servant
of his country in many spheres of endeavour and in many difficul?
international t%asks.

RADIO 3o

Siy Arthur Salter ds with - us tenight. All of you who
have followed with acclaim and admiration his stremuous and
eonspicuous career, who have lisftered to his gulding voice on

the air and who haye read hig books and utterences with quickened

vislon and sounder knéwledge, must ire joice thaet 1t is our pri-

vilege tonight to see and hear him personally., At any time
his presence amongst us would have provoked a joyous satisfaction,
but at this erisis in a stumbling and greping world, no more

fortunate choice of a speaker could have been made by the Massey




L 2 o3 <
Foundation. It 18, therefore, my pleasure, ladies and gentlemen

»

to introduce to you this dist inguished leader of his people, @&

L=4

man endowed with courage and vision, boundless enerzgy and
ceptional executive ability; a guide and authority in all social
and economic, national and international problems; a lover of
peace; the highest sxample of a Iirue public servent; and, in

the multiferious duties he has undertaken for his country, always

a master mind, - Sir Arthur Salter.
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MODERN MECHANIZATION AND
ITS EFFECT ON THE
STRUCTURE OF SOCIETY

YEAR ago Lord Irwin took as the sub-

ject of his inaugural lecture on this
Foundation the political problem of India.
It is my privilege to follow him to-day by
speaking of one of the most fundamental of
our economic problems, the effects upon the
structure of society of modern mechanization.
In the history of man, mechanization is a
thing of yesterday. For it depends upon the
use of the stored energy of inanimate nature
to supplement the feeble muscles of living
creatures. And only with the invention of the
steam-engine did man begin to enter into his
present illimitable treasury of new power.
Till a hundred and fifty years ago the prin-
cipal machine in the world was man himself.
He harnessed horses and other animals to his
service; he caught the power of falling water
in water-wheels, or the winds of heaven in
his sails and windmills; he devised tools and
skilful instruments to weave and spin; he in-
vented the wheel to reduce the energy
needed for him to travel or transport his
goods. But the forces of nature were only
trapped and used where and when they could
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MODERN MECHANIZATION AND ITS

be found. The wind bloweth where it listeth ;
and when it fell his ships were becalmed and
his windmills stopped. He could not store
Nature’s energies and had no access to those
she had stored herself. And for the vast bulk
of his work he had only the strength of his
own limbs and that of a few animals little
stronger than himself. His machines had no
other power to drive them and, thus limited,
were little more than magnified hand-tools.
Even with resources so restricted the life
of man was of course by no means always and
everywhere poor and brutish. At fortunate
periods, and in favoured regions, there have
been advanced, and even materially rich,
civilizations, of which the earliest were several
millennia before Christ. In art, in literature,
in philosophy, in all that expresses the rich
potentialities of the human mind and
sonality and makes possible the highest form
of human happiness, man achieved a quality
which he has never surpassed since he entered
into his heritage of greater power. Yes, but
civilization through all these earlier centuries
was, of hard necessity, the privilege of a few.
In the most fertile regions man might wrest
from nature a little more than his necessities
with a little less than his full measure of
strength and time; out of the margin must
come the cost of his government and defence,

4




EFFECT ON THE STRUCTURE OF SOCIETY

the spoils of those who attacked him or ruled
over him, the riches of any privileged class
whose strength enabled them to live on
others’ labour. In less fertile regions the
margin was less, and the toll exacted from the
ordinary man compelled him to the most
arduous toil and the most meagre existence.
Under these conditions population was re-
stricted by an ever-near margin of subsistence;
starvation, actual or imminent, was the most
potent force in determining the size and
character of all human societies. The in-
exorable fate of the vast proportion of man-
kind was almost unceasing struggle for bare
necessities. No virtues or wisdom, individual
or collective, could fundamentally chmge the
hard limits set to man’s possible total of
material wealth. If just and wise government
were added to individual skill and industry,
all might be happy and a few rich. But even
then the population of the world must have
been relatively small; men must have lived in
small communities, with few and slow oppor-
tunities of inter-communication; the riches of
distant climes must have been rare luxuries;
the experiences of distant races, cultures, and
civilizations known mainly to each other only
by indirect report. Man might of course
achieve a level of general happiness still
unknown to him; an individual quality not

5




MODERN MECHANIZATION AND ITS

surpassed, nor even frequently equalled, since
he has acquired his new heritage of power; and
a structure of society as capable of giving the
individual everything he can get from the
company of his fellows as any which we have
since devised. All this is true. But the nature
of the society then possible, if not inferior,
was profoundly different; the range and scope
of human achievement, if not surpassed in
quality, much more restricted in range; the
possible total of material wealth incomparably
less and the numbers of those who could
enjoy more than a bare existence inexorably
limited.

This was the inescapable lot of man but a
century and a half ago; and it must have
seemed that it would be his lot for ever. It is
so no longer. The stored energy of nature
first released for man in steam has given him
all the power he requires for all his needs.
Oil has been added to coal, and electricity
transmits their energy and that of moving
water too. And with power at his call his
skill and science have devised machines to
replace his personal toil and multiply beyond
imagining the commodities that minister to
his sustenance and his comfort. To these
have been added the means of instantaneous
communication, which enable man’s messages
and instructions, and even the very accents

6
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EFFECT ON THE STRUCTURE OF SOCIETY

of his spoken word, to cross the world in a
moment.

These three factors, power, mechanical
appliances, and the instantaneous transmis-
sion of news, are the dominant forces in
determining the material basis of man’s life;
the structure of his society and his govern-
ment; the character of his opportunities and
his problems. We now have, for the first time
in human history, all the material resources
and the human skill needed to provide both
the necessities and the comforts of life to the
whole of the world’s population; to support
indeed a population several times as great at
standards very much higher than any hitherto
known; and to give to every man not only
material wealth but the leisure and oppor-
tunity which he needs to realize the full
potentialities of his nature and enjoy the full
heritage of the civilization in which he lives.

Yes, we have the material resources. But
that is only half, perhaps the easier half, of
what we need in order to attain the result.
Ordered human progress depends upon two
factors, requires two kinds of quality, two
kinds of activity. Man must make; and for
this he requires power over nature, know-
ledge, industry, and skill; he must learn to
use tools and machines and organize produc-
tive organizations in which he can work

7
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MODERN MECHANIZATION AND ITS
collectively and co-operatively. But man must
also regulate and control these individual or
group activities so that they do not react
disastrously and destructively upon each
other. The first is a problem of creation—
and he has solved it; the second is a problem
of what, in the widest sense of the term, we
may call government—and he is indeed far
from finding its solution. The first needs
knowledge, the second regulative wisdom;
and knowledge comes, but wisdom lingers.
For the first he needed a mastery of nature—
he has acquired it; for the second he needs
to control human relations—and this more
difficult task he is as far as ever from accom-
plishing. It is not indeed that, even in this
sphere, man learns nothing. On the contrary
the industrial organization which links to-
gether a thousand specialized activities in-
volves, within its limits, a triumph in the
control of human relationships. But every
new increase in the complexity of individual
or sectional activities creates a new problem
of government. The forms and methods of
government are always adapting themselves;
but they are always lagging behind. The pace
set by progress in scientific invention and
improved industrial technique is too hot for

man’s regulative control to overtake. And

when it lags behind, every new progress in

8




EFFECT ON THE STRUCTURE OF SOCIETY

specialized activity is a new danger; every
new access of power threatens destruction to
what we have more than it promises increase.
That is why mechanization is compelling,
and will compel, profound changes in the
whole structure of our society.

