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Preface

In writing a short foreword to Hugh Morton Murray&itline of the general principles
which an increasingumberof persons believe must be the basis of the compuxh; | am
impressed by the appositeness of the time at whiclpamphlet appears.

It is, | think, generally appreciated that the pafithose who endeavour to explain to
the general public the defects and the dangerseofFtnancial system which governs daily
life is not an easy one, and that an unusual nurobebstacles impedes their progress. But
in spite of this, it is evident that the matterniew attracting widespread and influential
attention in quarters far removed from those commassociated with social reform, and
for my own part | am convinced that the next fevargewill withess a struggle between the
forces of progress and reaction transcending irom@mce that which has raged round any
iIssue within historic times.

The subject dealt with in these pages is one whpdsents peculiar difficulties in
regard to a popular presentation of it. A politielonomist has been defined as “a man
possessing a large amount of knowledge of what am” and whatever little knowledge
in regard to the subject of money is possesseceygeneral public shows a tendency to
come under this definition. While, therefore, thesea sense in which it may be said that
such matters as the control of credit and theatidan of the just price are simple, it is
necessary to qualify this statement with the adimrsghat it is almost impossible to
understand them if the orthodox conceptions of tedhe “reality of money,” the “virtue
of monetary saving,” and the “objective of industrgre taken for granted. Many attempts
to simplify the thesis have been made. Some of tihewe been simple without being
sound; some have been sound without being simple, and ewmnbf them have been
neither sound nor simple. | believe that Hugh MortMurray’s has achieved both
soundness and simplicity, and | feirethat his effort will be rewarded by ancreased
apprehensiomnf the magnitude of the issues at stake.

C. H. DOUGLAS.
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| ntroduction

There isno better introduction to the subject of Social @itehan the
address given by Major Douglas to the members efG@anadian Club in
Ottawa, when he was over in Canada in 1923, ontatwin, to lay his
views before the Canadian Parliamentary Committee Banking and
Commerce, in connection with the renewal of the IB&marter Act, then
under consideration.

The account here given appearedrhe Citizerof Ottawa of April 25,
1923, and was reprinted i'€redit Power" in June, 1923.

In opening hisaddress Major Douglas said that when at rather tshor
notice, due, he felt sure, only to the pressurewdnts, he heard he was
to have the pleasure and honour of addressing teenbmers of the
Canadian Club of Ottawa, and saw that the titldisfaddress was to be
“An Engineer’s Solution of the Industrial Problenh& was bound to say
that for the moment he was seized with a certaimuwarh of trepidation.
He said he appreciated the honour, and his mindt wackto an early
part of his mis-spent youth when personages in @yasgowns broke in
upon his activities with demands to explain theat®n, say, of the
differential calculus to the motions of the moon ssmething of that
kind. (Laughter.) But on thinking it over he recall that no doubt the
members of the Canadian Club were human, and thatght be well if
he went over the line of thought and experiencas tlad brought him to
the conclusions he had reached. He said the baggnoii this rather long-
winded story was about fifteen years ago. He sadwas in India in
charge of the Westinghouse interests in the Easl,iehappened that one
of those interests concerned a survey of a larg#&idt with a good deal
of water-power. The survey was made at the instaridbe Government
of India, and there was found to be a good deakater power all right.
Major Douglas said he went back to Calcutta andI&iand asked what
was going to be done about these. They said, “Weal have not got any
money.” At the time manufacturers in Great Britavere hard put to for
orders, and prices for machinery were very low sdleMajor Douglas
said he accepted the statement made, and, he 2ghppigeon-holed the
fact in his mind.

At that time, he said, he dined frequently withengeman who was the
controller-general of India, and he used to boma kery considerably by
continuallytalking about something that he called creHikused to tell of
his experiences in Indiand Britain withTreasury officials who persisted
in melting down and re-coiningupees, having regard to what theglled
“the quantity theory of money.” “Silver and goldweanothing to do with
the situation; it nearly entirely depends upon darédis friend used to
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say. Major Douglas remarked that had his friendegiyiim a short, sharp
lecture on Mesopotamia it would have been at thatetabout as
intelligible to him. Nevertheless, that fact alsash have got pigeon-
holed in his mind.

Major Douglas proceeded to say that just before Wer he was
employed by the British Government in connectionhwa railway for the
Post Office from Paddington to Whitechapel. Thereravno physical
difficulties with the enterprise at all. He useddet orders to get along
with the job.

He used to get orders to slow up with the job amg pff the men.
“And, as a matter of fact,” said Major Douglas, éthrailway is not
finished yet.” (Laughter.) “Then the war came,” ¢dlajor Douglas,
“and | began to notice you could get money for anyppse.” And that
struck me again as being curious.

After that there was an interval, so far as he s@scerned personally,
until he was sent down to Farnborough to the Rdyatraft Works in
connection with a certain amount of muddle into evhithat institution
had got. After some weeks he had found that thg evdy in which he
could do anything was to go very carefully into tb@sting. His friend,
Sir Guy Calthrop, had suggested to him to get stabellating machines,
which he did, and after a time he began to livehwiltose things, he said,
and even to dream of rivers of cards emanating flloose machines. One
day it struck him, with regard to the figures omos$k cards, that the
wages and the salaries did not represent at th&-wed the value or the
price ofthose goods produced. "You say anybody would knoat,tand |
suppose they would,” said the Major. But it follodvéo him if that was
true, then it was also true kewvery factory in every week at the same
time. Therefore, it was true that the amount of ghasing power or
wages and salaries during that week was not sefiicio buy the product
according to the price at that week. He said he e@dirmed in this by
talking with his chief accountant, who told him ththe Treasury notes
drawn out of the bank each week at Aldershot seetwedome back
again. Some of them became quite old friends.

When, after that, he was immersed in industriapdtss, he had found
that the easiest solution of the difficulty withode who were fighting for
more wages was to give it to them. “It settled g¥eing,” added the
Major, amid laughter.

Afterwards, he said, he went to Richborough, on¢hef concrete cities
built during the war. And he was immensely impresgg the fact that,
despite the withdrawal of something like seven mibk of the best
producers in the country, leaving behind the C3 ylapon, the older
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people, women and girls, yet they had been ablai®e such wonderful

concrete cities. Also, there were being pourediouhense quantities of
material to be destroyed. Yet everybody in the ¢ouwas living at least

at as high a standard as before the war. These ardess detached facts
became also more or less pigeon-holed in his mind.

Then his attention was attracted to a huge propd@ahat was being
conducted to the effect that “we must produce nifokand he began to
think what would happen when the whole of this n#i&#e production
was diverted in peace time. Afterwards, this intfeapropaganda gained
volume, and it was supplemented by a new cry thay twere a poor,
poor nation, and only hard work would save themnfraestruction.
(Laughter.)

Then, he said he wrote an article, the first he kadr attempted. It
dealt with the delusion of super-production, and tircumstances he had
mentioned. He had said that if things were as regmmeed, then the more
that was produced the bigger the problem was gtangecome. He was
severely censured for his contentions, and callegatriotic. But there
was no doubt about it, that, so far as Britain vasicerned, and he
believed Canada, and he knew for a fact United eStathey were
absolutely chock full of the newest producing plakRarms had been
cultivated. There was no unemployment at the tiamed no desire for it.
Then there came a feverish boom, and a spectaaidar in prices;
afterwards an equally spectacular slump, and uneympént. All those
wonderful plants began in be broken up and the owvnte go into
bankruptcy.

