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(October 22, 1934)

Drift of Events 1in the United States

Mr. A. D. Novzes, Financiar Epttor oF THE
New' Yorx TiMES.

PresmeNT WitrreDp C. James :—Gentlemen,~-It is an
extreme pleasure to welcome as our guest here today Mr.
A. D. Noyes, after an absence of some nineteen years.
Having spent the past four or five days in New York City
and having carefully read each morning The Times and
Tribune and a couple of other papers in the evening, I
could not but be impressed with the tremendous subject
our speaker has for today, “The Drift of Events in the
United States.”

I could give you some of my own opinjons of what [
picked up in the last four or five days but, frankly, you
would not be slightly interested. On the other hand there
is no American writer today whose opinions are more
carefully pondered, whose articles are more carefully read
and considered throughout not only the American contin-
ent but abroad. '

For a background of his position today, I may tell you
that Mr. Noyes, as you may know, was from 18091 to 1920
financial editor of The New York Post and since 1920 he
has occupied the position which he holds today, that of
financial editor of The New Vork Times. It is with the
greatest pleasure I preseni to you Mr. Noyes.

Mg. Noves :—Mr. President and members of the Cana-
dian Clyb. To meet the Canadian Club again is coming
into touch with old friends. In February, 1915, T had the
pleasure of addressing your Club here at Toronto, and

discussing with you the attitude taken in those exciting

times by the United States. Regarding the question of
immediate entry of my country into the European war,
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we did not then see eye for eye. But I gained from the
contact with your Club clear knowledge, first, that your
people at least understood the American people’s actual
alignment behind the allied cause; second, that the British
Empire would pursue the conflict, in the face of every
vicissitunde and every discouragement, to a victorious end.

Speaking to the Canadian Club of Ottawa in October,
1932, —before the Presidential election, the change of
administration at Washington, or the American. bank crisis
of the ensuing IFebruary-—1 set forth to my Canadian
friends my own reasons for believing that gold payments
and the gold standard would be upheld in the United
States, At about the time of the speech, the Democratic
candidate for President, Mr., Franklin Roosevelt, stated to
a large campaign audience at Brooklyn his convictions on
the money standard. Referring to President Hoover’s
quite unwarranted statement that earlier in 1932 the United
States had been within two weeks of going off the gold
standard. Mr. Roosevelt then declared: “That, my {riends,
was a libel on the credit of the United States. Senator
Glass made a devastating challenge that no responsible
government would have sold to the country securities pay-
able in gold if it knew that the promise—ves, the covenant
—was as dubious as the President of the United States
claims it was. Of course the assertion was unsound.”

A good deal of water has gone under the economic mill
since 1932, a good deal more since 1916. The earlier date
is in many ways the landmark from which to chart the
course of events in the panic of 1929 and the subsequent
great depression. The unusual and portenious character of
the reaction since 1929 (and especially since 1931} cannot
possibly be explained except by the fact that not since the
end of the Napoleonic wars, or for more than one hundred
years, has civilization had all at once to face the reckoning
for a war in which the whole world, directly or indirectly,
had been engaged—whose waste of capital, heaping up of
public, private and international indebtedness, derangetent
of international trade, perversion of prices and shattering
of currency stability were in each case unprecedented in the
history of mankind. From the perspective of October,
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1934, it is possible to say that no conceivable money stand-
ard, no system of commerce, prices and exchange, no ma-
chinery of production or distribution, could have with-
stood the eventual shock of retribution for what happened
between July of 1914 and November of 1918, _

The present drift of events in the United States will
naturally have to be judged from what has occurred al-
ready; from the transformation of the American picture,
during the twelve months past, into a scene of economic
experiment such as has possibly never been presented in a
high-developed modern state. Russia in 1917 was in most
respects a primitive community; nothing was easier than
to abolish overnight all of her government’s professed eco-
niomic principles or institutions and to substitute new ores.
Italy under Mussolini merely reproduced Napoleon's per-
sonal dictatorship, which changed political rather than eco-
nomic concepts. Germany under Hitler, aside from that
government’s political hallucinations, is merely practicing
the expedients of an angry bankrupt, who is strong enough
to defy his creditors and who hopes to pursue his future
course through economic isolation. )

The new governmental program in America resembles
only in very superficial aspects any of these .ep1sodes. Yet
in scope, in cost, in novelty, in daring, especially when the
novel experiments were applied to a powerf'ul, self-reliant,
enlightened and wealthy industrial community, they stand
quite by themselves. How was this possible?