I have said that, by the scale of human
history, mechanization is a thing of yesterday.
This 1s true. But it is no less important to
remember that, by the scale of an individual’s
life, it already has a considerable record,
sufficient to enable us to judge of its ten-
dencies and estimate its future results. A
century and a half covers six generations or
the span of two full lives. And throughout
this period mechanization has been working
its effects upon human society. Modern
mechanization, such as we have known it in
the last two decades or so, presents indeed
certain special characteristics of its own. It
may be proceeding at a more rapid rate—
I will discuss this in a moment—and its
progress is cumulative. But after all, the
twentieth century is more like the nineteenth
in its economic processes than the nineteenth
was to any previous period of man’s history.
Steam and the cable were more revolutionaryin
their effects than any subsequent inventions.
The dividing line in human history is the
Industrial Revolution and not the accelerated

9 B




MODERN MECHANIZATION AND ITS

mechanization that accompanied and has
followed the late war.

I have begun with these familiar, perhaps
too familiar, facts and generalizations because
I think it is necessary to have them clearly in
mind in order to keep a due sense of per-
spective and proportion as we look at the
many-faceted phenomena of modern mechani-
zation. I shall now comment in turn upon
the special features which this presents as
compared with the earlier mechanization of
the last century; and the changes which it
seems to indicate in our economic and
financial system, in our forms and methods
of government, in our educational policy, in
our social structure and social ethics, and
in the kind of life which man may hope to
enjoy in the generations ahead of us. Let us
throughout remember, and remember equally,
that mechanization offers a conditional
promise to man of all the material elements
of happiness and civilization for the whole
of the world’s population; that the condition
is that man should reform the organization
he has himself created and learn to control
his own human relationships; that mechani-

zation is at once new in the scale of  human
history, but old by the scale of the lives of
individual man; and that, while the accele-
rated developments of recent years present us

10




EFFECT ON THE STRUCTURE OF SOCIETY
with new problems, there is much which we
can learn for their solution from the experi-
ences of the last century.

II

With this preface let me comment upon the
special features of the mechanization of the
last two decades. At what rate is it taking
place? Is it substantially more rapid than in
the past? What part has it played in causing
the present depression and crisis? What is
the scale and character of what is called
‘technological displacement’, the displace-
ment of men by the introduction of new
machines? Does it suggest only transitional
or permanently increasing unemployment?
What place may it be expected to occupy when
other causes of unemployment are removed?
The answers to such questions will help us to
see what changes are to be expected, and what
are to be desired, in the structure of our
society.

A report recently prepared by the Inter-
national Labour Office at Geneva states that
‘exact information as to the rate of technical
progress in recent years is not available, nor
can precise comparisons be made with the
rate of change characteristic of earlier periods;
it is, however, generally considered that
technical progress was unusually rapid during

II
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the post-war decade, and there is much to
indicate that it has continued at a rapid pace
even during the period of the depression’.

We have a good deal of information to
enable us to confirm and give substance to
this general statement. But the available
statistics illustrate rather than measure its
truth; and they need a perspective given by
much information which is not capable of
statistical expression.

We have probably all of us seen the start-
ling figures published in connexion with
the ‘Energy Survey’ of the technocrats in
America. Such figures may be accurate but
at the same time very misleading if we allow
ourselves to generalize from them. They are
taken from exceptionally mechanized fac-
tories in forms of production exceptionally
suitable for extreme mechanization. They
allow certain reasonable inferences as to
the probable course of development in one
category of human activities, the production
of standardizable articles, but we shall have
a very distorted vision if we consider them
as applicable to the whole of man’s work and
life.

In order to keep a due sense of proportion
we need some general picture of occupations
and conditions of work in the world.

Let me start with agriculture. This may

12
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seem paradoxical, since mechanization is
usually thought of mainly in connexion with
industry. I do so for several reasons. First,
agriculture remains the occupation of some
70 per cent. of the world’s inhabitants.
Secondly, mechanization of agriculture is
relatively novel; it did not complicate the
processes of adjustment in the first industrial
revolution, while it is a serious factor in
the present one. Agriculture has normally
been not only the reserve on which industry
draws when its demand for men exceeds
the supply, it is the occupation to which
superfluous industrial labour retreats in time
of depression. Thisisthe customary ‘cushion’,
for example, in a country like France,
where the man who loses his job in a town
retires with his family to his relations in the
country and takes a hand in the work. It is
notable that even in the United States, after
many successive years of declining agricul-
tural population, there was an actual increase
in the slump of 1930in spite of the agricultural
depression. The consequences of mechaniza-
tion on those engaged in agriculture are
also more serious and difficult to deal with,
partly because in most countries only a
small proportion of those who work on the
land are easily adaptable to other occupa-
tions, and partly because the human demand
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for at least the basic agricultural pro-
ducts is very inelastic. IMan does not eat
more bread because he has more to spend or
because bread is cheaper. On the contrary
he eats less; during the great rise of America
in prosperity from 1889 to 1929 the per
capita annual consumption of wheat flour fell
steadily from 224 Ib. to 175 Ib.

What then is mechanization doing for agri-
culture?* If we look at particular processes
in specially suitable areas the results are no
less striking than in industry. Instances can
be quoted of agricultural machinery accom-
plishing certain forms of work with one
hour’s labour which a century ago took 3,000.
And the development has been recent and
rapid. In 1914, 2770 combine harvesters were
manufactured in the United States; in 1929
the number had increased to 36,957. In 1916
only about 30,000 were made there; in 1928
there were no less than 853,000 in use. Sir
Robert Greig had recently estimated that
since 1850 machine-farming developments
through the world have released 2% million
men from agriculture. These are striking
figures, but their significance may easily be
exaggerated. It is in the harvesting of grain

! For most of the information in this passage the
lecturer is indebted to World Agriculture published by
the Royal Institute of International Affairs in 1932.
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that mechanization has achieved its most
striking triumphs. But it is only in the
United States, the Argentine, Canada, Aus-
tralia, and Russia that it has so far been
pushed very far; and it would be unwise to
infer any similar development in other coun-
tries where the conditions are much less
favourable. In the Argentine 30 per cent. of
the wheat area is reaped by combines, in
Canada about half that proportion. An in-
crease 1s to be expected in Canada and
Russia, where the severity of the winter
makes the maintenance -of horses expenswe
and where oil fuel is cheap as it is in Russia.
But in the Argentine and Australia the
present tendency 1s to revert to horse-power,
or at all events not to extend the use of
mechanical traction. Outside grain harvest-
ing mechanization has no comparable suc-
cesses, except on a limited scale in some of the
processes of dairy farming. It is at present
inapplicable to the lifting of roots, the picking
of cotton, the pulling of flax, the cutting of
sugar-cane, weeding, the planting of rice, the
gathering of fruit. Even in countries where
the climate, high costs of labour, and the
character and tenure of the land are all favour-
able to mechanization, there will still be much
work for the peripatetic, odd-jobbing in-
dividual which no machine can take over.
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Moreover, if we are thinking of the possible
displacement of labour in the present century,
economic or social factors are as important as
technical considerations. In Russia (160 mil-
lions), where mechanization is proceeding
most rapidly (more than three-quarters of the
tractors exported from the United States in
1930went to Russia), it does not,and will not,
involve unemployment. The difficulty of the
Russian situation, and the Russian system, is
to produce more with the men and resources
available, not to find employment. There is
land to develop and a potential consumption
to absorb increased supplies. In China (450
millions) the average income per head is less
than $20 a year, labour is not only cheap but
abundant; it is fertile land rather than men
who set the limit to production. Since
mechanization economizes in men but does
not increase the yield per acre it has no scope
in China and is likely to have no development
in any easily foreseeable future. The same
may be said generally of India (3 50 millions),
where the average income per head is less
than $40; of tropical Africa and in general of
most of the world except the countries just
mentioned and Europe. In Europe itself the
low wages of human labour in the poorer
countries, and even in countries like France
and Germany, the character of land division
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and land tenure, and to some extent deliberate
official policy, are likely to prevent any
development at all comparable with that of
the great grain-exporting countries. And year
by year the importance of subsidiary agri-
cultural production, such as fruit-farming,
flower, jam, scent, and honey production, to
which mechanization is little applicable, be-
comes more important. Low agricultural
prices, cheap labour, dear fuel, will also
restrict the development.

