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Summary

Basic indexes of commercial and industrial activity
indicate a continuance of operations at or above recent
levels. There is still no evidence of the slump predicted
by several prophets a few weeks ago.

It now appears that the United States Treasury is
sponsoring speculation in silver with reckless abandon.
Perhaps this will be the match to light the inflation
bonfire.

Most of this bulletin is devoted to monetary stabiliza-
tion possibilities, here and abroad.

Stabilization in fact has been achieved in this coun-
try, but the Administration refuses to be committed,
thereby unsettling confidence.

The history of international monetary conferences is
a long record of failure. There is no hope in that
quarter.

Post-war stabilization required nearly ten years and,
although there is not the slightest excuse for remaining
off the gold standard so far as the United States is con-
cerned, several years will probably be required to teach
the lessons in monetary theory which have to be re-
peated again and again.

Prosperity, or even boom conditions will not wait
upon international stabilization.

Silver Madness

The spectacle of a Government which has blamed
speculators for much of the country's ills fostering what
promises to be the greatest speculative debauch since the
Mississippi Bubble provides food for thought. By what
queer distortion of logic can those in high places justify
their actions? Surely they do not honestly believe that
a nation with more billions in gold than it has any con-
ceivable use for also needs silver to back its currency
issues.

It is possible that the directly inflationary effects of
the silver purchase program are sought. It is often
forgotten that the purchasing power thus placed in cir-
culation does not pass out of existence when once used,
even if the receiver of silver certificates deposits them
in his bank and they are returned to the Treasury. The
deposit, a credit on the books of the banking system,
remains in the hands of the depositor who can, and in
time does, use it by writing out a check in payment for
goods or services.

The process above mentioned is relatively slow, how-
ever, and many months must pass before the amount
thus forced into circulation reaches substantial propor-
tions. On the other hand, as the initiating factor of an
inflationary boom, silver speculation should serve as
well as tulip bulbs once did in Holland. For months
the Administration has been forcing funds into circula-
tion, making money easy, admittedly trying to start
credit inflation. The bonfire is piled high; only a reck-
less maniac and a match are needed.

That the United States can force the price of silver
to SI.29 an ounce is hardly to be doubted. Then to raise
the limit to something over $2.00 in order to compensate
for the reduced gold content of the dollar would seem
only logical to the silver interests. Obviously, the end
is not yet.

Monetary Stabilization

Predictions have been freely made that abandonment
of the gold standard by the European nations still cling-
ing to it will clear the way for an international monetary
conference and subsequent stabilization by the principal
countries of the world. We believe that the subject is
of sufficient importance to warrant devoting this bulletin
to a consideration of the stabilization problem.

The desirability of a stabilized currency can hardly
be overemphasized. A managed currency must always
be subject to tremendous political pressure in the direc-
tion of a depreciating monetary unit. Confidence in the
stability of the currency is a pre-requisite to the long
term contracts so vital to modern business. Although
inflationary booms may occur regardless of the monetary
unit or standard of value, sound recovery is dependent
upon sound currency.

The present uncertain status of the dollar must con-
tinue as long as authority to change its gold content
(even within specified limits) is vested in the President.
In fact, devaluation to the full extent now authorized
would not guarantee that Congress would refuse to "clip
the coinage" again. However, a definite stabilization
through international agreement would presumably re-
strain both branches of the Government.

Return to the Gold Standard?

Definite stabilization of the dollar does not neces-
sarily imply a resumption of specie payments within
this country. The action already taken makes it im-



probable that we shall soon return to a system in which
paper currency is redeemable in gold. Of course, the
emergency measures making the hoarding or the posses-
sion of monetary gold an offense against the state can-
not be continued indefinitely, and are quite unenforce-
able anyway. Controlled exports of gold are now pos-
sible, but unlimited exports would presumably not be
tolerated in spite of the fact that we now possess so
much gold as to make a drain upon our reserves unlikely.

