276 '\ THE CANADIAN CLUB [Jan. 15

(January I5, 1034)

Synthetic Gold

By B. K. SaxpweLL, B.A,, F.RS.C.

CHAIRMAN ARrscoTT —We have as our guest today
Mr. B. K. Sandwell. Mr, Sandwell was born in ‘Englanc'l.
He came to Canada very early in life and I think he is
almost a Canadian now. e received his early educaﬁho?l
at Upper Canada College and graduated from the Ij.nwe:hl
sity of Toronto. He was for some years on the e 1t9r1ad
staff of the Toronto News. He then ‘Dvec:ame‘}’xssocmtic~1
Editor of the Montreal Herald and later Editor of the
Fingncial Times. In 1919 he was _appqmted Alsststa;%:
Professor of Economics at McGill University. From 19 :
to 1625 he was head of the English Department of Queeal s
University. He then returned to.l.\dontrea.l where hed' e-
voted himself to lecturing and writing and became Editor
of Saturday Night in the Autumn of 19321 His seliglzcg
to Capadian Education and Letters is recognized 1nS A
in his election to the Royal Society of Canada. Mr. 31_’1 -
well has won for himself a very unique and outstam m%
position in Canada. He has cl}osen as the subject 0
his address to us today “Synthetic Gold, and I am 51\1/1[16
what he has to say will be of great interest to us. r.
Sangf_[v:fnéANDWELL :—Mr. President and gentlemen of the
Canadian Club of Toronto, my friend, Mr. Ch1‘1.s’i?£iher
Morley, who was in this city last \_veek, brought Wlé .11111
a fund of new stories, some of whlrch I sh01|11d no_t aileh_o
narrate to this audience, but some of which are within
your range. One of them appears to me to lend itself vftlarg
aptly as an illustration of the situation in Wthh' we Ii
ourselves today and the subject about which I propose to

talk to you. It is a personal experience of Morley's. e
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went down some few months ago—1I don’t know why he
should do it—to visit a certain famous penitentiary in the
United States which has the great advantage for a peni-
tentiaty of being equipped with an electrocution chamber.
And they invited him to examine the electrocution chamber.
And he gazed at it with great interest, and they offered to
fasten him into the electrocution chair, in case he wanted
to find out what it felt like to be electrocuted and he refused.
And they took him into the little room where the real guests
of the chair spent the last hour or two of time before they
were ushered into the execution chair. And he examined
this room with great care. Tt was very comfortably fitted,
And it had a shelf of books in it and he glanced over
the books and he said, “I see you have a collection of the
prayer-books of the various kinds of religion with which
to console the last moments of the victim.” “Oh, no,” said
the guide, “these are works on practical electricity,”

We have been more or less electrocuted as business men
during the last three or four years by the misbehavior of
the monetary institutions of this world and, while waiting
for the finishing stroké to come on, we have had to apply -
ourselves to the study of the science of those misbehaved
monetary institutions and I cannot imagine anything more
miserable under such circumstances than the science of
money, Nevertheless, we have had to study it. We shall
have to go on studying it for some time to come. And I
make no particular apology for addressing you this after-
noon o1 the subject of gold, synthetic gold, or any kind. T
may get around to the subject of Synthetic Gold. I am
not sure. It depends upon how time lasts.