T do not need to explain to you that the change of
political control at Washington in March, 1933, occurred
under very unusual circumstances. The :_abnormally great
majorities by which the new Administration and the new
Congress came into power were attributable 11'1amly to the
popular discontent which always holds responsible for ha}'d
times the party during whose official tenure financial dis-
tress occyrred. Probably it was greatly aggravated by the
fact that the Hoover Administration had pledged in ad-
vance uninterupted prosperity and had received its own

great majorities of 1928 largely because of that assurance, -

Like all public bodies chosen at a moment of economic
hardship, the new Congress of 1933 contained a substan-
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tial number of irrational fanaties and violent bitter-enders,
But the immense vote cast for the successful party—its
House plurality far exceeded that of any previous election
—greatly stimulated such activities.

What was of much larger consequence was the coming
to a head, at the very hour when the new Administration
was installed, of a nation-wide bank crisis, which at the
moment seemed more formidable than any in our previous
history. In a single month before Inauguration Day, the
Federal Reserve lost two hundred and sixty-eight million
dollars more gold than the period’s gold earmarkings for
export. That much of gold, and probably at least one
bhillion dollars more in reserve bank notes, were being
hoarded by frightened bank depositors. Even to experi-
enced financiers the situation was utterly bewildering. To
those political agitators who had been proclaiming the
break-down of the old economic system it pointed out their
opportunity. -

The opportunity came at once. The President’s first
and unavoidable action was to apply to every banking in-
stitution in the country the moratorium on payments - to
depositors which had already been hurriedly declared in
half a dozen states. Flis second action was to summon in
immediate special session the newly clected and very ex-
cited Congress. Through that extraordinary chain of cir-
cumstance, it was certain that every wild proposal would
get instantaneous hearing, :

In actual fact, passage of the emergency bank-rehabili-
tation bill was rapidly followed by introduction and pas-
sionate discussion of proposals such as had not been heard
of, on the floor of Congress, in more than half a century.
The scope of personal ideas and aspirations of their authors

_found illustration in the speech of one senator whose posi-

tion afterward in the politico-economic controversy hecame
conspicuous: “Two hundred billion dollars of wealth and
buying power rests in the hands of those who own the
bank deposits and fixed-investments, honds and mortgages.
That two hundred billion dollars these owners did not earn,
they did not buy i, but they have it, and because they have
it the masses of the people of this Republic are on the verge
of starvation,
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“If the amendment carries and the powers are exercised
in a reasonable degree, it must transfer that two hundr(j_d
billion dollars in the hands of persons who now have it
who did not buy it, who did not earn it, who do not
deserve it, who must not retain it, back to the other side—
the debtor class of the people, the people who owe the mass
debts of the nation.”

Granted a normal political atmosphere the result of all
this would have been what it was in the stormy Congress-
ional days of 1894 and 1877. Conservative legislators, of
which ever party would have fought the reckless p{oposals
to a finish. If the judgment of experienced practical fin-
anciers were not invoked, at least the legitimate restrain-
ing influence of the sober business commmunity would have
been applied. But in 1933 the bewildering ch'aracter qf
the economic situation, the clamor of nation-wide comnsti-
tuencies that something—no matter what—should at once
be done about it, put Conservative Congressmen at a grave
strategic disadvantage. In the eyes of Congress (and,
very largely of the people) bankers and financiers were
discredited indiscriminately, first by the extravagances of

1929, and their ruinous sequel; then by disclosures of
sensational wrongdoing in such episodes as the Insull pro-
motions and the Bank of the United States; finally, at the
very outset of the session, by what seetned in popula;
imagination of the moment to be hopeless hreak-down o

banking system. )
theI havegggne to this length in describing the circum-
stances under which the party came into power, because
the immediate sequel cannot be fuily understood without
allowing for them. TIn appraising the subsequent actxo'n?
and policies of the new Administration, 1 hold no brie
for President Roosevelt and T hold no brief against him.
- T certainly shall not, speaking in a foreig,n country, indulge
in angry criticism of my governments Procedure, qu
would you expect me to do so. I §01151der it not only11 air
play but proper historical perspective to make full allow-
ance for the influence of unusual surroundings.

When, therefore, through an amendment to .anothﬁr
and altogether different measure, Congress authorized the
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President in his own discretion to reduce the doilar’s gold
content fifty per cent, to accept silver bullion in settlement
of inter-governmental debts and coin it into dollars, or to
issue fiat paper money up to three billion dollars, in pay-
ment for maturing United States government obligations
——to exercise any or all of these extraordinary powers —-
it is only just to remember what that recourse may have
averted. The President, it is true, might use all of his
newly-acquired and very dangerous authority, but then he
might use none of it. Furthermore, once these questions
were thus disposed of, so far as concerned the calendar
of Congress, the possibly imminent hazards that panic-
stricken legislators might be stampeded into enactment of
monetary measures of this kind or worse, was removed
from the situation.

