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Coming Effects of Current Events

Secretary Morgenthau's radio address of May 13th
was a specious defense of the Administration's soft-
money policy. The address may have merit from a
political angle, but as an explanation of the position of
the American dollar it leaves many questions still un-
answered.

Hindsight and Foresight

Secretary Morgenthau made it clear that everyone
should have known well over a year in advance of the
time that we abandoned the gold standard that such
action would be necessary. He said:

"In January of 1932, gold began to leave the
United States in alarming amounts. This was fair
notice to all concerned that our turn was next. The
panic was knocking at our door, but nothing effec-
tive was done to avert it. Europeans knew that we
could not maintain our currency at the old gold
level without a further ruinous deflation of our
prices, trade, and industrial activity."

Mr. Roosevelt's understanding of the situation, as ex-
pressed in one of his presidential campaign speeches on
November 4th, 1932, nearly a year after the handwriting
on the wall had presumably been seen by Mr. Morgen-
thau, was apparently quite different. Mr. Roosevelt said:

"The business men of the country, battling hard
to maintain their financial solvency and integrity,
were told in blunt language in Des Moines, Iowa,
how close an escape the country had some months
ago from going off the gold standard. This, as has
been clearly shown since, was a libel on the credit
of the United States. No adequate answer has been
made to the magnificent philippic of Senator Glass
the other night, in which he showed how unsound
was this assertion."

Cause and Effect Confused

Mr. Morgenthau apparently believes that this country
was forced to abandon the gold standard in order to
protect our gold reserves and to facilitate exports of
merchandise to foreign nations. The reasons which he
gives for the drain upon our stock of gold are the pre-
vious abandonment of the gold standard by the leading
trading nations of the world, and the nefarious activities
of speculators both here and abroad in preferring gold
to the American dollar.

It seems to us that Mr. Morgenthau is guilty of con-
fusing cause and effect. The Director of this Institute
stated in an article entitled, "The Disaster of a Planned
Inflation," published in The Bankers Magazine for
January, 1933, two months before the bank moratorium,
that it was the inflationary proposals under discussion
in legislative halls which constituted the real threat to
the nation's banking system and to the gold standard.
It was the fear of political pressure for money manipula-
tion, already casting its shadow across the country, which
resulted in the sequence of currency hoarding, gold
hoarding, and the loss of our gold to foreign nations
which culminated in the banking crisis.

In this connection, information of the utmost im-
portance has recently come to light. The New York
Times reports that Mr. Rene Leon, who had been an
official adviser of the House Committee on Coinage, con-
ferred with the President-elect at Mr. Roosevelt's house
in New York on January 5, 1933. Mr. Leon's intention
was to persuade the Chief Executive that he had the
power to embargo gold and should employ it as soon
as possible. Mr. Leon's notebook record reads, "I
handed him a brief on Section 5 B, drawn by Maurice
Leon and Mr. Choate, and he [President-elect Roose-
velt} then and there decided he would act."

Apparently, the leader of the incoming administra-
tion had decided to abandon the gold standard at a time
when gold was still being brought to this country. This
decision seems to have been known to a number of
people, and it is probable that this advance information
reached the ears of speculators in the leading financial
centers of the world. It seems more than probable that
this knowledge of sure profits to be gained by selling
the dollar short in part accounted for the continuing
pressure on the dollar during February, 1933, and the
large outflow of gold which culminated early in March.

Contrary to the impression given by Secretary Mor-
genthau's statement, the banks of this country had larger
gold reserves at the end of 1932 than in January of that
year, and the banks as a whole were unquestionably in
better condition. The facts are that the tide had turned
in the summer of 1932 and that recovery had begun.
In spite of the fact that we were winning the battle, the
incoming administration abjectly surrendered. It may
be that when the history of those troubled months is
finally available, Mr. Roosevelt's decision of January 5,
1933, will appear far more reprehensible than Mr.
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Hoover's actions as viewed by Candidate Roosevelt in
the speech mentioned above.

Mr. Morgenthau stated that the country was in a
condition of panic at the time the new Administration
came into office.

"On taking his oath, Mr. Roosevelt assumed
both the duties of President and receiver for a con-
cern—the richest on earth—but on that tragic day
face to face with insolvency."