“It was not true in 1919 that Britain was a poor,opacountry,”
emphatically asserted Major Douglas. He said fdteén years hdad
been pigeon-holing these disconnected facts, anddse thinking these
things over when his mind went back to his Anglaibn friend. He
thought to himself: That man was right; the keythe problem is credit.
“The people at large had not got sufficient purchgspower,” said
Major Douglas. “I know from my own technical knowlige,” said Major
Douglas emphatically and amid applause, “that thisréo production
problem in the world at all; that there is no sghing which, if you will
put your money down on the table, you cannot géiso, he said that
there is something very seriously wrong with admiration. “Socialism
iIs no remedy,” he declared. “It is only an admirasive panacea. The
only way that administration came in was by the sidaration that it
does not control policy, but finance does. It i® tthan who pays the
piper who calls the tune,” added the Major, amighlapse. | should like
to emphasize the position,” said the speaker. “Yiaue on the one side a
demonstrated capacity to produce and deliver goatisch is far in
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excess of any possible demands, so lasgyou don’'t produce that
overwhelming consumer, warEliminate war, andHherewas a producing
system far in excess or any demands ttet be madaipon it. Major
Douglas claimedhat thewar and the events that followed have proved
that. “It used to be said,” he urged, “ththe cutting off of Russia would
raise the price of wheat in Britain to famine psce“Yet within five
years the price of wheat in Britain was less thafobe,” he said. The
exclusion of these enormous wheat areas had madeamnoeptible
difference at all on the ability of the remainingeas to supply the
demands for wheat. Major Douglas said he mentioteat because
people would admit the argument as regards manurfest but deny it as
far as agriculture is concerned. Hence his illusbra

There was therefore this first fact, that the asaed production power
of the world is far in excess of the power to cansu Yet, on the other
side, there was an increasing clamour for the bacessities of life in
many places. There were huge areas of people iry migncities living
under conditions that did not constitute a decéadard of living.

“So if there was enormous capacity to produce, thiede were enormous
needs to be filled, and something came betweenwoe what was it?”
queried the speaker. “It is the ticket system,”dsMajor Douglas, “by
which the people who want can get from the peoph® pwroduce, that is,
the financial system,” he added.

Having ascertained the broad outline of the thitigg Major said, the
solution became technical. They had to deal with problem to some
extent along the lines in which they would dealhwihe movements of
trains or the running of a factory. He did not hretslightest degree mean
any sort of mechanical process, he said. “What aeehto realise,” said
the Major, is that we have only one way of moving things abthg
world, and that is what we call money or financ#ajor Douglas said
they had demonstrated that they could produce atided anything that
anybody could require, and they had demonstrated that movement
does not take place satisfactorily. Major Douglemdsit was most
definitely incumbent on people who are preparedi®oa good job when
they see it, that if something is not done as regdhis ticket system, the
thing that stands between, then they would hav&dad down, and let the
people who are least fitted to do it, from lackexperience, try to do it.
Somebody has got to do something, warned Major Dxmygand the
guestion is—who is going to do it first? “I wouldglkayou to direct your
attention to the proposition that | am putting brefgou; that it is perfectly
Impossible to deny that the real difficulty liestime financial system, and
that the difficulty arises not through lack of gsodut in lack of
purchasing power. That that purchasing power ispyma question of
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tickets, and that what you have to do is to geo ithte ticket system with
the single object of producing and of arrangingt tha@ople shall get more
purchasing power. Until you do,” said the Majordlosing, “any further

ability to produce is only stultified by the inaby of the general

populationto consume what you produce, and, as a result, thertgy we

have all tried to apply to production, is forcedarwrong channels, and
we get a badly-unbalanced production system, whii¢hink, is what we

have at the present time.”
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As Major Douglas’s discovery that the aggregatepates is always
greater than the aggregate of incomes is a maftprime importance, let
us study it a little more closely.

If all the costs of production were traced backheir original source,
it would be found that they consist of payments smmad somebody or
other for services rendered, real or imaginary; aba first glance, it
might seem obvious that, no matter what the cogptrofiuction may be,
there is always bound to be sufficient money in¢dbexmunity’s hands to
buy the whole product. That is far from being tlase.

What is overlooked is that the various items apim@arn costs to-day
represent payments made over a long period of tifmne were made
last week, some last month, some last year, sontey maars ago; but to
be effective as purchasing powsyw—as they would have to be in order
to buy today’s products—every penny of those paysevould have had
to be saved. We know, however, that most of the egyomas spent as it
was received —had to be spent by the recipientyder to live— and no
longer exists as purchasing power; for, as we stad later, money, or
purchasing power, is extinguished in buying gooals final use or con-
sumption.

Take any business you like, and analyse its castd,you will find that
they can be divided into two groups—inside and m&gayments. Inside
payments are the wages, salaries, commissionsjehds, and directors’
fees, etc. paid to, or received by all the indiathuassociated with that
business, employers and employed, and constitigeg thcome. Outside
payments are payments maeother firms for plant and machinery, raw
material, etc., and these payments are obvioustyyimomme so far as the
paying firm is concerned, yet the selling priceitsf products is the sum
of the inside and outside payments. It follows,réfere, that the people
in that business cannot buy all they produce—assgrhat they wanted
to do so. Receiving an income representing thedengayments alone,
they clearly cannot pay prices made up of both dasand outside
payments. That is true of any single business;efoge it is true of all
businesses collectively.

It follows, then, that the income of the communigyinsufficient to buy
all the goods it produces. This statement remains even if all profits
and interest are eliminated. Prices would stillthe sum of inside and
outside payments, while incomes would be the inppdgments alone.
This destroys the Socialist contention that Predfithe root of economic
evils, and Professor Soddy’s contention that ilnierest which occupies
that position.
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A statement of Professor Bowley’s confirms the hraf the Douglas
analysis. In an article contributed ttee Glasgow Heraldn 1921 he wrote:
“National income is equal to the total value of dsoand services
produced or rendered in the United Kingdom, togethih interest, etc.,
from abroad (less payments), the expense of maimgicapital being
deducted.” Leaving out payments from and to abrcasl merely
complicating factors, the statement can be re-emittNational income is
equal to the total value of goods and services peced or rendered in the
United Kingdom,the expense of maintaining capital being deducte@ut as
prices includethe expense of maintaining capital it is evidehattthe
nation’s total income is insufficient to buy thetroa's total product.

This difference between total prices and total mes has far-reaching
consequences. It means that there is always auwum@il goods which
cannot be bought with the people’s income. The goforming the
surplus must, therefore, either be goods for capitaelopment or goods
for export; and the banks must create credits, tamlthl to the people's
income, to carry them, otherwise production wilbwl down, spreading
bankruptcy and unemployment in an ever-wideningcleiruntil the
surplus can be absorbed.

Capital development has the effect of displacinigolar. If it does not
do so it represents wasted effort. Two quotaticoree from a speech by
Mr. James John Davis, American Secretary of Labanod the other from
a statement by Mr. Ethelbert Stewabmmissioner of Labour Statistics
at Washington, illustrate this effect. Mr. Davisdsa—

“You can make all the boots and shoes needed alynumalAmerica in
about six months, and you can blow all the winddasg needed in
America in seventeen days. You can dig all the coatessary in six
months with the men now in the industry. Becauseth® increase in
population in the last eight or ten years it nowwd take 140 men to
supply the needs of the country where 100 couldadnstead of that, and
in spite of our having 20,000,000 more people,rtheds of the country are
fully supplied with 7 per cent, fewer workers thanl919.