What actually happened will constitute no such grati-
fying chapter in our political history as President Cleve-
land’s rock-ribbed adherence to the principles of sound fin-
ance in face of acute depression and a rebellions Congress,
or the constancy of President Hayes in nailing his colors
to the mast during the fight for Specie resumption, when
his own party’s Congressmen were going over to the
enemy. It would have been more inspiring for the pres-
ent, perhaps better for the future, if this Jater battle could
have been thus fought and won. But at least a political as
well as economic crisis had for the moment been accepted.
At least the hope could now be entertained that return of
economic equilibrium, legislative sanity, and calmness in
the American people’s mind, would bring back sober con-
sideration of these public questions.

It will also be recognized, even hy political opponents,
that the immediate handling of the banking crisis was
marked by courage, unhesitating grasp of a complicated
problem, and high executive efficiency. Much of the popu-
lar acclaim which has been granted to the President’s per-
sonality is proper recognition of this undisputed executive
achievement.

When the survey passes from these preliminary moves
of the new administration to the series of monetary, agri-
cultural, financial and industrial experiments which were
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crowded into the ensuing twelve months, every one knows
that outside judgment has divided sharply. [ shall make
no attempt to analyze in detail these numerous and mo-
mentous undertakings. Their very titles have nearly ex-
hausted the alphabet. But ail are legitimately subject to
frank criticism, favorable or unfavorable. Their wisdom
or unwisdom, their success or failure, has a necessary bear-
ing on economic history, not only for the present but for
the near and distant future.

That the policy pursued regarding the money standard,
for example, has been opposed and disapproved by the
great body of trained economists and financiers, there is no
doubt whatever. When the government, having suspend-
ed free gold payments, used its discretionary power, first
to force down the dollar’s gold valuation on international
markets, then to “stabilize’’ it (but without resuming gold
redemption), three main contentions in defence of that
policy were made. First, scarcity of gold had raised its
value and had driven down gtaple prices in exact propor-
tion. Second, France and England had caused or permit-
ted depreciation of their currency on foreign markets, and
had thereby gained advantage in competitive export trade.
Third, the burden of accumulated debt had been lightened
or would be lightened through legal devaluation, because
the corresponding amount of gold thereby “released” from
reserve against bank deposits and the currency could be
used for other purposes. . ,

An answer to all three contentions is not difficult.
First, scarcity of gold, as applied to the world at large, has
not been proved at all; even the assertion of it is now-
adays pretty much abandoned, except for inmsistance on
inequality of distribution between the nations. But un-
equal distribution inevitably followed the violent changes
in external trade of the commercial states (distinctly a
heritage of the war) and the even more violent changes
of international indebtedness. France and England were
driven off the gold standard by long-continued stress of
adverse circumstances—another inheritance of war. The
United States was not forced into devaluation for the
rescue of its foreign trade; the huge American export sur-
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plus has been all along a problem of international finance,

As for the lifting of the general debt burden through
devaluation, that can occur only to the extent that prices
are advanced, and England’s experience has . shown how
greatly any such expectation may be disappointed. As
fo_r gold “released,” whatever benefit, real or imaginary,
might arise from that could accrue only to the government
which, having “devalued” its own currency, should there-
upon setze for itself the gold in bank reserve in excess of
the new currency valuation. The American economist,
who explained that the two billion eight hundred thousand
dollars added on this hasis to our Treasury’s gold holdings
had been “drawn out of thin air,” was taken seriously by
nobody. France, after its own legal devaluation of 1928,
pursued the same policy with the gold in the Bank of
France. But it did so in open recognition of the fact that
the government’s war-time debt to the bank was so crush-
g as to leave little hope of its ultimate redemption, and
that the “released” gold, paid back by Treasury to bank,
would cancel the government’s bank indebtedness. Severe
logic classified the operation as in its essence confession of
insolvency by the government itself, and composition with
its creditor. To apply the same definition to the American
procedure leads us nowhere,

Suspension of gold payments in America, gentlemen,
during the immediate banking crisis of March, 1933, was
probably unavoidable—not because of demand from for-
eign markets which we could not meet, but because of the
domestic gold-boarding mania whose proportions and con-
sequences nobody could measure. But in the space of a
few. weeks the banking crisis had been surmounted; the
hoarding craze had been controlled, even the foreign re-
guisitions sank to moderate proportions, Had gold pay-
ments then been officially resurned, as home and foreign
markets unanimously expected, the financial situation would
have returned fo equilibrium. ‘