At the time we went off the gold standard our mone-
tary stock of gold amounted to four and one-half billion
dollars in spite of the drain upon it to which Mr. Mor-
genthau referred. If, at that time, a courageous state-
ment to the effect that we would definitely maintain the
gold standard, that we would continue to pay out gold
whenever it was demanded, and that any debts which we
owed abroad would be paid in gold as soon as they
became due, and that all inflationary proposals would
meet the determined opposition of the new Administra-
tion (if President Roosevelt had reiterated the statement
of Candidate Roosevelt quoted above), there would have
been an immediate return of confidence in the dollar.
Hoarded gold would have returned to the banks without
the threat to holders of fines and imprisonment, and a
foundation would have been laid for normal recovery
from the depression.

Shoes and Ships

Mr. Morgenthau devoted a considerable portion of
his address to a discussion of the favorable effects upon
our export trade and industrial activity resulting from
devaluation of the dollar. He asserted that this action
had enabled us to regain the share of foreign trade which
we were rapidly losing as long as we remained on the
gold standard, ignoring the fact that after past major
depressions we have also regained our export trade in
spite of maintaining the gold standard.

In this connection, it may be interesting to note the
results of a recent survey by the National Bureau of
Economic Research entitled, "Aspects of Manufacturing
Operations During Recovery." The survey brings out
the limiting conditions which have impeded the natural
forces of recovery since the bottom of the depression.
The retarding influence of administration policies on
commercial and industrial processes is convincingly
shown.

Silver Policy

With reference to the nation's silver policy, the Sec-
retary of the Treasury said:

"We are also endeavoring to restore silver to
greater usefulness as a monetary metal. It is the
money of a large part of the world's population."

As an explanation of a program which is perplexing
the civilized world, this brief remark seems inadequate.

Prospects for Stabilization?

Mr. Morgenthau's speech has been hailed by some
sections of the press as the forerunner of early currency
stabilization by international agreement. As was pointed
out in our April bulletin, the difficulties of stabilizing
the currency within one nation which has left the gold
standard are many, but these are multiplied several
times when the delegates of a number of nations get
together. The reservations which our Secretary of the
Treasury makes in expressing his willingness to consider

proposals for international stabilization suggest the
obstacles in the way of any international agreement.

There is also to be considered the fact that no nation
in its senses would willingly be tied to another which
was operating on a hybrid standard of dubious ante-
cedents, and which was involved in complicated money
juggling bordering on outright fraud. Furthermore, in
view of the coming American boom, and the subsequent
collapse, other nations would be wiser to insulate them-
selves if possible.

Supply, Demand, and Prices

Rising security prices, while due in part to the
pressure of funds seeking profitable employment, can
also be attributed to more confidence in the business
outlook on the part of investors and managers. There
have been a number of favorable occurrences during the
past week, not the least of which was the settlement of
the automobile workers' strike in Toledo.

Optimistic reports from machine tool makers con-
tinue to appear. A number of firms are working at
capacity, and inquiries are being received in larger
volume than at any time in recent years. This is further
evidence of recuperation in the capital goods industries.

Supply

Comparisons of electric power output continue favor-
able. Production during the past week was above that
for the corresponding week of 1934. Steel operations
registered a gain of one-half point over the previous
week. There seems to be no danger of a substantial
let down in general manufacturing activity in the near
future from levels obtaining during the first quarter of
the year. Production of miscellaneous manufactured
goods is still being restricted to filling current orders.

Demand

Demand for clothing, following the fairly satisfactory
Easter season, has shown declining tendencies, but this
has not resulted in general price concessions.

Pending a more substantial increase in demand for
capital goods, it is not anticipated that there will be any
marked change in the volume of commercial activity.
Seasonal influences seem likely to account for most
changes during the coming few weeks.

It should be noted, however, that the Government
spending program will begin shortly. Treasury ex-
penditures will probably move upward from week to
week, reaching a high level by September or October,
which will be maintained for at least a year thereafter.

Prices

Following crop-saving rain in the country's grain
areas, wheat futures have declined. Meat prices, how-
ever, have continued high and will probably remain so
until the effects of last year's drought and earlier AAA
policies have worn off.

Steel scrap prices have continued to rise, suggesting
that the reaction in the price trend of this basic barometer
has been completed. Other commodity prices have been
firm to higher.
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