Mr. Stewart said:—

“Every machine that is built to do the work of fooren throws three out
of work. Of course, new industries are created arodiuction increased to
absorb part of the surplus labour, saoneror later we will reach satura-
tion point. Whether we have reached that point naivbe determined by
the middle of April, and if we have reached it, ridn@s only one solution,
shorter working hours. Anything else will be sui@id
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Displacing labour means less money distributed ages, and therefore a
lessened demand for goods in the home market. Aehorarket which

thus tends constantly to contract, by reason o$ ttisplacement of
labour, combined with an output which tends conlyato increase, as
the direct result of capital development, are ctinds which are guar-
anteed to convert the most inoffensive and peagexp nation into an

aggressive seeker of foreign markets.

Now, the “foreign” markets of the world are jusdtmemarkets looked at
from a different angle they are not additional markets. France, Germany,
and America are foreign markets to us in Britainut ko their own
inhabitants they are home markets and we are agior@arket. So if the
world’s home cannot absorb all the goods producexhd we have seen
that they cannot- neither can it’s foreign markeisce they are the same
markets. None of the nations now jostling each otinethe attempt to
capture trade realises that yet. All they are awadres that they must get
markets by hook or by crook, or go under. To tleadt€anbe traced most
of the international antagonisms, imperial expansjocolony-grabbing,
concession-hunting, exploitation of native races;. eeconomic com-
pulsion, and not abnormal wickedness or greed,hes driving force
behind all these activities. Foreign policy is signpn extension of home
policy, and is concerned with the securing of méskabroad in order to
provide employment at home.

As things are, one nation can only expand its fpmemarket at the
expense of other nations; and, as an expanding ehaska matter of life
and death for all of them, the end of the scramb|elearly, war.

War, in our day, whatever it may have been duentomes past, is an
outcome of the efforts of industrial nations to gwexcessive
unemployment; since that endangers their existence.

In earlier times the object of war was to depttilve foreigner of his
wealth; nowadays it is to force wealth on him—byywed sale, of course.
The impulse is not a generous one: nations have@olbecome so
altruistic as all that. It is only that their sensfereal values has been
perverted by a faulty financial system. So perviteit that the more
they give away (exports), and the less they gep@rts), they call a
favourable balance of trade!

War is forced on the nations by economic conditioiitseir peoples must
live; and to live they must find employment, sines, things are, incomes
are only distributed in return for, or in connectiwith, work done. If men
are unemployed they are cut off from the meanse; land, if they are
unemployed long, their thoughts turn inevitablyréwolution.

To prevent revolution and the disruption of thet8tandustrial nations
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must perforce pursue the search for markets, euethe risk of war.
Whether war does result in the capture of new marke not, it does solve
the unemployment problem, very thoroughly, if orlgmporarily. So,
when a nation is faced with the alternatives, ratioh or war, it of
necessity chooses the latter—if it has a choice-thadesser evil.

War cures unemployment by providing millions of m&rth jobs in the
army and navy; and the rest of the nation is keystylsupplying them with
munitions. Credit may be difficult to get in peatme; but in time of war
it flows like water, ensuring plenty of money toesy. Plenty of money to
spend means a ready sale for goods, and risinggrand what is not sold
for peaceful consumption is blown into the air dherwise destroyed.
Production is at a maximum; but the market neveobges overstocked.

Industrial nations can imagine no higher statelefsbthan that a country
crammed full of mills, factories, and workshops,rikiag night and day
turning out goods, any kind of goods, for a markedt never becomes
overstocked. So long as incomes are being dis&tih connection with
the work done, they regard their activity as wegtbduction, although it
may just as easily be waste, as it is in the cakewar-production
generally.

War production is not all waste, however, for ider to keep pace with
the colossal destruction of a modern war, the pctigta machine has to be
brought to a very high pitch of efficiency. War htmus a productive as
well as a destructive side; and if the financiasteyn were properly run,
the nation would be credited with the capital valureated - the new
plant and machinery brought into being in connattath war production
- as well as be debited with the cost of everythiegtroyed; for the cost
of the new plant is included in the price of theode consumed or
destroyed, and is paid for by the general bodyasfstimers and taxpayers,
and ought, therefore, to be regarded as their pegse. Instead of which a
debt, the National Debt, is manufactured againgmhby the banks,
working through the Government—or rather, the Tuegs-in respect of
it.

That these capital values, or their equivalent mrcpasing power
(money), do not become the consumers’ and taxpapesession is part
of the indictment against the present system, arplagns why it is
breaking down.

We have seen that the difference between totakprand total incomes
leads to revolution or war. The next thing to cadesiis how the difference
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Is caused. It is caused by the unscientific wawimch credit is issued and
recalled by the bank, together with the absenceaftrol over selling
prices.

The organisation of credit is one of the greatestievements of our age.
Daniel Webster, the eminent American jurist andestman, said: “Credit
Is the vital air of modern commerce. It has doneaena thousand times, to
enrich nations than all the mines of all the warldnd he is right, even
although the world’s riches exist as yet mainlyampotential form, and
have never been actualised to any great extent. imip@rtant matter is
that they can be actualisedw, almost at a moment’s notice.

If credit had not been organised the world couldsartehave been
organised for large-scale production, or steam atéctricity been
substituted for human energy as the motive powemdustry; and it is
only because the burden of toil has been, or canrbasferred from the
backs of men to the bucks of machines—as Douglds pa-that eman-
cipation in any real sense is to-day a possibdityl not a dream.

What is credit? There are two kindReal CreditandFinancial Credit.

Real Credit has been defined by Douglas as thectigpaf a community
with its plant, culture, and labour, to deliver gsoand services. The
whole community is embraced within the scope of its magnnot the so-
called workers only.

Financial Credit is the instrument for setting R€akdit in motion and
converting it into actual goods and services, aad distributing them
where they are required. It has been well calles ltfeblood of society,
and performing so all-important a function it shebdde under the control
of society; but at present it is privately ownedlaontrolled.

Since Financial Credit is so vital a thing, letaee how it is created, and
study its effects. For our present purpose moneg aredit may be
regarded as one and the same thing. They are haegeable. One
authority, R. G. Hawtrey, says in his bodkyrrency and Credit“Credit is
often said to be a substitute for money. It wouddjbst as accurate to say
that money is a substitute for credit.” “The bank undertake to
transform cash into credit and credit into cashtted choice of their
customers: they themselves claim no say in theanatt

In another place he says: “Practically all purchgspower comes into
existence in the form of credit, and though it neytransmuted into cash
In its passage through the hands either of poor wiem have no banking
account, or of rich men who require pocket-monéygsumes the form of
credit to be extinguished.
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Mr. Reginald McKenna, chairman of the Midland Banised words to
the same effect when addressing the shareholdethabfbank in 1924.
“The amount of money in existence,” he said, “varealy with the action
of the banks in increasing or diminishing deposW&e know how that is
effected. Every bank loan and every bank purchdsseourities creates a
deposit, and every repayment of a bank loan andyelvank sale destroys
one.”