I make no apology for talking to you upon the subject
of gold. Everybady is doing it, which reminds me of the
good old darky song, “Everybody talking about Hebben
ain’t goin’ there.” And everybody talking about gold ain't
got none. But 1 have rather special rights in the subject,
because | have been talking about it longer than most of
the people who are talking about it — I do not mean talk-
ing about it longer at any given speech, but I have been
talking about is quite a large number of years. When
I began talking about it, I found myself becoming very
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unpopular with certain valuable and importaqt seﬁtmns_ r_c:f
the commumity. Particularly I found myself becomi _E
more unpopular—and it was most uncomfortable fo me
with my good friends the ba.nkers.h E]Ejecau.se: 1 Wa&(‘.1 t‘?gﬁg
i 1 f the Dominion an
to convince them and the rest o . d we
at large that the gold standard was not sact ed anld it mli%i:
be necessary at some future date to try and get a ong w o
out it. At that time that idea was extremely 1ep‘u§na ¢
to my good friends the bankers, who have assure dn;d
frankly that if Canada ever abandoned the gold s‘.c?n ?1 "
her credit, her place among the ré?tlcins, 'he-r dl%'lriii yl,)e o
: ivilization wo
ute, would be gene forever. Civiliz .
;Zpend and we should go back to live in caves fa,lld_ dye:b Oﬁés
selves with woad and eat raw meg,t almd to thr ?f?riﬁe ;old
: has gone
over our shoulders. Well, Canada ha: 0 e ol
this magnificant ho
tandard and a week or so ago 1n : 1
; E;ttelrlded what T suppose was the most magmﬁ(.:ent }1;11:1(1:2
eon I ever attended, given by some of thesw:? gﬁ{_aat g,ones,
and I did not see anybody eat raw rrtea,t, 01511‘_S Sic():;f(\;n ones
ir - have a strong .
over their shoulders, and I picion that
d an even mote elabora
t year I may be able to atten :
ﬁfli{chgon with tBirlese same gentlemen and be ab%e to ?ﬁ\; dl’st
i So, as one of my f
in even more civilized a manner. de one G A e
5 1 lenouncing the g
and colleagues in the busmess of ) :
standard, pointed out to me, we antl—gold—stia,ndrardu(;s a1lﬂeL
in rather a different position fro({n a yfé]aI;;lOl ;:1 3 sat%,n.da,rd
\ re heterodox and the
e orthadoe, But ¢ X hodox and the people
But now we are ortho :
e O e of e th Id standard are
t to restore the goid stan L
e O o, T i Id standard here, in
in a sense heterodox. There is no gol
ltEEaUI]ited States, or Great Britain, or in most of ‘ihe gflc's.aét
and important countries of the world.  And there .

when T meet a banker now and he talks to me on the gold.

standard, I hasten to assure him he is on the Wrongt }?1((1;:,) )tzf

the feﬁcej, a side no banker should b_e on, becau;e.(fz _ Omor)é

is the most priceless asset a banke}[_‘ (1?& ]Ij)os.sezz.s Iiss e

: i t -of his business.

or less essential to the condue ] say al
i -1d. There is of course one Imp

the countries of the world. Th ‘ : - one mpost
i X e still continues, tha

ant exception, France. Franc e

did u—ntilpthis morning’s newspapers came out, on the go
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standard. How long she can continue into the future I
don’t know. In fact the whole position of France is a
great puzzle to me. Why a gold franc should be sacred
at its present weight when ten years ago it was not sacred
at five times that weight is a very strange and incompre-
heunsible matter. It seems to me when you have once
clipped something you can usually clip it again. There are,
I realize, exceptions. There are some clipping operations
which cannot be repeated. The operation of circumcision
presents itself. _ o
May I very briefly ask you to consider the history of
the gold standard, not in any great detail but very rapidly.
The gold standard, meaning by that the attachment of a
fixed weight of gold to the unit of currency, is not, of
course, as old an idea as the history of the race. Tt had
its birth, and its birth can be fairly -accurately placed in
a period of time three himdred years ago. The Royal
Society of Canada, of which I have the honor to be gz
Fellow, was celebrating a year or two ago the Tercentenary
of the birth of John Locke, ‘and Locke was among other
things, the father of the doctrine, which always commends
itself to the classes which possess a large amount of power
not derived from the government, that the government is
the best which governs least. It is an idea I wish we could
cling to but it presents difficulties at the present time.
However, it flourished for a long time under T.ocke and
it was Locke who had most to do with establishing it and
keeping it flourishing. It is, as I say, a doctrine which
always commends itself to those classes possessing a large
amount of power not derived from institutions of govern-
ment. i
The period of -Locke, meantime, was the period of
the dawn of the European bourgeoisie in England, of the
propertied classes, owning new forms of wealth in land,
capitalistic forms, which were not held under feudal tenure.
Locke was their philosopher. He was the type of phil-
osopher of the City of London, business men, bankers,
cloth dealers, merchants generally, who were rising into
power on the strength of their possessions and monetary
eredit but had not yet acquired the assurance, that they
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now possess, of an ability to make governments do what
they want governments to do, and they wanted at that time
a unit of currency which would be absolutely free from
any interference of governments. Now a unit of currency
must be defined somehow. If it is to be redefined from
time to time that redefinition must be by the government,
and the bourgeoisie at that time did not feel very con-
fident of their ability to make the Stuart Kings do exactly
what they wanted them to do. They had therefore to
establish the doctrine that the unit must never be redef:med,
that it is immoral to say that a shilling which was ninety
grains of silver yesterday shall be eighty grains (or for
that matter one hundred grains either) tomorrow. In the
great controversy over the reform of the English coinage
in the last decade of the seventeenth century, Locke did
sticceed in establishing that doctrine to such an extent that
it remained unshaken as the ideal of monetary conduct for
over two hundred years and has only been overthrown b_y
the worst monetary crisis that the world has ever experi-
enced.