Until the time comes when Great Britain and prob-
ably France are willing to join in a general stabiliza-
tion agreement, the President of the United States may
continue in effect his decree making the dollar 13.7
grains of gold, but will no doubt wish to retain the
power to devalue further within the limits established
by Congress. This will mean internal stabilization in
fact without the immediate restoration of confidence
which would follow such stabilization by law.

International Monetary Conferences

It is enlightening to examine briefly the history of
attempts at monetary stabilization by international agree-
ment during the past century. Unfortunately, the record
does not inspire confidence.

France was an early leader in such attempts. The
First International Conference, so-called, met in Paris
at the invitation of the French Government in June, 1867.
Its sessions were devoted to discussions of monetary
standards with a view to promoting international trade.

Great Britain with her many colonies, large world
trade, and loans to foreign nations had made the pound
sterling an accepted standard for international com-
merce. For this reason, the British delegates were far
from ardent advocates of any other world monetary
agreements, although there was in England a minority
party urging the advantages of a universal monetary
standard. The lack of British support was influential in
bringing this conference to a close without definite
achievement.

The second International Conference met in Paris
in August, 1878, and accomplished no more than the
first. Still hopeful, a third conference was called by
France, the United States this time joining in the in-
vitation. The meeting was held in Paris during April,
1881. At this conference there was evident definite
cleavage between those nations friendly to a bi-metallic
standard and those definitely opposed to any but the
gold standard.

In all of these early conferences the United States
advocated silver as one of two metals for the monetary
base. At first, France was inclined to support us in this
stand but in subsequent conferences, the United States
remained the only major western nation advocating bi-
metallism. France had, in the meantime, adopted the
gold standard.

Great Britain, never in hearty accord with attempts
at international monetary agreements, did not send rep-
resentatives to the International Money Congress of 1899.
It was no more fruitful of results than were those pre-
ceeding. At the Conference of Brussels, held in 1893,
the United States was again the only advocate of bi-
metallism. In common with all of the other conferences,
nothing was accomplished.

The Latin Union

France's efforts to establish an international stand-
ard of currency finally resulted in the formation of the
Latin Monetary Union by treaty in 1869. This union
included France, Belgium, Italy, Switzerland, and (two
years later) Greece. Although it was originally bi-
metallic, the difficulty of maintaining a proper balance
in the issuance of silver and gold among the member
nations forced a revision of the system. The union
functioned in a fairly satisfactory manner for fifteen
years but was modified by the treaty of 1885 to limit the
free interchange of currencies. In this modified form
the union continued until the monetary dislocations of
the World War caused its abandonment.

Although the Latin Union is an example of a mod-
erately successful international monetary agreement,
special circumstances helped to preserve it. The mem-
bers were in geographical proximity to one another and
the Union was dominated by France. The conditions
under which it existed more nearly paralleled a confed-
eration rather than an agreement among nations so far
apart geographically and in other ways as the United
States and France.

Post-War Stabilization in Europe

The World War caused a general dislocation of
European currency relationships. Both war-time and
post-war inflations of startling proportions forced sub-
stantial devaluation of the different monetary units.

Sweden was the first of the nations to return to gold,
in 1924, and it was not until a year later that Great
Britain followed suit. Belgium re-established the gold
standard in 1926, Italy in 1927, and Roumania not
until 1929.

The restoration of the gold standard in these nations
was aided by credits from the United States. Our Fed-
eral Reserve System extended a credit of $200,000,000
to Great Britain in May, 1925, to facilitate her resump-
tion of gold payments. Large loans were also made
to Belgium, Poland, Italy, and Roumania.

The Present Situation

The United States today holds more than a third of
the total monetary stock of gold in the world. France
possesses one-quarter of the world's stock. Great Britain,
although having less than ten per cent, occupies a
dominating position in world trade that makes her an
important participant in any attempt to achieve inter-
national stabilization. An agreement, whether formal
or not, among these three nations would have an over-
whelming influence upon world conditions.