These considerations do not apply to a
country like Canada, where many factors
combine to indicate a large displacement of
agricultural labour by mechanization. As a
grain-exporting country Canada has not, like
France, the resource of agricultural pro-
tection; the character of the land and cheap
fuel both facilitate mechanization; industrial
development makes the machines readilyavail-
able to maintain a standard of wages unob-
tainable in non-industrialized countries; the
inelastic character of the world’s demand for
grain deprives agriculture of the resource that
most mechanized industries have of tapping
new markets through reduction of prices. In
countries of this kind, therefore, agricultural
mechanization must have profound effects in
displacement and occupational redistribution.
If we are looking at the world as a whole,
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MODERN MECHANIZATION AND ITS
however, the population so affected is not
great.

When we turn to industrial mechanization
itis only in the advanced countries that serious
displacement of labour is threatened. In
India and China it will obviously mean the
absorption of more labour; any displacement
it involves, and this will be diminished by
their rising standards of living and increased
purchasing power, will affect not themselves
but the countries from which they import.

We come then to the industrialized coun-
tries which comprise less than one-fifth of the
world’s population, but a fifth which repre-
sents our distinctive modern civilization.
What does it mean for those who live in
countries of this type?

Let us consider first the rate of technical
advance in such countries. For this, as I have
already suggested, figures taken from par-
ticular factories are not the best guide. We
have fortunately more generalized informa-
tion. In Canada there was, between 1923 and
1929, an increase in the output per person in
the principal groups of industries of 17 per
cent.! In Sweden during the same period the
increase was 26 per cent. In Great Britain,
between 1924 and 1929, it was 11 per cent.
In the United States the increase in the eight

Y Report on Hours and Unemployment, 1.1.0O., 1932.
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years ending in 1927 was no less than 43 per
cent. These figures may not be strictly com-
parable but they indicate both the rapidity of
technical progress of recent years and the
considerable variation in different countries.

In most cases this progress involves dis-
placement of labour. But it would of course
be a complete mistake to think of this as
necessarily involving corresponding unem-
ployment. We need constantly to have in
mind the experience of the last century.
Mechanization has been the foundation on
which for a century and a half the comforts
and the luxuries of life have been increased,
and a constantly growing population has
been enjoying higher standards of life. The
Industrial Revolution involved great transi-
tional hardship in England a century ago,
followed by great benefits for later genera-
tions, and no substantial body of continuing
unemployment. In the United States fifty
years later an even more rapid mechanization
brought greater benefits and less hardship,
and, until the Great War, America was ab-
sorbing her actual increase of population and
in addition an immigration of nearly a mil-
lion a year, and finding work and constantly
rising wages for all. The experience of a
century is not to be lightly disregarded be-
cause of a post-war decade, still less of a
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three and a half years of abnormal depression,
KV itself certainly due mainly to other causes.

It is well to keep clearly in mind what

B happens when a new machine enables, say,
k 30 men to do what 70 did before. The 40
¥ are for the time of course displaced. But the
g economy made is spread in payment to those
% who make the machine, perh1ps in higher
L wages to the 30 who remain, in increased
b dlvxdendq in a reduction in price to the con-
b sumer. In every case the result is to increase
purchasing power, which means a greater
ko demand employing labour in other directions.
b

The normal result should be that in the end
& as much labour is spent on making more
f goods and the average of wealth is increased.
That is how the system should work, and on
the whole used to work, though there was of
course a time-lag, and transitional employ-
ment with individual hardship (which might
in equity be partly compensated for out of the
economies).
L But for some time now, and not only during
the depression, this system has been working
i less satisfactorily. Some very significant
R figures have been published by the American
L Labour Bureau. In 1923 there were about
1 million unemployed. By 1927 there had
Y been a decline of 1,200,000 employed in
i manufacture, mining, and other ways, and a
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migration of a million farm-workers to the
towns. Against this there was an almost
exactly equal increase in automobile services,
amusements, and distributive services. Mean-
time, however, increase in population had
brought 3 million more into the labour
market, and unemployment consequently
rose to 4 millions.

The two main facts disclosed by these figures
are equally important. First, mechanization
causes great changes in occupation. The agri-
culturist comes into industry; men move
from the old basic industries to new ones;
they move from manufacture to personal
services. This is a normal and inevitable
development even when the economic system
is working at its best.

The second fact, however, is equa]ly im-
portant. The economic system had already,
before the depression, been losing its power
of rapid absorption. In America it was no
longer absorbing both those dlsphced by new
processes and also the increase in population,
as it had done during the earlier period of
mechanization.

III

This is the outstanding fact, and constitutes
the most vital economic problem, of our age.
At the precise moment when the increased
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rapidity of technical progress requires greater
elasticity and adaptability in the economic
system, this system has become less elastic
and adaptable. The pace of technical inven-
tion has put a greater strain upon an already
diminished absorptive capacity. This was the
main cause of the already considerable un-
employment in America even during the
period of boom; and it is the main fact we
now have to face. The increased displace-
ment by machines is a less important factor
than the change in the environment in which
it operates, than the new sluggishness in the
normal economic process.

What then is the reason for this? To find
the answer we must picture the way in which
the economic system normally works. Every-
where, except in Russia, supply is adjusted to
demand, and each process in an infinitely
complex interacting series is linked to the
rest by competition operating through price
changes. If demand for any article increases,
the price goes up, and new capital and labour
are attracted, till the supply again equals the
demand; and the converse process operates
when demand falls off. The individual pro-
ducer feels his way to his policy by the
guidance of price and cost-levels; and if he
resists he fails to make profits and is ulti-
mately eliminated. Over the whole system
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economic activity therefore depends upon a
prospect of profits, that is of prices exceeding
costs, operating in the minds of individual
entreprencurs. Everything dependsupon prices
and costs being flexible and responsive to new
conditions, and business policy being quickly
amenable to their guidance.