Hawtrey says further that, “Credit originates inoguction and is
extinguished in consumption”; and, referring to treation of credit, that
“The banker creates the means of payment out oimmth

It is a common belief that when bankers lend mongeyis their
customers’ deposits they are lending. That is aigleh, held by Bernard
Shaw among others. One of the greatest authordredanking, H. D.
Macleod, tells us in his booRhe Theory and Practice of Bankinat-

“The essential and distinctive feature of a ‘baakd a ‘banker’ is to
create and issue credit payable on demand, andighistended to be
put into circulation and serve all the purposesnodney. A bank,
therefore, is not an office for borrowing and lengimoney; but it is
a manufactory of credit.” “In the language of bamdyj adepositandan issue
ae the same ting “It is commonly supposed that a banker’'s profit
consists in the difference between the interespags for the money
he borrows, and the interest he charges for theawdre lends. The
fact is, that a banker’s profits consist exclusweh the profits he
can make by creating and issuing credit in exceflsshe specie he
holds in reserve. A bank which issues credit ontyexchange for
money, never made, and can by no possibility makefits. It only
begins to make profits when it creates and issueslit in exchange
for debts payable at a future time.”

The points to be noted particularly are:—

(1) Practically all purchasing power comes intos¢aince in the form of a
bank credit.

(2) Bank credits are created by the banks out of mgthi
(3) They originate in production, and are extingnaa in consumption.

All the credit that the community gets and converiso money and
spends or saves is manufactured by the banks onothing. It is lent to
manufacturers, dealers, and others who requireritieir business, and is
circulated by them throughout the community. Sorhé& goes direct into
the pockets of consumers, as wages, salaries,vadtesids; and, in being
spent, it transfers goods from the ultimate vendor retailer to the
consumer— that is its function. Thisewvill call “consumer credit,” and
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the costs it creates “consumer costs"—that is, ostpresenting
purchasing power in the consumer’s hands, costsahepay.

The rest of the credit issued is used to transéerdg, not from retailer to
consumer, but from one business firm to anothers e will call “busi-
ness credit,” and the costs it creatbsisiness costs.”

These two classes of credit and costs coincidéh whe inside and
outside payments of the analysis in Chapter I.

The distinction is purely one of function, and isae for elucidation
purposes. So far as the business world is concetniednot perceived to
exist. If it was, the economic problem would prolyabave been solved
long ago. Any bank credit will perform either furant.

Business credits, as defined, are nobody’s inconmat-tis the
Importance of the distinction made above - so bessncosts are costs the
consumer has no money to meet and cannot therpfore

Business credits are mere replacement creditsaceq earlier issues of
consumer credit which have been spent and extihgdisfor what is a
consumer-cost at one stage of the productive psobesomes a business-
cost at all subsequent stages.

It is important to note that all money or credittsagn two different
directions at one and the same time. It createsaosis for the borrowers,
and, in being spent, pays off old ones. By thisldeuwaction the cost of
what is consumed is transferred and re-embodiethencost of what is
produced; but—and this is the whole economic probie a nutshell—the
money, or credit, so spent, in liquidating thoseliea costs, is repaid to
the banks and cancelled, while the production cadshss created remain
in existence practically for ever, by the constaepetition of the re-
embodiment process.

Business credits perform a useful and necessargtitumin transferring
goods from point to poinwithin the productive system, and so building up
stocks and capital (the machinery of productiont their usefulness is
wholly nullified by the fact that not being anybdgyncome, they cannot
transfer goodsut of the system for the personal benefit of the comnyuni
This tends constantly to bring the system to addah. They create costs
which must appear in retail prices; but they carmodge the gap between
retailer and consumer.

This explains why all the discoveries and invensiari the last hundred
years or so have resulted in a tremendous developrog productive
power which is not reflected in a correspondingréase in the general
well-being - why, for instance, slums continue tasé side by side with
the means to wipe them out of existence.
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All social advance is held back by the fact thae twhole body of
production costs has to be met out of the consusn@come; and as the
two things are incommensurate, a mere trickle obdgoreaches him. If
any change is to take place, if the trickle is emtme a flow proportionate
to the productive power potentially present, th@stoner’'s income must
be increased; but the increase must come from stmewvoutside the
productive system: it must not appear anywhere @ssé or costs will rise
in proportion as the consumer’s income is increased no more goods
will reach him. In other words, it must be a fresue of money. This point
will be dealt with later.

The fact that all costs are unloaded ultimately tbe consumer may
seem to contradict what has been said: may seeshdw that he has the
money to meet them. It does not: all it shows &t tifne rate of liquidation
Is the rate at which he gets money to spend, netrédte at which costs
mount up.

IV

The outward flow ofcredit from the banks to consumers represents what
we may call the flow of production. The inward flowofn consumers to
the banks represents the flow of consumption.

Now, it is the banks’ constant endeavour to recdheir credits as soon
as possible after they are issued. Most of thenrecevered inside a few
weeks, and three months is about the extreme lohitime allowed for
repayment.

Bearing in mind that the outward flow of credit—e.i. loans—represents
production, and the inward flow—i.e., repayment loans—represents
consumption, it will readily be understood thathe outward and inward
rates of flow, to and from consumers, are approx@&tyaequal, if credit
flows back to the banks as fast as it is issued#-dses--it should mean
that we were consuming all classes of goods asamste produced them.
It should mean not only that weereconsuming food, clothing, comforts,
and luxuries as fast as we produce them, but adssuming our capital,
our plant and machinery, buildings, roads and rayiwharbour, and ships,
etc., since these things were all brought into texise by means of credit
iIssues; but we know that that is not happening. tMdshe goods of the
latter class—capital goods—Iast for many years keefoeing used up or
scrapped.

What actually happens is that the money or crestieived by consumers
in connection with cycles of production not yet qieted—that is, not yet
materialised in final (consumers’) commodities—aken from them via
the prices charged for goods belonging to cycleslwhre completed.
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Although this means that the public are being rabloé purchasing
power which properly belongs to and should be nes@rfor future
purchases, it does not necessarily mean that pesfiig is beingndulged
in: it only means that consumer-credit is beungpd topay off business-
costs, the major padf prices ingeneral being business-costs. It is only by
draining the public of what should be their reservést current costgan
be met and the system kept runnirgit therunning grows increasingly
difficult by reason of thelraining process as the proportiohbusiness costs
in general prices increases.

If anyone doubts that credit flows back to the kmmas fast as it is
iIssued, he has only to ask himself how much hd Bolds of his last
week's wages, last month’s salary, or last halfr\gedividends, to realise
how fast his money slips from him. And as with hem with everybody
else; and the place it slips to is the banks, twceabank loans.

It is necessary for the bankers’ plans that curggmtes should rise in
direct ratio to the volume of credits issued, ownse they would be
unable to recover their loans within the narrowitsmof time they allow
for repayment. At one time their safety dependedjoitk repayment; and
if prices did not rise, money—Ilegal tender moneyd-dot flow into their
tills fast enough for their needs, and being undbleeet their obligations
they had to suspend payment. That danger hardlgtexo-day. In an
emergency the Government would authorise the aeaif as much legal
tender money as they cared to ask for.

The profiteer’s plunder is only a drop in the buigkleut he is a very
useful ally of the banks; for the faster money tensqueezed out of the
public and returned to the banks the stronger aol#éliter consider their
position, and the men who can squeeze it out fastasd highest in their
regard. The prosperity of a country, however, is toobe measured by the
prosperity of its banks; the two things do not parallel.