But Locke, while a most able and original thinker,
and the inventor of a concept of human society which was
admirably suited to a bourgeois civilization, was in mo
sense a specialist on monetary economics, A university
nowadays, to be properly equipped, has to have professors
of political economy — it needs at least forty of them on
different little territories of the subject. Inm those days a
man could be professor of philosophy, economics and a
dozen other things at the same time, but it is very difficult
to be perfectly sound and perfectly scientific on all these
subjects at one and the same time. And Locke was no
exception. He was, as a matter of fact, not very gogd
on monetary economics although he was an excellent phil-
osopher. ]

Perhaps Locke’s most fallacious argument is the foI—
lowing in reply to Lowndes’s statement that the proposed
lower-weight coinage would pay as much df:bt and purchase
as much of commodities as the coins then in use.

“T would have it well considered by our English _geptlemen,
that though creditors will loge one-fifth of their pringipal and
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use, and landlords will lose one-fitth of their income, yet the
debtors and tenants will not get it. It will be aslked, who then
will get it? Those, T say, and those only, who have great sums
of money (whereof ome sees not a piece now in paymenis)
hoarded up by them, will get by it. To those, by the proposed
change of our meney, will be an increase of one-fifth, added to
their riches, paid ouf of the pockets of the rest of the natiown.
For what these men received for four shillings they will pay
again for five. This weight money hoarded ap Mr. Lowndes,
p.105, computes at one million and six hundred thousand pounds.
So that by raising our money one-fifth, there will three hundred
and twenty thousand pounds be given to those who have hoarded
up our weighty money; which hoarding op of money is thought
by many to hive no other merit in it, than the prejudicing our
trade and public affairg, and increasing our necessitieg by keep-
ing so great a part of our money from coming abroad at a time
when there was great need of it.”

Very true, but you see the extraordinary error he has
fallen into. Ile has failed to take into account the fact
that change in the value of a unit of currency affects not
only those who have actually coins, units of currency, in
their possession, but all those who have a claim, a pronis-
sory claim, a contractual right, to those same uunits, so the
whole creditor class is affected in exactly the same way, in

whicli he describes quite rightly the owners of weighty

money being affected. But he has grossly under-estimated
one of the consequences of the revaluation of the currency
which he is denouncing. I am only mentioning that to
show that Locke’s authority as a monetary scientist is not
deserving of absolute respect. It was his authority as a
philosopher, the vogue of his general prilosophy, which led
to his monetary theories being accepted at their face value
and remaining current for a matter of over two hundred
years. :

The London bourgeoisie of Locke’s period wanted a
currency standard which would be above all possibility of
manipulation by their own government, because they them-
selves had but little political power in that government;
they had not developed the modern technique of acquiring
seats in the Lords and the Commons in exchange for cash.
By the nineteenth century they would, I think, have been
perfectly willing to accept a government-regulated currency
standard for Great Britain, because they themselves were
practically the government; but by that time they had
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developed a new reason for upholding a self-regulating
standard, They had acquired enormous creditor intevests
in other countries, and they desired a world wide gold
standard as a limitation on the power, not of their own
government, but of other governments in which the credi-
tor interest might not be quite so influential. In other
words the gold standard became a part of the internation-
alist philosophy of the nineteenth century, of which Cob-
den was the representative type. That internationalist
philosophy broke down in practice about the_en.d of the
nineteenth century, although its philosophers did not know
it at that time. TIts collapse was brought about by the rise
of tariffs, which put nationalistic impediments in the way
of the international movement of every conceivable com-
modity except gold; and when this restriction of movement
of goods began to exist side by side with an international
debt situation which required the movement of unpreced-
ented quantities of value from one country to another, the
result was to put upon the one free .mox{mg.commodlty,
gold, an impossibly high valuation, which it still possesses.
The result of this sitwation was a further exte.nslon.of
nationalist action and governments, in addition to impeding
the entry of goods into their territories, I}egan to prevent
the exit of gold away from those territories. That is the
stage at which we find ourselves today. . _

So far my task has been very easy. It is not particu-
larly difficult to review past history. But when one has
done a little prophesying in the past and been moderately
successful, the habit becomes ingrown and the temptation
to do a little more, irresistible. This time I shall probably
be wrong, but by the time you know whether I am wrong
or not you will have forgotten it, so there are no serious
consequences to be apprehended. I wish your lunch had
been tomorrow instead of today, because by tomorrow we
shall know considerable more about the future of gold than
today. Mr. Roosevelt is engaged today in making large
changes in the whole world situation on that subject. But
whatever those changes may be 1 feel prepared to tell you,
in my belief, in this year of grace 1934 the Lockian concept
of the eternal moral duty of governments to maintain