The government’s experiments with industry and agri-
culture introduced different considerations. Most of these
experiments had at the outset and still have a large and
approving following in which serious and well-known
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business men are numbered. There is undoubtedly some-
thing in the remark of the French minister of Public
Works, that “it is better to make mistakes, as I feel the
United States is doing in some cases, than to fall asleep
and do nothing.” Tt may freely be conceded that abuses
had arisen in the field of trade and of production which
called for organized effort at applying throughout a given
industry certain sound and salutary principles. But the un-
dertaking was the greatest delicacy. Handling it wrongly,
enforcing reforms on the basis of idealistic theory, not of
experience and stubborn fact, might easily result in anni-
hilation of normal business profits and, as lately bade fair
to happen, in destruction of “small business,” which could
not survive the imposition of new costs while amalgamated
business could surmount it. Last Aufumn that very prac-
tical British industrialist, Sir Josiah Stamp, was asked for
his judgment on the American monetary policy and indus-
trial recovery program, launched at that time simultane-
ously, He replied that the American government seemed
to him to be trying to ride two horses at once, going in
opposite directions. He meant, no doubt, that the mone-
tary policy appeared to he directed at rapid rise of prices,
whereas the NRA was endeavoring to prevent such rise;
that the money policy was imagined as stimulating busi-
ness profits, whereas the NRA impaired them.

However this may be, a year of experiment with the
Recovery Administration has resulted in discovering that
the “codes” are in many respects detrimental and unwork-
able. The Administration is itself now at work revising
the whole undertaking. In the matter of regulating agri-
cultural production, the government’s original purposes
were well-considered—to induce wheat and cotfon farm-
ers to restrict their acreage, with a view to avoiding the
lately recurrent and unwieldy unsold surplus which was
forcing down grain and cotton prices on the market. But
to a very large part of our people the program of paying
last year’s cotton-growers for ploughing up an already
planted area, of distributing cash to this year’s wheat-
producers, on condition that they would cut their acreage
drastically and uniformly, was going a long step too far.
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It was not only a quite unheard-of use of public Money
paid out to turn plenty into scarcity. In the case of whent
Nature has this season given a sufficiently emphatic re.
buke on its own account. The sequel has been one of the
most destructive droughts in the country’s history; the
result of which, following as it did the government’s acre-
age restriction, has been the smallest yield of wheat and
corn in forty years, of cats in fifty-two, of rye in sixty.

If by the Drift of Events in the United States we
mean, as 1 suppose we do, to ask what is to be the actual
consequence of these large-scale governmental experiments,
two separate questions arise. One is, whether the past
yeatr's daring innovations, stimulating popular appetite for
any kind of imagined remedy, will not result in irresisti-
ble demand for fiat money, with results which history has
taught. The other is, whether the enormous burden im-
posed on government finances will not end in a break-down
of public resources and public credit. I have put these
questions with entire, perhaps brutal frankness; I shall
answer them as frankly,

My own judgment is that, unless as a sequel to com-
plete collapse of public credit, a fiat money orgie in the
United States is wholly improbable. Tf nation-wide popu-
lar demand for fiat-money imflation existed, the newspap-
ers could be reckoned on to reflect it. I have followed
scrupulously, through wide and careful personal examin-
ation, the trend of opinion in the press of American com-
munities where popular agitation is supposed to be most
active, where the insistent “greenback movements” of the
longer past flourished, and I can testify that there is today
no such propaganda. On the contrary, any proposals of
the kind, in or out of Congress, have met with absolutely
hostile criticism in the newspapers, East, West and South.
This is an altogether different picture from what was pre-
sented by the inland press during the paper-money agita-
tion of 1868, the inflationist movement of 1877 and the
Bryan free-coinage campaign of 1896. The explanation
for it is partly the greater popular intelligence in such
questions in the interior communities, but perhaps much
more explicitly the terrific object-lesson presented to this
generation by the Germany of 1923,
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It is early to make predictions of an overstraip on pub-
lic credit. The interest-hearing public debt has, it is true,
risen $10,800,000,000 since debt-reduction c;ea.ssad after
September, 1930, and is now about $250,000,000 in excess
of the high point reached during 1919. But on the other
hand, the period’s large reduction of the interest rate,
especially through the refunding of }933 and 1934, will
presently have brought the annual interest charge to a
figure nearly $400,000,000 below that of thg fiscal year
1920, and only $40,000,000 above the cl'l'argq when prin-
“cipal of the debt reached the lowest point in our post-
war history. United States government bonds have very
lately sold at the highest in their history. In 1919, the
present yearly debt service would have been considered an
almost trivial burden, It is true enough that,_ even so,
there must be some limit to a progressive heaping up of
government obligations; the present lavish program _of ex-
traordinary expenditure cannot go on_forever. I‘E is also
true that, with the nation-wide shrinkage of incomes,
annual receipts from income and profits tax, the mainstay
of the revenue, were last year $1,700,000,000 be19w those
of 1929. But even income-tax revenue will have increased
one-third in the present fiscal year, and a further apprpach
towards old-time figures will obviously depend on business
recovery, accompanying a rise of incorries. '