Now for a quarter of a century or more a
number of factors have combined to interfere
with, and retard, this normal adjusting pro-
cess of the competitive price system. Indus-
tries have been organized on so large a scale,
and fortified with such financial resources,
that they can and often do maintain produc-
tion after demand has fallen off and prices
have become unprofitable; and then, if there
is no recovery from the slump, they may
make it worse by dumping a great excess of
stock at liquidation prices. Others are so
organized or inter-related that they can in
practice fix prices, and may choose to keep
them high and lose custom rather than tap
new demand by reduction to the lowest figure
compatible with the smallest margin of a
profit. Each of these policies was impossible
to the small individual manufacturer of the
past, and each retards adjustment. Mean-
time social legislation and rigid wage rates,
whatever their other benefits, have interfered
with the adjustment that is made by changes
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in costs. To all these causes we must add the
interferences with the natural flow and varia-
tions of trade caused by tariffs and other
deliberate measures of commercial policy en-
forced by Government. Economic nationalism
as it has recently developed has, moreover,
destroyed the regulative function of the
former world currency based upon the gold
standard. Unemployment is the result of all
the maladjustments, or time-lag in adjust-
ments, that follow; and even before the
present depression it was becoming a chronic
functional disease in our society.

Now, if man is to reap the heritage of his
new power, or even to prevent its being a
curse rather than a blessing, he must have
an economic system which will translate each
increase in productive capacity into an equi-
valent increase in purchasing capacity and so
avoid the tragic disaster of chronic, increasing,
and demoralizing involuntary 1dleness His
present system is failing in this supreme func-
tion. How shall he change it?

There are two ways in which supply can be
adjusted to demand, and each economic pro-
cess be linked to the others. One is by the
competitive automatic process which is now
failing us. The other is by deliberate planning
and direction. This was used over large
areas of economic activity by some of the
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belligerents during the war. It is now being
tried in a more complete form in Russia,
where it involves the suppression of both
political and economic freedom as we know it.

What then are our alternatives?

The first is that we shall restore the condi-
tions under which the automatic competitive
price system worked well in the past. This
I believe to be by itself incapable of providing
a complete solution. Here and there we can,
and I hope, shall, remove some of the impedi-
ments which are interfering with the working
of that system, especially those which are due
to the special disturbances of the war and have
mainly caused the present depression, and
thus clear a field in which the process can
work as before. But many of the tendencies
which have destroyed the adaptability of the
competitive price system are permanent, in-
creasing, and irreversible. We cannot arrest
the development of large-scale industrial or-
ganization ; we cannot annul social legislation;
we cannot destroy the trade union organiza-
tions which reduce the flexibility of wages;
we cannot abolish tariffs, though I hope we
shall both reduce them and make them more
stable. These three factors will so interfere
with the working of the automatic system that
it cannot be relied upon to work as in the
past, especially since the greater rapidity of

25 D




e

e

USR], e

Ty
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technical progress places a greater strain
upon it.

I believe therefore that we need to supple-
ment this automatic system by deliberate
planning and direction. This does not,
however, mean that we must replace it by
a new and fundamentally different system of
centralized and State control. I need scarcely
recall to you the immense difficulties and
dangers of any such radical solution. It is
difficult to conceive its establishment without
revolution. It would probably involve the
supersession of all representative institutions
by autocracy, and so the loss of political
liberty. It would place an intolerable strain
upon human character, for the ruling class
would need a power and authority which (if
history has any lessons) is likely to corrupt
any class to which it is entrusted; and the
individual would have to find his stimulus to
effort, not in the prospect of positive personal
advantage, but in a natural industry rein-
forced by threat of punishment. It would also
place a great strain upon human intelligence,
which is unlikely to be able to direct in detail
from the centre the infinitely complex eco-
nomic processes of the modern world. We
should have to engage in such work as remote
officials might decide, and be content for the
satisfaction of our needs with what they might
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choose to provide for us. We should there-
fore lose not only political freedom but per-
sonal and economic freedom as well.

If then there were no escape from the
dilemma of having to return to an unregu-
lated freedom which is impossible or a com-
plete tyranny which would be intolerable, the
prospect would indeed be a bleak one.

Happily there is, I believe, a third course,
which is not a mere compromise between the
two extremes, in the sense of being something
half-way between them, but a selective and
creative compromise which will give us the
best of both.

The solution consists, I believe, in de-
veloping appropriate institutions throughout
the main spheres of economic and financial
activities which will in each case afford suffi-
cient regulation and direction to prevent the
individual activities reacting destructively
against each other, and the occurrence of such
abuses as we now witness, while leaving
otherwise a free field for individual or group
enterprise. I do not think that the State can
undertake such a responsibility. I believe
that we need to build up a system of collective
self-government in industry and in each
sphere of economic and financial activity,
encouraged by and linked up to State action
but not directed in detail by it. I cannot now
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describe the new structure of society which
I have in mind. I have tried to do so in
Recovery and other publications. I can only
now suggest what I mean by an illustration.
Take for example the flow of capital. Our
recent experience has shown the grave
dangers of unregulated individual compe-
tition in issuing loans. There must be some
regulation. This involves I think collective
and to some extent institutional action. I
think, for example, that each country, or at
least each principal financial country, should
have a National Investment Board, composed
partly of representative persons from the
financial organization and some public
officials, which would have the power (given
by the State) to wero certain classes of public
issues but no general responsibility for
positively raising money for specific approved
purposes. Outsidesuch prohibitions the flow of
capital would be free of public direction. But
issuing houses should also, I think, collectively
draw up a kind of code of condltlons to be
observed by each of them for certain classes of
loans. This is especially necessary in the cases
of loans to foreign governments; and for such
loans the collective action of a very few
houses in New York, London, and Paris,
would be sufficient. For positive action I
believe some classes of foreign lending would
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be usefully encouraged and safeguarded by
specialized institutions such as the Agri-
cultural Mortgage organization recently
recommended by the League of Nations.
Nationally, I think the Banks and the Stock
Exchange need to collaborate to improve the
system under which the public are invited to
subscribe capital for new enterprises, and to
reduce the evils of speculation on margins
and on borrowed money which so greatly
increase the intensity of both boom and re-
action at such times as the autumn of 1929.
If the existing financial organizations of the
world could be supplemented by collective
action of this kind, I believe that the system
would otherwise allow the free, competitive
flow of capital to continue essentially as at
present without causing the abuses and
disastrous dislocations which we have recently
witnessed. This is an illustration from one
sphere only. I believe that somewhat similar
collective self-government, linked up to
the organs of representative government, is
required throughout every main sphere of
economic and financial activity; and that it
needs at every stage to be in part organized
internationally as well as nationally. I believe
with such an institutional regulation and
control, organized and directed from inside
the economic system and not externally
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imposed, the present defects of the system
can be sufficiently remedied to make it work
and still leave room for private enterprise and
the stimulus of private profit.