I

1934] SYNTHETIC GOLD 283

redemption of their currency units at an eternally fixed
weight of gold has completely broken down. That does
not mean that governments may not—they probably will—
fix from time to time a certain weight of gold for which
they will exchange their currency units. But the idea that
that weight must never be altered has gone, and gone for
keeps, and will not be revived. Other things besides the
great increase in the power and efficiency of national gov-
ernments have helped to break it down, notably the rise of
the study of average price legals or price indexes, which
has revealed the surprising fluctuations in the value of the
gold wunit, and has provided a measuring rod by which
intelligent and honest governments may hope to attain
greater price stability with a managed currency unit than
with a fixed metallic one, :

But the idea that that weight must never be altered has
gone and gone for keeps and will not be revived; and if
any of you are still orthodox enough in the orthodoxy of
the early part of this century to- think it ought to be
revived, you had better go away and despair for the
future of civilization.

But this change in the method of the use of gold as
basis for a national currency is surely likely to have some
effect upon the demand for gold as such a basis. So long
as it was a moral duty to keep the currency unit freely
exchangeable for a fixed amount of gold, it was neces-
sary to keep in one's possession a sufficient amount of
gold to see one through any reasomably probable demand
for redemption. Under a managed currency, it should be
possible to get along with a much smaller reserve in pro-
portion to the volume of money employed by the country.
The beginnings of an outflow of gold, in such circum-
stances, are an evidence that goods within the country are
too dear in terms of gold, in comparison with goods in
other countries. If it is desired to check the outflow, all
that is necessary is to reduce the gold equivalent of the
currency unit. This will at first put up the internal prices
only of imported goods, the consumption of which will be
checked, and it will put down the gold prices, while not
altering the internal prices, of exportable goods. The
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gold reserve will thus be strengthened and it will usually
be possible to restore the former gold value of ti}e currency
before the reduced value has had any appreciable effect
upon the domestic price level. i

But even a complete suspension of gold payments is
far less alarming, to a country with a well managed cur-
rency, than it seemed before the experience of the past
few years. It is well recognized by now that when creditor
nations refuse to accept payments in goods, no moral
responsibility rests upon debtor nations if they find them-
selves unable to make payment in gold; and "che credit of
a country otherwise well managed v_vill not in future be
seriously impaired by such cases of failure,

For these and other reasons it seems to me that the
rise of managed currencies and the proof now _f:stabhshed
that it is possible to get along comfortably without any
kind of currency convertibility at all should eventually
lessen greatly the demand for gold for ngtlon'al CUrrency
reserves. This means a substantial reduction in the pres-
ent high purchasing power of gold for all other commodi-
ties; and in the event that the nations generally resort to
a system of nationally managed currencies aiming at a
stable purchasing power, it means also a substantial reduc-
tion in the amount of such currencies obtainable for a
given weight of gold. . L

I should not, however, like to alarm my gold-mining
friends with the idea that this reduction is imminent in
the next few weeks. It would be, I believe, if the world
were in anything like a condition of stable and durable
peace. In that event there would be none but economic
motives for the accumulation and retention of gold reserves
which, for several of the greater (.:ountries of the world,
now vastly exceed all possible requirements for the ordin-
ary security of the currencies based upon them. It has
to be remembered that the reserves of the countries which
have depreciated their currencies have never been revalued
in terms of the present gold value of the currency; they
are still estimated in pounds and dollars as if the pound
were onc hundred and thirteen grains and the dollar twenty-
three and a quarter. They are capable of sustaining with-
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out the slightest risk a much larger volume of currency
of the present gold value than is now based upon: theim.
True, I presume the United States will shortly require
and be able to supply itself with a considerably larger
amount of currency than it is now using, but even so, T still
think there will be a very substantial surplus of gold left
over in the United States which that country can lend, if it
won't spend, upon foreign countries which are in urgent
need today for their own domestic situations. :
I don't know much about the foreign policy of- the
United States but I doubt whether the accumulation of
gold in the reserves of the United States has any military
object. I should not like to make that assertion about the
accumulation of reserves of gold in some Furopean coun-
tries. We have to face the fact that the world is by no
means in a peaceful frame of mind, and that gold is a use-
ful thing with which to buy munitions, that modern war
is an expensive affair, that it uses up a lot of material not
always available within the territory of the war-making
powers, and that therefore gold is of very substantial value
as a sort of subsidiary ammunition. And while the present
condition which we have continues, T imagine that there
will be a considerable tendency to the accummlation and
retention of gold reserves with that object largely in view,
but T would ask you to remember this, the accumulation
and retention of gold reserves has been a profitable opet-
ation during the last few years. During every vear the
purchasing power of gold has heen on the increase, an
increase which I suggest is near its end. Tt will become
a highly unprofitable operation as soon as the purchasing
power of gold begins to diminish and countries which are
actuated by purely economic considerations will have con-
siderable inducement to get rid of that portion of their
gold reserves which is not necessary as a foundation- for
currency and credit system, That, against which you can
print little pieces of paper and lend them to people, is a
precious asset. You get interest for little pieces of paper.
Gold, which is not needed as a security for your little
pieces of paper, is a dead and unproductive asset. It is
losing interest. It also loses value, purchasing power, at
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a rate of 1, 2, 3, 4 or 5 per cent. per annum. The penalty
of carrying any large quantity of it is going to be rather
severe. :