But this fact brings us to our final question: What is
to be the course of American recovery? Into that ques-
tion, considerations very different from government ex-
periment intrude. Not many months ago the President of
the General Motors, after warning his shareholders. that
the pace of recovery might be retarded by abnormal influ-
ences, assured them that “the general trend will-not be
affected, for the reason that an industrial depression, is in
the practical sense of the word an irresistible force.” ‘1‘VIr.
Sloan was referring to what is commonly known as “‘the
turn in the economic cycle” and to the fa(;t. that, by gene_ral
agreement, the upturn from the low point of Sieprt_assmn-
began in the Summer of 1932. All economic history
teaches that, after such a turn, progress of recovery is not
only slow but is always interrupted by casual reaction;—
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often (as in 1923 and 1911) creating much discourage-
ment. But there is never reversion to the worst of the hard
times, and the general course is in the long run progres-
sively upward, for the evident reason that liquidation and
readjustment had been carried to the reasonable limit, or
beyond it. :

In the popular discouragement over the halt since last
June in this period’s recovery, people are apt to forget
what had been achieved already.” When American indus-
trial production, a few months ago, stood at a figure 48%
above 1932, with steel output up nearly 75%; when rail-
way freight loadings, seasonally adjusted, had risen 30%
when employment was 37% larger than a year before;
when United States Steel had converted its $25,000,000
working deficit of the first half of 1932 into $4,300,000
net earnings in the first half of 1934; when “averages”
for stocks on the New York Exchange, even after the
midsummer reaction, stand 49 points above the lowest of
1932, or 149%, with “bond averages” up 29 points, or
55% the character of the change will scarcely be disputed.

We are all familiar with the controversy as to whether
this trade revival, this rise on the stock exchanges, may
not have been the consequence, not of normal economic
recovery but of government experiments, perhaps of the
inference that those experiments would result in higher
prices through direct inflation, That the last-named con-
siderations have had a hand in the recovery, there is no
reasonable doubt. Mere expectation of higher producing
costs, as consequence of the mew industrial “codes,” un-
doubtedly stimulated, in the middle of 1933, immediate
activity in both production and distribution. If 80, we
have at least one explanation for the sharp reaction which,
last Autumn and in the Summer of 1934, followed sud-
denly after a prematurely rapid trade expansion. The nor-
mal Autumn recovery had on both occasions been antici-
pated. ,

But when these influences, whether on trade or on the
markets, are measured up against the immensely stimulat-
ing influence of the surmounting of the banking crisis,
discovery that prices, in the preceding period of apprehen-




54 THE CANADIAN CLUB [Oct. 22

sion, had gone to utterly unreasonable depths, or against
visible return of reasoned hope to the industrial and fin-
ancial world, it is right to ask if we have not been repeat-
ing the experience of all previous great depressions when
the economic tide had turned.

We are told that the economic world is still confronted
with an obscure and doubtful future. I know of no simi-
lar past episode of preliminary recovery in which at the
corresponding juncture the same obscurity did not exist.
We are told that this is a new world, economically and
politically, and that the world which we knew before the
war has passed away. But I have not heard of any after-
math to a world war, or to a great financial panic with its
economic sequel, when the world which emerged from
those experiences was the world with which a preceding

generation had been familiar. There has been no past-

occasion of the kind in which novel experiments were not
tried — wise or unwise, permanent or temporary, well-
considered or fruit of restless imagination, a help or a
hindrance to economic recovery. Government and people
always had to learn, sometimes by highly uncomfortable
experience, which of the innovations must be quickly dis-
carded and which had come to stay. But history also tells
us of no such episode in which the longer outcome was
not a better world.

PrusmenT James —Mr, Noyes, may I, sir, on behalf
of this very large audience express to you our sincerest
thanks for your most interesting and instructive address.