Any such institutional self-government
would of course require to be suitably
associated with the machine of political
government, whose methods and procedure
themselves also need to be reformed. 1
believe that it will be necessary for Parlia-
ments unspecialized in economic problems
to delegate many of their present functions
to the Executive, and for the Executive to
strengthen themselves for their economic
responsibilities, by much more regular and
better organized advice than at present from
outside experts. The failure of representative
government in free democratic countries to
adapt itself to its modern economic tasks has
been the impelling force which has led to its
replacement by systems based upon force.
If representative government is to preserve
the essentials it must probably be prepared
to relinquish the unessentials. Among the
essentials is the right of an elected Parliament
to retain in power or dismiss the Executive
and to lay down the main principles of policy
and legislation; but the right to draft the
detailed clauses of laws or to exercise pressure
on the details of administration is among the
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unessentials, and the insistence upon its
exercise may make the whole machine of
government unworkable under modern con-
ditions.

v

I need add only a few words as to the present
world crisis. My theme is concerned not with
the temporary causes and temporary aspects
of that crisis but only with those more
permanent defects in our system which were
already present before 1929 and will remain
even after we have achieved some kind of
recovery. It will be evident from what I have
said that I do not think that mechanization
or technological unemployment is a principal
cause of the present crisis. The principal cause
is to be found in a complex of factors, some
arising from special disturbances resulting
from the war, which have dislocated our
economic system, and destroyed its prev1ous
power of adjustment and adaptation, its
absorptive capacity, its ability to adjust supply
to demand and to increase demand as greater
supply is forthcoming. Rapid mechanization
and consequent technologlcal displacement
have been aggravating factors when the
absorptive capacity of the system has been
reduced for other reasons. We shall be en-
gaged mainly in the immediate future in
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removing the special obstacles peculiar to
the present situation, the monetary disequi-
librium, the intergovernmental indebtedness,
the new tariffs, the special political dangers,
and so on. But we need, while doing so, to
remember the other, more permanent, causes
of dislocation that will remain even when
these are dealt with. I have tried to disengage
these and to suggest the kind of reform of our
normal system which I think they necessitate.

v

Speaking to this University audience I ven-
ture to draw one conclusion which I think
follows as regards University education.
Ordered human progress, I have suggested,
requires two conditions; the development of
man’s power to make and create, by indi-
vidual, or group, action; and his power to
regulate these specialized activities so that
they do not destroy each other and us. The
whole of our trouble now consists in the fact
that man’s ability in this second sphere has
lagged behind what he has attained in the
first. Science, research, the discovery of
nature’s secrets still doubtless have rich gifts
in store; but they bring us more harm than
good unless we can use and control what we
already have better than we do now. It is
more important now that we should learn how
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to control, use, and organize than how to make
more abundantly. Indeed it might be better
that even the discoveries which promise most
should be postponed than that they should
pour upon us before we are ready for them.
Better that the aeroplane had never been
invented if we cannot prevent the outbreak
of wars which will make its chief employment
to bomb, shatter, and poison us. Better that
the mechanism for the transmission of news
were less efficient if it serves mainly to extend
the range and the effects of panic and specu-
lative folly rather than wise direction. If this
is so, it is more important that universities
should evoke the qualities which will give
constructive leadership in government and in
organization, than that they should stimulate
further scientific research whose gifts, if we
cannot control them better, are more likely
to destroy than to enrich us. I am not of
course suggestmg a cessation of scientific
research; but I am suggesting a change of
empha31s, a different distribution of effort, a
new centre of gravity in our educational
system. By encouraging the qualities that
will help government and organization I do
not of course mean merely specialized courses
in political science or good citizenship. I
mean above all the maintenance and exten-
sion of a broad foundation of unspecialized,
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liberal education, as a prior condition to
specialized training of all kinds. And I mean
rather more than this. I mean the creation of
a general intellectual and social atmosphere
which will encourage all those who receive
University education to remember that, in
whatever sphere of activity they may in future
occupy a directing position, their function
will be a double one; not merely that of
efficiently conducting their particular busi-
ness but also of taking part in a collective
control which will secure that it is in the
public interest. A system of collective
economic self-government, associated with
but not in detail directed by the State, which
is, I believe, the only way in which we can
combine freedom with efficiency under the
conditions of the modern world, will need
new resources of constructive ability and
character to which University education can
make an invaluable and indispensable contri-
bution.

VI

2 I have tried to sketch the kind of reforms
(industrial, financial, political, and educa-

b tional) which I think that the modern eco-
ki nomic situation requires, and the effect
b therefore that modern mechanization, which
3 is its principal factor, will or should have upon
4 34
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the structure of society. I have of course
attempted only the barest and baldest outline.
Its purpose is merely to serve as stimulus for
thought and inquiry. I can only record my
own conviction that it is along some such line
of development that we must seek the solution
of the fundamental problem of our day.

It may be of course that we shall fail; that
our resources of constructive intelligence will
prove inadequate; that the individualistic and
competitive instincts bred in our race by many
centuries of scarcity and the inevitable
struggle for existence may prove too strong
and too disruptive; and that we shall lapse
into chaos or be brought out of it only by
some autocracy incompatible with freedom.

But let me, for the moment, assume the
best; let me assume that we shall so refashion
our system that we combine order with
liberty; and succeed in util izing our increased
productive capacity and in enjovmg the full
heritage with which nature’s resources and
our own skill and knowledge have now en-
dowed us. Let me assume that we have
passed not only, as we have, from the period
of inescapable scarcity, but also from our
present period of potential and precarious
plenty to one of assured plenty and a realiz-
able superfluity for all our needs. And
on that assumption let us glance briefly in
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conclusion at the more remote effects of
mechanization upon man’s social structure, on
the conditions of work upon which his happi-
ness depends, on his individual quality and on
his social ethics.

VII

In these spheres too I believe that modern
mechanization will have profoundly different
effects from the earlier mechanization of the
last century. Let me suggest a few of these
probable differences.

First, consider the size of the communities
in which man lives. Hitherto the effect of
mechanization has been to create increasing
urban agglomerations, based often upon
proximity to coal supplies. And the process
still continues. Social motives are added to
economic motives. The man, and perhaps
even more the woman, who has once enjoyed
the amusement of town life finds the country
dull, in spite of the radio. Nowadays, how-
ever, it is less important to be near a coal-
field, for oil or electricity may replace coal as
motive power; and the magnet of a big town
is its market. That is largely why industries
in England are coming south to London.

But modern mechanization is, 1 believe,
destined to reverse this centripetal tendency.
It will not indeed send people back to the
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open country. The agricultural workers will
diminish, for machines will replace human
toil more rap1d1v than the world will increase
its consumption of food. It will be invalids
or those too young, or already retired, who
will prefer the health and quiet which the
country gives. But there will, I believe, be
a movement back to small communities and
the country around them. The electrical
transmission of power, and cheap and quick
transport will make this possible. The
higher rents, and the expense and time of
travelling a long way to one’s work will give
an economic motive; and the pleasures of
quick access to the country a social one.

The next gift that mechanization will
bring, if we can control it, is a margin of
wealth sufficient not only to give every man
all the comforts and reasonable luxuries of
life, but a security of livelihood through all
the chances of life. The value of this boon,
and its profound psychological consequences,
are scarcely imaginable by those who enjoy
even the measure of greater security which
professional life and, at normal times, the
directing positions in industries gives as
compared with the lot of the worker.

Next comes the boon of ample leisure,
sufficient to construct a rich and balanced life
for all who need it.
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The next personal gift is more disputable
and rarely mentioned. But I believe the
future has it in store for our descendants. It
is the re-humanizing of industrial processes.
In its early stage, not yet completely passed,
mechanization has had a de- humamzmg
effect. It took a man from a skilled and in-
dividual craftsmanship and made him a cog in
a machine. But as mechanical invention pro-
gresses it makes a human being too expensive
a cog and finds mechanical methods of re-
placing him. The men devoted to manufac-
ture will be increasingly engaged in making
the intricate machines, or be skilled engineers
occupied in managing and repairing them, or
administrative staff in organizing the business
they serve. The work will evoke, educate, and
express human personality and, since the
principal formative influence upon men is the
character of the work in which they are en-
gaged, it is difficult to conceive a greater
boon. Meantime, and to a much greater
extent, the number of men engaged in manu-
facture will be diminished, and a constantly
increasing number will be replaced for per-
sonal work of every variety in other spheres.
They will not, if we can re-adapt our system,
be unemployed—but they will be engaged in
every kind of occupation which needs and
expresses individuality and personal skill. It
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matters not vitally how far these occupations
are within the economic process as paid work
or outside it as the occupations of leisure;
how far we become professional musicians or
concentrate our talent in amateur musical
societies and so on. The leisure, the means,
the opportunity will be provided by the sur-
plus wealth created by the machines.