The only way in which outstanding issues of crezhnh be cancelled,
short of bringing industry to a complete standstiél by the creation of
other and larger issues, larger because they ltagever the profits of the
earlier borrowers and the interest on their borrgsi and as the creation
of credit is a bank monopoly it follows that thenmmunity can only rid
itself of one burden of bank debt by saddling itsath another and larger
burden. Now, money is never borrowed except togens but, as it must
subsequently be repaid, the borrowers have to spemd producing, or
inducing the production of, something that can bkl;swhich means that
the harder the community works and the more it poes the deeper it
goes in debt to the banks.

If the banks lend freely, trade booms. If they \aiolhd loans, as they do
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from time to time as a matter of policy, it collggs and the less
favourably situated members of the industrial commuare forced into
bankruptcy, or are called on by the banks to rediimsr capital, and
perhaps dismiss capable and efficient directorsankbnominees being
installed in their place — which is just as bad.

The withholding of loans may have in view the retiloic of prices — a
laudable object in itself if properly contrived —drmay be for the less
admirable purpose of acquiring valuable assetd@ftice of an old song.
Both of these things result when the banks curtaéldit issues, be the
motive behind their action good or bad.

V

The effect of credit issues on prices is the néxtg to be considered,;
and it is necessary to distinguisbBwcredits from credits which merely re-
place earlier issues which have been recalled amt¢ealled. Hawtrey, in
Currency and Credjt says: New credits, as distinguished from those
created merely in replacement of old ones, aretedeto pay the profits,
remuneration, interest, etc., of those who contebueither by their
personal services or by the use of their propeaygroduction.”

As new credit issues are created in advance optbduction they are to
finance, some time, perhaps a long time, may eldygfere the finished
product, in a form available for the final consumisrready for sale. But
as they are operative as purchasing power immdgiabey are created
they increase the supply of purchasing power neddyi to the supply of
goods for sale.

Now, the effect of increasing the supply of purahgspower, without
simultaneously increasing the supply of goods flesis to raise current
prices; and that reduces the value of the individilaAs things are, every
member of the community possessed of money losesrtain amount of
purchasing power with every new credit created. $tck of money may
be undiminished, but it cannot buy as much as legfor as much as it
ought.

It may be remarked in passing that, apart from tuestion of its
legality, a bank credit, being created out of nothidiffers in no essential
respect from counterfeit money: its effect is almpecisely the same. It
Is arguable, indeed, that, of the two, counterfatney, if it remain in
circulation undetected and is not on too largealesds the less harmful to
the general community; for, being invariably spepnh personal
consumption, it stimulates the production of conabie goods and so
increases the general well-being almost to the éxilent of the money
spent, without creating any new debt in the proc®¥#lsereas bank credits
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are all debt, and, being spent on production ofclwhoanly a fraction is for
personal consumption, the general well-being bésefmly to a fractional
extent.

A story taken from an American popular magazine agtdld in Public
Welfare in a condensed version, some years ago, is ceglare: —

I've forgotten the hero’s nameap let me call him Joe. Well, Joe is caught
making corn-whisky. This is in a remote Americarttlegnent. He is fined
100 dollars by the “Court” (who impound and, inonda&lly, imbibe the
said whisky). As he has no money, the “judge” lehds a few dollars,
and tells him to go into the next settlement andhigie with it so as to
win his fine. On arriving there, Joe finds himsedhged with a crowd of
others round a pea-and-thimble “banker.” By usihg smart device of
dabbing a little gum on his pea, Joe wins 100 daslld&’he astonished
banker searches himself laboriously, and finallsh&s out a 100-dollar
bill, which he disconsolately tossesloe.

On his way back to the court-house Joe meets atpathom the court
was due to pay 100 dollars. So he says, “Come aluitly me and bring
your bill, I'm paying the court 100 dollars.” “Rigt!” assents he.

Arrived there, Joe pays in the money. His pal tigees in and gets it
from the Clerk. But on the doorstep the Clerk r@@gors in his private
capacity from the side entrance, and demands til@edbllar, from Joe’s
pal in settlement of a debt. Before the Clerk hasgyten yards away he
meets a creditor of his for the same amount, and pam with the 100-
dollar note. This rather intrigues Joe, and he &a@tsself to watch what
happens further to this piece of paper. Well, dgrihe rest of the day he
watches it gyrate round the settlement effectinglesments right and left,
until it has changed hands about one hundred anty thimes. Finally,
Joe sees it come into the hands of someone who bmel0 dollars. So
when Joe gets back to his shanty in the eveningh&® this much-
travelled note in his keeping again.

During the night he is rudely awakened to look une tbarrel of a
revolver held by the pea-and-thimble banker. “Wderthat 100-dollar
note?” demands the intruder. “Up in that tobacco”janswers Joe,
accepting the inevitable. “Thanks,” says the banleatracting it. “Now,
exchange ain’'t no robbery; so how about these?tinars he, offering
Joe four 25-dollar gold pieces. Then, going tofihe, tearing up the note,
and dropping the pieces in, he remarks to his athazanpanion, “I've
been looking for you most of the day, and was staremy life you'd
pass it on to someonls a counterfeit’

When Joe snuggled down to resume his slumber afteunnaturally
long cogitation, this curt commentary took wing rfrdhis pillow: “Waal if
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thet dont beat Hell”

Moral (1). Bad money can discharge debts as effebtias good, so
long as it is accepted.

Moral (2). It is general acceptance which creates value of any
money, not any inherent property it may posses<tidr it be of gold or
paper, or be created by the State, banks, or od+earm rogues.

New credits, therefore, are created at the publexpense. Properly
regarded, it is the public that advances them, thet banks; but as the
latter do the book-keeping, they are regarded, myédrd themselves, as
the lenders.

But the people for whom these credits are creatdd get them as loans;
and as it is the nature of all loans that they nestepaid, the borrowers,
after spending what they have borrowed, have towecthe amount from
somewhere in order to repay the banks. The only wawhich they can
recover it is through prices, by the sale of tlgmods. The spending of the
borrowed credits (created out of nothing) had afiatronary effect on
prices which robbed the public of purchasing poegual to the amount of
the loans. The goods bought were in effect stolesmfthe public,
unwittingly, and without evil intent, of course, meturn being made for
what was taken. The subsequent sale of the borrowedtolen, goods,
now probably increased in value by the labour o thorrower or his
employees, means that the amount of the loans Bars baken from the
public a second time; but this time an equivalemtgoods is given in
return.

Every new credit, therefore, affects prices twiee once at the time it
Is created, borrowed, and spent, and a secondinen the goods it was
instrumental in making are sold.

It is a distribution of income once; but it createsost which remains in
prices as a permanent charge on industry, borrsole business or other,
until a bankruptcy, or a forced sale under cost,aowriting down of
capital, blots it out of the community’s book ofste. Every cost has, as, it
were, two lives—an ephemeral lilss somebody’s incomeand aneternal
life as nobody’s income; and, as the ephemeralvsys passing into the
eternal, the level of prices is always rising refaty to the level of
incomes; and this causes economic instability, plyye and
unemployment, which, again, leads to revolutiorwar, as we have seen.