I wish I had time to discuss with you the present
situation in the United States about which I know nothing,
which, consequently, would enable me to discuss it; and you
know nothing; it would be over our heads, so we could
discuss it with almost perfect freedom. There is, however,
one point T should like to make.‘ The United Sftates is
embarking upon managed ‘currency in rather a peculiar way
which was never contemplated by the original inventors
of the idea of currency management. T.h-og,e of you who
have read Trving Fisher’s book on Stabilizing the Dollar
will remember he carefully safeguards matters by delinit-
ing the extent to which the dollar can be n}anaged in one
way or other in a given, limited, period of time. -

He says if it is desired to change the buying power of
the dollar by not more than five per cent. within'a year, one
way or the other, it can probably be done. He is not favor-
able to the idea of changing it by as much as ten per cent. n
two years, taking your whole five per cent. in the same direc-
tion for two successive years, but if it is des1rab1e_ to ch:cmge
the value of the currency, if it is desirable to relieve either
the debtor or creditor classes of an unjust burden resulting
from a past change in the value of the currency by more
than five per cent. in a single year, the method of revalu-
ation of the currency should not be adopted ; tl}at. it is
better in such a case to actually write down, if it is the
debtor, and of course, it is always the debtor,; (no CI‘C(EII'tOT
ever wants relief), rather than attempt to alter tl’.le position
of the debtor by changing the currency. The United States
has embarked on a process which, we are assured, is 111t§nd§d
to restore the price level of 1928, which means a rise in
prices of fifty or sixty per cent. by revaluation of the cur-
rency; and one reason why that operation has not so .far
been entirely successful is the fact that you cannot get the
credit system of a country functioning prope_rly, so long
as its currency system is subject to so great insecurity as
regards the public that it will not part with a dollar of its
money, which is worth such and such an amount in gold

1934] SYNTHETIC GOLD 287

or purchasing power, in exchange for a promise of a dollar
of next year’s money, if they have reason to suppose next
year’s money is going to be worth ten or fifteen or twenty-
five per cent. less; and since the whole credit structure
of any community consists of a miass operation of the
exchange of present dollars for future dollars, the oper-
ations of the credit structure in the United States have been.
very largely paralyzed by this state of uncertainty as to
future movements of the dollar, _

Mr. Fisher so fashioned his proposed change of -not
more than five per cent. which would only take place to
offset a corresponding change in the value of commodities,
It would not take place in such a way as to change prices
of commodities only when it was necessary to retain price
levels of commodities at the position which it originally
held. He would fashion an amount of change which would
not seriously impair credit. I think he is probably right,
But a change to the extent to which the United States has -
been manipulating it, is another matter. I earnestly hope
and believe President Roosevelt will be able to say to the
people of the United States: your dollar has now been
reduced to where we want it to be and it will not be reduced
further. Tf and when he is able 1o say that, I am confident
that the optimism and faith of that great country to the
south of us will instantly rally, and eredit will immediately
be' reestablished, and our upward climb to prosperity will
begin at the same time as that of the United States.

‘Mz. Arscorr:—Mr. Sandwell, you have given us a very
interesting talk. You have presented the subject-matter
of your address in a most delightful manner and brought
out a mumber of highlights that demand thoughtful con-
sideration. I want you to know we appreciate the great
amount of trouble you took to prepare your address and
I express the hope that we may have an opportunity of
hearing you again at some later date. T extend to you our
sincere thanks.