The same surplus will at the same time
provide the basis for a greater approach to
human and social equality, by removing the
material opportunities by which they are con-
firmed; so that increasingly the differences
between men will depend upon individual
variations in talent, quality, and character.

Last, but not least, the new wealth will in
time have a profound effect upon social ethics,
and upon the underlying psychology which
determines the springs of action in groups and
communities of men. Hitherto the basic
material fact of existence has been an in-
escapable scarcity in relation to human needs
and desires. It is due to this that competition
has been so fundamental a factor in the lives
of both individuals and of communities; the
effort to create more having its counterpart in
a scramble to get a larger share of a necessarily
limited total. The struggle for existence
throughout all the stages of evolution, due to
the constant excess of living and consuming
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creatures over their available sustenance, has
been carried on into the economic life of man.
This has been inevitable, and hitherto it has
seemed that it would always be inevitable.
The prospect is now changing. As our
potential wealth increases, and requires only
order and combination to realize a superfluity
over our needs, the centre of gravity shifts as
between co-operation and competition. It is
already visibly doing so over a large range of
economic activity. The process will continue.
Competition will remain; but it will occupy a
place of decreasing relative importance; and
as a realizable becomes an actual superfluity,
competition will assume other forms, a com-
petition for authority, for eminence, for in-
fluence rather than actual wealth. Even then
the competition both between individuals and
communities will be keen—even wars will
still be possible, for countries have been ready
to fight to impose their religion on others, or
more recently their specific form of national
culture. But among the underlying causes of
war in the modern world the economic are
overwhelmingly the most important, and if
these can in time be eliminated the task of
preserving peace should be a manageable one.
For the doctrine of religious toleration which
was gradually established in the Western
world (with some relapses indeed but not such
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as to threaten external war) will be followed
by a corresponding acceptance of cultural
toleration, and peace at last will be secured.
All this may seem a remote Utopia, es-
pecially at the present moment. It may in-
deed be unrealizable for three reasons. We
may fail to construct the economic and
political structure which will enable us to
translate increased productive capacity into
equivalent consuming capacity. In that case
slumps will again alternate with booms, and
perhaps be increasingly frequent and severe.
If so the social structure will be strained be-
yond endurance; we shall have successive
revolutions which will postpone progress in-
definitely. Or secondly, we may fail to com-
plete and strengthen our collective system
against war and to establish a basis of agree-
ment on economic policy which will save that
system from a strain to which it will be in-
adequate; and a universal war may destroy
the whole fabric of our civilization. Or,
thirdly, population may in time so increase
that, in spite of greater resources and know-
ledge, it may again press against the margin
of possible subsistence, destroy any realized
plenty or superfluity, and again make the
struggle for existence, and the most intense
and unregulated competition, the first factor
in our lives. Modern mechanization increases
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these dangers. But all three are within the
compass of man’s own power. This is the
vital difference between our period and the
previous ages of mankind. That 1s the new
conditional gift of science, and of its applica-
tion through mechanization.

The condition is that we shall control
and direct by regulative wisdom our own
specialized activities. On that condition the
future of mankind will be different, not only
from anything that has yet been achieved, but
from anything that was even foreseeable until
the new key to nature’s power and resources
had been found. The individual in his per-
sonal life, and society in its civilization, will
be free to develop the utmost potentialities of
the human mind and character, unrestricted
by material limitations. A civilization richer
than has been enjoyed by the most fortunate
of men in a few happy regions and periods
may be the assured heritage of the whole
world. That is the challenge of the age to the
constructive intelligence of man.
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Sir Arthur Currie, G«C.M.G., K.C.B.,
McGill University,
Montreal.

Dear Sir Arthur,

Sir Arthur Salter will be in
town again on Saturday, April 29th, and, with the
co-operation of Mr. Massey, I have been able to
arrange that he shall arrive here in time to have
luncheon with a few of us who would like an oppor-
tunity of discussion with him. I should be very
glad if you would join us. The luncheon will
take place at the University Club at 1.00 P.M.
and the expense (about $2.00 each) will be shared
by those present.

Yours very sincerely,

G.R.Parkin:JB

P.Se eeee. This luncheon is entirely private,
not an Institute affair. I am only getting
together a very small group including, I hope,
Mr. Jackson Dodds, Mr. George McDonald, MNr.
E.A. Macnutt and a few others.




April 28th, 1933,

Extract from the Quarterly Report of
"Skandinaviska Kreditaktiebolaget" - 1933.
(Scandinavian Credit Bank)

MONETARY RECONSTRUCTION

By Professor Gustav Cassel

Though the many different ideas regarding the character of the present
erisis and the way in which it should be remedied meke an impression of almost
hopeless confusion, we can distinguish two fundamental views which are
absolutely incompatible with one another, and to which we should in the first
place adopt an attitude.

According to the ome of these diametrically opposite views, a deflation,
that i, a continuous lowering of the gemeral lewel of commodity prices accompanisd
by & corresponding rise in the value of the mometary unit, is an extremely
dangerous process, which is ultimately bound to lead Yo the complete ruin of the
whole world economy. Those who take such a view have maturally forewarned
people against such a process of deflation, have combated it when it has nevertheless
commenced, and, when it has proceeded so far as it has now done, are endeavouring
to remedy its disastrous effects by a counter-movement, aiming at the restoration
of the price~-level, if not exactly to the starting-point, at amy rate to a level
considerably above that which has resulted from the process. To this end it is
evidently necessary to take measures which otherwise are not normal, and it may
be needful to intervene actively in order artificially to induce a rise in the
level of commodity prices by increasing the supply of means of payment.

Those vho hold the opposite view will not recognize at all that any
process of deflation has taken place. They regard the fall in the level of
commodity prices as merely the result of economic factors, are totally unable to
conceive the fall of prices ax a monetary phenomenon, refuse to recognize that the
unit in which commodity prices are expressed has changed at all, and regard any
attempt at a restoration of & higher price~level as unsound. When commodity
prices fall and the equilibrium of the social economy is thereby disturbed, those
Who cherish these notions have no other remedy to suggest for the restora tion of
the equilibrium than the reduction of all costs in the same proportion.

They entirely ignore the difficulties of such "adjustment", end insist
on enforcing it at any cost. They do not see that the pressure which has %o
be exerted for this purpose will lead to a further depression of commodity prices,
so that in this way equilibrium can never be restored. They do not frouble
about the social strife which a forced reduction of wages is bound to provoke, and
they demand that even existing debts shall be adjusted to the falling price-level,
without realizing what a complete economic ruin is bound to follow on such spread
of insolvency.