VI

To put it shortly, the general effect of the exagtisystem is to abstract
present purchasing power from the consuming puldio] devote it to
further production; but the people from whom therghasing power is
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taken are given no share in the new production.

Theoretically, more production should result in r@ager distribution of
goods for everybody; but the theory does not warkio practice, because
the process of abstraction is continuous, the meaif new credits being
continuous, and because the financial system maldegrovision for
restoring to its rightful owners the purchasing powbstracted.

The purchasing power filched from the public is d&d to capital
production, or goods for export; first, becausejngefilched, it is no
longer the consumer’s, consequently there is neesem producing with it
the goodshe wants, since he could not buy them. Second, becdesng
issued as loans to producers, the goods produceditnshould preferably
be of such a type as will form good security foe tbans. Capital goods—
buildings, plant, machinery, etc.—have good seguwdlue in the eyes of
the banks; goods for personal use or consumptioe htle or none.

Owing to this effect of the banking system bringns@ant in its
operation, through the lack of control over priceapital development
proceeds at the expense of consumable goods, tiedfigoods that we,
as individuals, need or desire; and it should halik necessary to state
that the satisfaction of personal needs is the golification for
production of any kind. We produce a superfluity factories and
workshops, plant and machinery, rather than ofassentials and comforts
of life. We pile up mountains of capital which yidels only the merest
mouse of consumable goods in return.

Factories, plant, and machinery, are indispensabke modern world,
and, properly used, may be the means of makingcasanically free; but
their production must be kept in a sane relatioth® production of goods
for personal use or enjoyment, or the whole purpo$eindustry is
frustrated. And it should be evident to the mostuzd observer that the
purpose of industry is being frustrated to-day.

This constant filching of purchasing power by tmeation of new credits
keeps the bulk of the population round about theepty line. Poverty
forces them to compete with one another for a placeéhe productive
system, money being, at present, only distributedugh the channels of
production, and living being possible in civiliseduntries only if one is
possessed of money. This competition keeps thewneration low. They
are told that if they would only work harder themould be plenty of
goods for everybody. It sounds plausible; but takaty lies in the fact
that the goods they are asked to produce are mothss of goods they
themselves want. They want food, clothing, housesforts and luxuries;
they are set instead to develop capital, to buildnake ships, railways,
roads, factories, plant and machinery - good thirajs of them, in due
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relation to other things, if rightly used—but ndtetnselves capable of
satisfying any real human want or need—assuming tha producers

could buy all they produced, which we have seery ttennot. It is time

enough to multiply productive plants when the erigtplants show signs
of being unable to cope with the real demands ofsamers, not before.

It should not be necessary to have to state theoabwvruth that the only
way to increase the supply of necessaries, comfartd luxuries, is to set
about producing more of these thing®t to produce something else; but
economists are shypnotised by the conditions imposed on industry by
bankers that few of them are capable of seeingbaioas truth.

The promise of more goods in the future is danddefbre the worker, to
keep them working; but the promise is not fulfiljegdr the reason above
stated - the constant filching of purchasing powgrthe creation of new
credits -and its effectiveness as an incentive dbour is failing in
consequence.

Capital development, under the present system, vepshes the
country at home by displacing men in industry andegping their
remuneration low, thereby reducing their spendirmmyvgeer and so cur-
tailing the home market for goods; and it endandleescountry abroad by
compelling it to seek an ever expanding foreign ke&rcapable of
absorbing not only the surplus production whichraatnbe bought by the
home population—and this surplus increases as d® af machinery
Increases—nbut also of a further amount of productidhe manufacture of
which will give employment to the men displacedthg machinery.

So it is true, in a sense, to say that Capitalisnthe enemy; but it is
Capitalism misdirected by finance. The Socialisttpie of the capitalist
as a monster who delights in grinding the facesh& poor is a mere
caricature. The so-called Capitalist - the emplopérlabour—has no
objection to payinghigh wages so long as it does not hindiem from
selling his goods quickly and at a remunerativec@riThat was proved
over and over again during the war. The more cdaetkime can make his
employees the better for himself and, in actuat,fdee difference between
the wages paid by the best employers and the wersb small as to be
hardly worth taking notice of. All employers are thie mercy of forces
outside their control. Control resides in Finanttes financier occupies the
ultimate seat of power. Governments merely regibkisrdecrees, or else
concern themselves with indifferent matters thaavke his power
unaffected.

The capitalist employer is also quite indifferertiavgets his goods. Rich
and poor, friend and foe, are all alike to him Imstrespect. His one con-
cern is that he shall recover his costs in fulld anake a profit of some
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sort, for the simple reason that, if he does netgbes out of business and
ceases to function as an economic unit. Pay hincbsss and he becomes
guite indifferent who gets his goods, or whetheeythare blown into
smithereens or sunk to the bottom of the sea. Pxgblaec would prefer
that they should be put to some good use; but sg ks the size of his
iIncome depends on the magnitude of his sales, andng as the financial
system makes it more difficult for him to sell hg®ods than to make
them, so long will he welcome any form of destrantior waste that
increases the demand for his goods—provided heaid for them. He
would be more than human if he did not.

Similarly with the worker. So long as work is hisle road to an income,
and so long as new machinery keeps on reducingnéleel for his labour,
so long will every form of waste and destructioatticreates a demand for
work be welcome to him also.

Whoever pays the capitalist’'s costs gets his goddshe community
likes to do it, as it ought, he will, with the gteat goodwill in the world,
pour out necessaries and luxuries in astonishingntjties, sufficient to
make everybody rich, and as fast as we like to ¢ive orders.

The employer of labour is nowadays little more treakind of manager
or superintendent, who makes his living by carrymg a policy dictated
for him by his master, Finance. He is probably ursmous of the fact,
and may assert in good faith that his policy isdws. It may seem so; but
two things must be borne in minfl) Men, whatever their tastes or
inclinations, drift inevitably into those businessa occupations in which
money, be it little or much, can be made, and duthose in which it
cannot. Which of these classes a particular busimes depends entirely
on whether the banks are or are not directing mooeycredit into
channels favourable to that business. A2nan, when in business, has to
frame his policy according to what he thinks wikhyp and that again is
determined by the direction and volume of the flofacredit.

You may, by political or other means, dispossess émployer of the
capital he calls his own without changing in thiglstest degree the policy
he is engaged in furthering. You may nationaliséustry, you may
nationalise banking, even; but so long as the camdrpresent-day finance
are adhered to the evils usually identified withp@alism will remain; and
the canon of present-day finance that is respoedibt all the trouble is
the one which ordains that all the costs of pronuncshall be recovered in
prices.

That is a business and financial axiom which mwesichallenged. At no
time is there enough money in the consumers’ haodgsay all costdn
full, since these are largely made up of past speysdIf we accept the
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axiom we must logically accep@tll that flows from it—bad trade, labour
troubles, uemployment, poverty, and war all the networkof social and
political problemsnow perplexingand alarming the world; for it is the
primary cause of them all.

Hard work, goodwill, economy, and saving—presumexh&dies held in
high esteem by Press and Parliament—are powenbessre what is, after
all, an error in book-keeping; for all finance iseraly book-keeping.
Incorrect book entries upset the balance betweeregprand purchasing
power; and corrective book entries alone can resitpitogether, of course,
with the financial operations these entries widred for.

VII

If the diagnosis has been followed and ustterd,the remedy can easily
be guessed. Either incomes must be increased withoreasing pricesyr
prices must be reduced without reducing incomesthertwo operations
may be combined.