The difficulty of arriving at a satisfactory basis for
stabilization of the currency within one country is neg-
ligible in comparison with the obstacles in the way of
stabilization by international agreement. For example,
although we may be content to peg the dollar at its
present level (as provided by presidential decree)
Great Britain may not be willing to stabilize at present
exchange rates. Furthermore, what one administration
does is almost certain to become the football of party
politics, and voters are always ready to believe that their
leaders have been outwitted at the council table by the
"crafty foreigner."



Conclusion

Stabilization by international agreement is hardly
to be expected for some time to come. However, this
does not mean that prosperity, or even boom conditions
must await that event. There is no sound economic rea-
son for not stabilizing immediately, so far as the United
States is concerned, but the President apparently prefers
to maintain his freedom of action within the limits pre-
scribed by Congress.

The lessons of history plainly show that knowledge
of sound monetary policies is never inherited by succeed-
ing generations. With all our boasted success in educa-
tion we have yet to learn how the rising generation can
be taught what those before them learned through ex-
perience.

Supply, Demand, and Prices

On the whole, Easter retail business was somewhat
disappointing to those who hoped that the gains in April
would be sufficiently great to make a large percentage
increase for the months of March and April combined.
It had been hoped that volume would approach pre-
depression levels. . That trade was no more than satis-
factory can be attributed to the weather, for the most
part. The North and East suffered from severe storms,
cold, and snow flurries, while the West was again sub-
jected to dust storms of disastrous proportions. Never-
theless, the record is good in comparison with two and
three years ago.

Supply

Production of automobiles continues at the extremely
high rate established early in the month, and there is

some doubt regarding inventories of used cars. New
cars likewise are plentiful, but it is possible that season-
able weather and a continuation of the unexpectedly
great demand will move present stocks. Steel produc-
tion has increased slightly during the past week, and
car loadings were again higher than the corresponding
week of 1934. Electric power production dropped to
only 1 per cent above the 1934 figures, partly due to
curtailment of textile production in New England.

Demand

The most significant factor so far as future probable
demand is concerned is the enormous increase of demand
deposits, amounting to $306,000,000 during the past
week. This brings the total to a new high since the
days of the 1929 boom. Apparently, this increase was
largely due to Government spending in excess of Treas-
ury receipts, and to increased speculation on the se-
curities markets.

Prices

The rise in silver commented upon elsewhere in this
bulletin is the most significant feature of the week, but
the sharp break in wheat and its aftermath is a close
second. Ordinarily, when a large failure occurs, with
resultant liquidation on an enormous scale, a greater
than 3 per cent break in prices extending over one or
two days can be expected. The firmness of speculative
markets in the face of that development suggests that a
further rise is probable during the next few months.

American Institute for Economic Research is a non-
political, non-commercial organization engaged in im-
partial economic research.

Statistical Summary

For the convenience of clients who wish a more detailed statement of the three basic indexes presented than

may be obtained from the charts we make the following tabulation showing the data for each month during 1934

and for the first quarter of 1935. Subsequent figures will appear in later monthly bulletins as they become available.

Production, Purchasing Power and Prices—1934

Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov. Dec.

Index of Industrial Production

Index of Inflation

Commodity Price

Commodity Price

(In terms of

(Ratio form)....

Index

Index

old gold dollar)

66.4

98.7

126.0

75.9

71.6

102.0

128.7

77.4

75.2

102.0

130.0

77.7

74.8

103.1

128.9

76.4

74.2

103.0

131.5

78.7

71.3

104.9

131.5

78.9

65.4

105.8

131.3

79.0

63.3

105.7

134.2

80.7

60.0

106.1

136.7

82.2

63.7

107.5

134.5

80.7

64.0

107.5

134.7

80.8

71.7

109.5

135.7

81.4

Jan.

76.5

1935
Feb.

77.4

Mar.

75.8Index of Industrial Production

Index of Inflation

(Ratio form) 111.8 113.0 113.5

1935
Jan. Feb. Mar.

Commodity Price Index 138.6 141.0 140.5

Commodity Price Index

(In terms of old gold dollar) 83.2 84.5 84.5
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