The notion that the fall of prices is a natural process to which we must
resignedly submit has been proclaimed during the whole period in which the deflation
has been proceeding, those who proeldaim it having leamt nothing from the terrible
consequences which the deflation has entailed, Not even such & catastrophe as
the collapse of the intermational gold standard system in September 1931 could bring
them to their senses, Deflationism recognizes no responsibility for the havoc
it has caused, and even in the United States it has continued to the very last,
whilst a general collapse has been impending, to clamour for & further "adjustment"
to the falling commodity prices.
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To combat views of people who have proved to be so incapable of learning
even from the most cruel experience, is a hopeless undertaking. Nor do I
pPropose to resume the campaign for a deliberate stabilization of the monetary
system which I have carried on ever since, in my Memorandum presented to the
Brussels Conference in 1920, I pointed out the dangers of a deflation. What
I now have to say is merely that any compromise between these opposite points of
view is impossible,and that those countries which elect to proceed further on the
path of deflation will alone bear the responsibility for the resulting ruin,

At an intermational conference it would be quite futile to try to agree on a more
or less vacuous formula intended to disguise the insoluble conflict of ideas which
exists here, On the contrary, the only hope lies in an increasing realization
that this gulf cannot be bridged.

In the United States the deflationists mmke out that the crisis was caused
by a previous inordimate expansion, encouraged by an unduly liberal grant of
credits, They maintain that America has been lured into this hazardous lending
by her desire to aceomodate herself to the monetary policy of Europe and of Great
Britain in particular, This view is indeed wrong - I have confuted it, in
fundamsntals, in the October 1932 number of this Quarterly - but we must reckon
with the fact that it still persists and is an important factor in the attitude of
America to the world econemic problem. If this view continues to preveil, it
can scarcely be expected that Americe will be willing to cooperate with England and
the rest of the world in order to bring about an extension of the monetary supply
and thus to break the force of the deflation and raise the general level of commodity
prices. Cooperation on such important questions must be based on agreement in
regard to basic principles, We may venture to hope that the unprecedented
distress of the American farmers will force the United States fundamentelly to revise
their attitude towards the monetary problem. At all events, until such a change
talkes place, there is no prospect of the crisis being overcome by & united world
policy for the regulation of the monetery system,

Each individual country, however, is at liberty, within its own sphere, to
stop the process of deflation, to bring about such & rise in the level of commodity
prices as is absclutely mnecessary, and afterwards to maintain a certein stability

in the intermal purchasing power of its currency. In this way a country can
protect its industry and commerce from the most serious dangers with which it is
menaced as a result of the continuous process of deflation. If such a sensible

course is adopted merely by a small group of countries, that little group will, of
course, be unable entirely to escape the evils attendant on the continuous decline
of the world economy.

Experience, however, has shown that the right of selfdetermination of an
individuval country in ths monetary sphere is liable to be misunderstood and to be
wrongly utilized. Instead of concentrating efforts on a judicious reguleation of
the interpnal purchasing power of the currency, attention has often been focussed on
the foreign quotations of the currency. This tendency has been accompenied by
a very ll-advised desire to lower these quotations in order to gein commercial
adventages, In Englend it was supposed that the pound sterling on the restoratioen
of the gold standard in 1925 was quoted &t rates of exchange higher than those which
corresponded to the internal purchasing power of the currency, end that this bhad an
adverse effect on the balance of trade. France, on the other hand, when in 1928
she reverted to & gold standard at a new parity, fixed that parity so low that her
exports were favoured, at amy rate for a time, whilst her imports were handicapped.
This experience has evidently been taken as a basis for well-nigh universal
endeavours to keep down the intermational value of the currencies. Since Englend
in September 1931 was forced to abandon the gold standard, British monetary policy
has deliberately aimed at & low international veluatién of the pound. The
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"Bxchange Equalization Fund", which was created in the spring of 19%2, has in

fact been directly utilized in order to prevent such & rise in the dollar rate of
exchange for the pound as might be considered detrimentel to the British balance

of trade. Similar endeavours have subSequently been made in other countriss,
When Austrelis, afber great difficulties, had managed to stabilize the exchange
value of the Australian pound in London at £1.25 to £1, New Zealand considered
herself handicapped and resolved to raise her London rete of exchange to the same
level. It was not long before another competitor, Denmerk, followed this example.

Such & competition ir exchange velues is obvicusly quite inceompetible with
equilibrium in the interpational monetary system. This equilibrium imperatively
demands that all currencies shall be valued in approxizmte correspondence with their
purchasing-power parity. Therefore, if a world monetary conference is to achieve
anything whetever, it is & sine qua non that an agreement should be reached to take
no steps which aim at keeping the external wvalue of & currency at a lower level than
that which corresponds to the internal purchasing powsr of the currency.

On the other hand, it should be left to each country to determine the
internal purchasing power which it desires to assign to its currency, in other words,
the mometary unit which it desires to reckon with. International interests
merely demend that this purchasing power shall, as far as possible, be kept constant,
The time is not yet come for such a stabilization. What is of peramount interest
at the present moment is first to get the purchasing power of money reduced, and thus
to bring about a rise in the level of commodity prices. It would, of course, be a
very great advantage if the countries could agree on such a policy, so that the
level of prices could be raised simultaneously all round. But, as indicated above,
there is but little prospect of a gensral agreement of this nature. In many
countries, therefore, people have been hoping that England would take the lead in
that part of the world which has abandoned the gold standard, and resolutely proceed
to raise the level of prices in terms of the pound sberling. It seems fairly
certain that such & policy would immediately win very wide adherence, and that in
this way it would really be possible to create the much talked-of "sterling-area",
within which steble money could afterwerds be maintained.

The British Government has repeatedly given expression to its sympethies
for a rise in the price level. The monetary negotiations at the Ottawa Conference
were termimated with such & declaraticn of policy. On such questions, however,
we do not get very far with a general expression of sympethy. Active inter-
vention is required in order effectually to brinmg about a rise in the level of prices,
and this intervention must proceed from a clear view of the problem as & purely
monetary question. So long as people cling to notions such as that a rise in the
level of prices could be promoted by restricting production and imports, nothing
whatever can be achieved.

Nor, in the monstary sphere, should people content themselves with the
consoling reflection that the rates of intsrest have been brought dowm. Low rates
of interest will not bring about any rise in prices unless they lead to increased
investwents of capital. In such ebnormal conditions as at present positive
action with intent to increase the purchesing power will be necessary. The
measure to thet end which immediately suggests itself is that the central benk
should buy bonds and thus force means of peyment out upon the market. Had such a
policy been adopted in time, and with the predetermined purpose of raising the level
of commodity prices up to a certain limit it would no doubt bave been successful.
Under present conditions, however, it may be mecessary to bolster up such & policy
by the direct issue of central bank notes to meet the expenditure on such publie
works as are considered to be absolutely mnecessary in order to relieve unemployment,
In such & case it is of vital importance that the normal budget should be balanced,
so that the State will not find itself comstrained to create means of peywent to
meet its current expemditure. Should the State be compelled to take such steps,
there is no limit to the inflation which may ensue. It is essential that the
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new supply of meens of payment should heve the definite aim of bringing about
a predetermined rise in the level of commodity prices.