If more money be put into circulation in the ordipavay, prices, being
uncontrolled, will certainly rise, and the problewil be as far from solu-
tion as ever; so it can be laid down as a firsential that selling prices
must be regulated; but they must be regulated omesscientific principle.
What is that principle? This brings us to the pesblof the Just Price; but,
before discussing it, it is desirable to removerg@jydice which is sure to
arise in people’s minds—particularly if they makeeir living by selling
something; and who does not?—when regulation ofgsriis mentioned.
Payment of the producers’ costs and recovery ofatheunt in prices from
consumers are two things which can be entirely adisded from each
other; and in all that is here said about regulatod prices it must be
understood that the regulation is to take plafter the seller’'s costs and
profit have been paidt would not affect his pocket in any way except for
the better, by making sure that the public have th@ney to buy his
goods, and so making it easier for him to do bussné would not even be
necessary to fix a rate of profit, although, in ¢ima standard rate would
probably crystallise out; for, as competition woudgb on as before,
between man and man, profits and, incidentally, esagnd salaries -
would be kept within reasonable bounds

The Just Price is the pivot of a sound economidesys balancing the
outward and inward flow of credit with the prodwstiand consumption of
goods; and it cannot be determined by the higgliighe market, the
present method of determining prices. It is a matter scientific
calculation, based on recorded statistics; butegaisimple calculation for
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all that.

What is the Just Price? Civilisations have gone maarough failing to
find the true answer to that question. The late was caused by the same
failure; and the peace which has succeeded it—aeped exhaustion
only—is merely a breathing space before a more Ilgeadr, unless the
true answer be found and acted upon; for moderrs \aaise because the
present financial system cannot distribute the vteahe world is so
skillful at producing; and the Just Price is théusion of that difficulty.

The Just Price is not the amount of money an artdll fetch, neither is
it the net cost price, as cost price is at preseakoned. If money did not
exist it would be easy to see that tieal cost of producing anything is the
amount of energy, human and mechanical (or somDauglas expresses
it), expended or used up in the process; and thisneasured by the
guantity of goods and materials consumed in praumat. In short,the
costof production is consumptionso, if the money cost of the community’s
production and consumption is known, the Just 8glRrice of any article
Is easily found. It is the same fraction of its £psce as the nation's total
consumption is of its total production, reckonedterms of their cost
price.

In other words—Cost Price should be to Selling €rees the Total
National Production is to the Total National Conguion.

(Cost Price, as here used, includes the sellerdditprTotal National
Consumption includes all depreciation or decreadesapital; and Total
National Production includes all appreciation acregases of it.)

It may sound complicated: it is really simple.

As the sum of the nation’s capital assets and afdgoproduced or in
course of production, in a particular period (trendminator of the price
factor), is always greater than the sum of all gosdld for final use or
consumption in the same period (the numeratamylincreases with every
new discoveryandinvention, the just Selling Price should be alwagsd
increasingly, less than cost price.

That is to say, if it were found in any period thhe cost price of all
goods produced, including the money value of adl ttation’s plant and
machinery, raw materials, etc., amounted to foones the cost price of all
goods actually sold to final consumers in the sa®eod, the Just Selling
Price of any article for that period would be a darn of its cost price.
Thus, if a suit of clothes, or a dress, cb8to produce, it would be sold to
the consumer fo£2. If a house cost £1,000 to build, it would be sabd f
£250 to the man who bought it to live in; and so on

The meaning of that is thd3 in every £4 of the retail sales for that
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period represents costs which have been passeddneaembodied in the
cost of other goods to be sold in the future; ahdhe amount is not
restored to the purchasers by the banks injustideb& done, and there
will be a shortage of money, and future sales ndesline.

For it must be remembered that the money that digigs costs is itself a
cost somewhere; but, as things are, it is extirgrdsin the act of liquida-
tion, and is not therefore available in the future to trtee body of costs it
has helped to create.

It is an error to think of production and consuroptias two entirely
different things; and while they are so regardedear view of the price
problem cannot be obtained. Strictly speaking, éhisr no such thing as
production and consumption: so far as we know, ahmunt of matter in
existence remains constant. What we designate é&setihames are merely
certain changes that we bring about in the preWoexisting stairs of
matter. The “production” of a ship, for instancemplies the
‘consumption” of steel and iron, wood, and otherssabces. It also, in
respect of the wages and salaries paid to the pasbb helped to build it,
involves the destruction—or consumption, or depagon—of
considerable amounts of food, clothing, comfortsl &imxuries. But if the
cost of the goods consumed—the metal and wooddoaed butter, shirts
and socks, etc.—appears in the final price of the,sas it does, and if the
money spent on these things is extinguished indspent, as we know it
IS, where is the money to buy the ship to come ftohmd why should the
public, in paying for the ship—by way of freightachfares—be charged
up with the cost of goods they themselves have faidnd consumed?

The result of regulating prices in the way proposesuld be that the
community would always nave sufficient money in jtsckets and bank
accounts, not only to buy all it actually producédt to keep on offering
inducements to producers to continue producingoag las any economic
want remained unsatisfied. The price formula reduymeces to the level at
which the communities unsold goods and capital tasseuld balance the
money it had to spend, thus ensuring that thereldvdne no artificial
barrier to the effective distribution of goods. Bhualong with their
production, the market for them would be built up.

It is necessary to sell under cost, not only toukiice to the consumer,
but also to enable producers to get their goodd seddily, and keep the
industrial machine running smoothly.

It is only necessary to adjust retail or final @3¢ since all intermediate
costs, however incurred, are passed on and includestail prices.

The price-regulating formula is the idea of a geniand the day of its
adoption will be a red-letter day in the historytbe world. By its use, if
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production gained on consumption—as it normally dafeall financial
hindrances are removed—the resulting fall in pritesonsumers would
be at one and the same time an intimation to tloelycer that he might
slacken his efforts and take a holiday, an invatatto the consumer to
consume more, and the equivalent of a gift of moaegbling him to do
So.

If, on the other hand, consumption gained on prtida¢ it would
manifest itself to all by a rise in prices to commrs. This would
automatically slow down demand for the time beibgt only for the time
being; for it would also inform the producer thaedh productive effort
was called for, and, being himself a consumer, ltss of money caused
by the rise in prices would stimulate him to makand so earn more.

Many people find it difficult to grasp the idea thanderlies this
proposal to sell under cost. It seems prepostettoushem; but only
because they take the present costing system shwithout troubling to
understand what it means.

It may appear clearer to them if they bear in ntimel fact that, normally,
the nation’s power to produce is very much gredtean its power to
consume. Even during the war, when consumption aedtruction
together reached a higher level than they everbdifbre, or have since,
production, except in the early days, before thedpctive machine got
thoroughly going, was so easily able to cope willhnaeds that it was
years after the Armistice before the surplus produncwas all absorbed,
if, indeed, it is all absorbed now.