Such a programme for bringing about a rise of prices cften encounters
the objection that a country which raised its level of prices in isclation would
woaken its power of competition on the world market. This objection is
untenable. According &s the country reises its level of prices, the exchange
value of its currency on the world market will be lowered, so that the country's
power of competition in international trade will remmin umchanged. When
England has striven to keep down the internmational exchange value of the pound
by large-scale purchases of foreign exchange and gold, she has, as shown above,
been aiming at an undervaluation of her currency which is incompatible with
equilibrium in the world economy. It would have been far better if the
money available had been used to increase the purchasing power on the home market,
In this wey the level of prices would have been forced up, a&nd the apprehended
rise in the dollar rate of exchange for the pound would have been precluded in a
natural way,

The observations made above are applicable to all countries on a
peper standard, England has been taken as an example in view of the special
importance of the pound, and of the desirability that England should take the
lead in the recomstruction of the monmetary system. But, pending such a lead,
the other countries by no means need to remmin entirely passive. There is
fiothing to prevent them individually proceeding on the right road and intro-
ducing & rise in their price-level, A small country which thus finds itself
constrained to act independently will obvicusly be obliged to keep the rise of
prices within rather narrow limits, None the less, active steps in the right
direction will be greatly to the advantage of the country itself, and will
undoubtedly prove to bte extremely useful for a world which is only waiting for
the right signal to be given end for the first step to be taken towards the
recons truction of 2 sound monstary system.
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RIGHT HON. REGINALD McKENNA

ON

INFLATION

D

At the Ordinary General Meeting of the Share-
holders of the Midland Bank, Limited, held on
the 27th of January in London, the Rt. Hon.
R. McKenna, the Chairman, in his speech had
the following to say with regard to inflation.
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STERLING AND GOLD

E have had experience now of sterling divorced from gold for over sixteen months, and nothing

catastrophic has happened. A number of other countries are using sterling as their standard, and
it is still the medium of a large amount of trade throughout the world. How have the groups of countries
using gold or sterling respectively fared during this period? The clear evidence of improvement in a
number of countries off the uold standard has no counterpart in those still on gold, whose position, generally
speaking, has become worse : PRI

——

This fact demonstrates afresh the ravaging effects of falling prices and the benefits to be obtained
by relief from the downward movement. A rise in u)mmodlt) prices has indeed become much more
essential for the gold standard countries, whose plight is growing worse, than for other countries, whose
position is improving. - Yet we cannot rely upon the so-called “natural™ action of gold for such a move-
ment. The pre-war gold standard, so far as its control over the level of prices is concerned, is no longer
operative, the misnamed “immutable law™ of supply and demand, which was thought to apply to gold
as to any other commodity, is of no effect. The enlarged output of the mines and the unloading of
hoarded gold from India and Great Britain. on the one hand, and on the other the reduced demand for
gold involved in widespread departure from its use, have in no way checked its unceasing appreciation.

It is sometimes alleged that our departure from gold was itself responsible for the continued down-

re
ward movement of gold prices, and that a fall in the gold exchange value of sterling provokes a further
decline in gold prices. The price level in each country, however, is governed by the quantity of money
available for immediate spending, and the goods and services available to be bought. It follows that the
exchange rate between any two of the dominant currencies tends to move in.accord with the fluctuations
in their respective purchasing powers, though the movement may be temporarily deflected from its course
by disturbing transfers of capital and short-term funds. Price levels affect exchange rates, but exchange
rates have little effect on price levels as distinguished from the prices of individual commodities.

The price level in Great Britain is of the first importance to the world at large, not because of ‘1ts

effect upon exchange rates, but because of our predominance as a consumer of primary commodities
produced abroad. If sterling prices move upward, the ultimate result is to stimulate demand throughout
the wide area on a sterling basis for the products of countries not within the group. The m.gumcd demand
for such commodities as cotton, wheat, copper, and coftee tends to harden their quot: xtmns an'the countries
producing them, whether these countries are on a gold basis or not. Thus a rise in the steﬂmg price level

to a strengthening of prices even in the gold standard area.

But is it possible for us to raise our internal price level, in particular ciu@ do so by monetary

management; and if we can and do, will it not be evidence of that abhorrent thing*nflation? In the actual

circumstances we have so much ground to recover that I confess the thought of inflation, so long as it is
controlled, does not alarm me. In these days the word is no longer a term of reproach, though some tender
consciences find ease in using the innocent substitute “reflation.” Almost everyone now recognizes that
a rise in primary commodity prices is essential to world recovery, and most would agree with Mr. Hawtrey
when he argues, in his recent book, that the evil consequences even of uncontrolled inflation “‘are definitely
surpassed by the evils of deflation.” Controlled inflation, from being the remedy of fools or knaves, has
become widely regarded as the best available solution of our troubles, particularly since it has become
realized that a substantial rise in wholesale prices need have no more than slight effect upon the cost of

living.
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ALLEGED FAILURE OF REFLATION

It is, I believe, possible to achieve a rise in the internal price level by monetary management, and I
am unshaken in this opinion by the frequent charge that reflation has already been tried and found wanting
both in Great Britain and the United States. If we examine the course of affairs in these two countries we
shall find that deliberate monetary management specifically designed to raise the price level has not been
tested in either. In our own country, it is true, an expansion of credit has been effected, but only under
conditions which could give it but partial success in raising the price level; and partially successful it has
been, for our price level has not accompanied the downward movement of gold prices. In the United
States, notwithstanding the current talk of vast new credit having been pumped ineffectively into the
banking system, the experiment has not been tried at all. Reflation means the expansion of bank deposits,
and therefore of potential purchasing power, to such an extent as will restore the price level to the point
at which it stood before the present great slump began.

PROSPECTS FOR AN EXPANSIVE POLICY

Mr. McKenna then outlined the course of monetary affairs in the two countries, and proceeded:
There is nothing, then, in recent experience to give ground for discouragement or scepticism regarding
the benefits to be derived from an expansive monetary policy. We are free to regulate in great measure
our own price level by increasing or diminishing the quantity of money. But we must not allow ourselves
to be disturbed by the fact that if gold continues to appreciate while our price level remains steady or rises
the inevitable effect is a fall in our exchange. If we become alarmed by the fall and counteract it by a
renewal of deflation, our exchange, it is true, will recover, but only at the expense of our trade. Internal
prosperity, with a balanced Budget, lower taxation, and reduced unemployment is far more important to
us than the rate of exchange. Sooner or later, even if no voluntary measures are adopted, Budget deficits
in gold-using countries will themselves produce a remedy for falling price levels, and we ought meanwhile

to allow nothing to deter us from the policy of restoring our internal price level to a higher standard.

Two conditions, however, are essential for the success of this policy. First, it must be pursued whole-
heartedly; the maintenance of an abundant supply of cheap money must be accompanied by full facilities
for its use. And secondly, we should set aside, at least for the time being, all thought of returning to gold,
either at the old or any new parity. There should be no attempt to govern our monetary conditions by
reference either to the gold value of sterling or to the size of our gold stocks. There is no reason whatsoever,
for example, for suggesting that money should be dearer and scarcer here because gold has been sent to
America in payment of an instalment of war debt. In one respect at least the reported attitude of the
British delegates to the preparatory commission of the World Economic Conference is cordially to be
welcomed; it is worse than useless to consider returning to gold unless and until it shows some reasonable
prospect of becoming a stable standard.

If under such conditions as I have mentioned an expansive monetary policy is consistently and
strenuously pursued, I have little doubt that the enlarged supplies of money will lead to a higher level
of commodity values. This result would have every prospect of paving the way to prosperity. Our
national finances have been brought under better control; the spirit of our people, notwithstanding grave
sufferings and disappointments at home and incessant difficulies abroad, is still firm and progressive; and
the basic position of most of our industries is healthy. If, then, we match industrial and trading poten-
tialities with a liberal and enlightened monetary policy we can ensure the fullest enjoyment of our own

economic resources, and, at the same time, contribute to the restoration of world-wide prosperity.