For instance, a house may be built in a year o &asl last for fifty or a
hundred years. A suit of clothes, or a pair of Ispmade in a few days, or
a few hours—or even minutes, under mass-produanethods—will last
for months, or it may be years, and so on. Thatnmaethat we produce
Real Credit—or wealth, if you like—at a faster rdaban we consume or
destroy it; and as our Financial Credit, or moneyght to be an exact
reflection of our Real Credit, it is clear that neynought to be distributed,
via costs, as income to the community, during tberse of production, at
a faster rate than it should be taken back agaia,pvices, during the
course of consumption, if the financial book-keepiis to give a true
record of our production and consumption of Readdit

The difference that exists at present between fygemate of prices and
the aggregate of incomes (or consumer purchasingeporepresents a
large reserve of Real Credit, or power to produ@alth, upon which the
community is debarred from drawing, owing to thelfa of the financial
system, but upon which it could draw immediatelyhié necessary price-
regulating arrangements were made and the necedsmycial tokens
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(money) were distributed to the individuals compasit.

Selling under cost in the way describeduld not deprive anyone of a
farthing of his income. The adjustment in pricesreots a flaw in the
financial book-keeping which keeps prices abaveomesand so hinders
the distributionof goods.There is no Question of penalising anybody or
making him poor: that is quite unnecessary. The lelobject is to make
everybody rich, not a few only.

Vil
To summarise;—

(1) The primary cause of the world’'s troubles is thetféhat the
aggregate of prices is always greater than theeagde of incomes.

2) The cause of the difference is the manner in wicddit is issued
and recalled, and its effect in raising priceshiéy are not scientifically
regulated.

3) The effect of the difference is war or starvati@emher or both of
which will destroy civilisation unless the finantsystem be reformed.

(4) The nature of the reform must be to make the n&ianoney
balance the money value of its capital assets awtlg making and for
sale. This involves issuing credit to consumersepehdently of costs,
also price-regulation and selling under cost.

The effect of the remedy would be:—

(1) Prices to consumers would fall immediately to acfi@n of their
present height, and would continue to fall indefity; while incomes,
instead of falling, would rise progressively witliegy advance in applied
knowledge.

(2) Whatever the community produced it would be ablepty for;
consequently, trade and industry could go full stehead as long as any
economic want remained unsatisfied. Cycles of gand bad trade would
disappear, since human wants, however much they chayge, do not
wax and wane in conformity with such cycles.

3) Poverty would be abolished; and all the human enengsdirected
or bottled-up as the result of poverty, would findtural outlets, to the
great benefit of the national health.

(4) Foreign trade would lose its competitive charactes; the main
cause of war would cease to exist. We should najuire foreign
markets—that is, there would be no compulsion ortaubunt for buyers
abroad in order to keep things running, since weughhave all the buyers
we require at home; but, having acquired a likimg iumerous foreign
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commodities there is no reason why we should not indulgeaitd, of
course, there would have to be a reciprocal expbrjoods to pay for
them. The real object of foreign trade is, as ThewNAge says, to
diversify consumption.

(5) All fresh capital being provided by the communitya the banks,
and price-regulation being a communal function, pmver of the so-
called capitalist to exploit either his employeestlve consumer, and his
temptation to do so, would be destroyed. Striked &ckouts would
become things of the past; and the distinctionswbet Capital and
Labour would ere long become meaningless and lyoften.

6) The human race would be lifted on to a higher plalegether, and
would begin to taste a lasting freedom and peacettie first time in
history.

It is an indispensable part of the reform propodst money, equal in
amount to the value of all new capital—or capitalues—created, should
be distributed free and equally, in the form of acial dividend, to
everybody, as a right, and independently of whatmlag earn by any work
he may do.

Of the right of every member of the community to“anearned” income
of this kind there can beno question. The productive machine a
communal creation, and the accumulated knowledgeeoturies went to
its making. It isnot the creation of the men who run it to-day. (Their
contribution, divested of all they have inheritedrh the past, is of no
higher value than the Stone Age man’s.) And itsdpiciive power is so
tremendous, if properly used, that it would be shesanity not to base
public policy on these two undoubted facts. Thatwe should pay the
men who run the machine, and pay them well; but sheplus they
produce over and above the value of their pay aniaegs, profit or
dividends, is an unearned increment which propbdiongs to the whole
community; and it should be distributed to everypashually, without
conditions or stipulations of any sort.

If we have a prejudice against unearned incomesshnadl have to get
over it; for the plain truth is that human labosrbecoming of less and
less importance every day as a factor in productaord, if human beings
are not provided with unearned incomes, the bulk tbé world’'s
inhabitants will soon have no claim to existencealat

The possession of a private unearned income wolwddenevery man,
woman, and child in the community independent, amhde to face the
future with equanimity. It would also put them ihet strongest possible
position to resist tyranny of all kinds. How manyaseful and
objectionable things are being done today by peagie hate doing them
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simply because, lacking independent means, thenataafford not to do
them?

IX

The remedy can be applied in several ways; butptieciples outlined
underlie them all. All that is needed for introdongiit is a knowledge of
the money value of the nation’s production and comstion, and of the
individual’s consumption; and easy ways of arriviagthese particulars
can be found. Approximate accuracy will do to beguth; refined
accountancy can come later.

If the banks were disinclined to introduce it thedwes, the first step
would be for Parliament to enact that on and adteertain date they must
keep their books in accordance with the princigstablished by Douglas,
and that, from the same date, the Government itgelfld regulate retail
prices on the basis of the statistics of the nasioproduction and
consumption.

The financing of business would be done by the badikect, as agents
for the community, all manufacturers, dealers, agt@ilers being granted
credits to pay their costs as they arose. No prodado be sold under the
price formula would be financed out of earnings.

Merely to illustrate the principles in action, le$ picture the productive
process, with goods passing through a successitbarmds—A, B, C, D, E.
B’s borrowings would cancel A’s borrowings (costs)d pay A’s profit.
C’s would cancel B’s and pay B’s profit. D’'s woutdncel C’s; and so on.

If E were the retailer, his borrowings would hawelte large enough to
pay D’s costs and profit, and E’'s own costs andfipralhis latter
provision is to ensure that when goods enter thailrenarket enough
money to buy them has been distributed to the cmnsg public, of whom
the retailer is one.

The consumer, on making a purchase, would pay ¢ailer the full
price of the article bought, and would receive witha voucher for the
amount paid, as is usual now. These vouchers hédnymesent to his bank
for recording, and at suitable intervals of three, or twelve months he
would be credited with the amount due to him, ascdunt on his
purchases for the period, as determined by theePFormula for that
period.

The retailer, having already had his costs andippdid by issues of
credit, would repay the banks all he received frparchasers; but he
would repay only as and when he made a sale. Toenmak repay at
arbitrary dates, fixed independently of how hisesaare going, is wholly
unscientific, and forces him to rob the public wheer he can, besides
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throwing the whole economic system out of gear.

By this method the whole process of adjustmentaisied through in the
banks books; and this makes for ease and simpldadityorking; but there
are other methods; and, as the British people pdg attention to theories
unless they work out in practice, it is possiblattlsome rougher and
readier way would be adopted at the start.

X

The promise this reform holds out for the humaneras beyond
calculation. It would not only put an end to labawoubles, and in so
doing remove all fear of internal disruption; butwould also change
international trade from being a struggle for maskeerminating in war,
and differing from war only in the nature of the ap®ns used, into a
friendly exchange of superfluities, bringing advege to all concerned,
and doing harm to none.

With international trade established on a soundfaieddly basis, all the
probable causes of war would disappear. Nationsdcquarrel as much as
they liked - if they could find anything to quarrabout—but they would
no longer endanger each other’s existence. Warsnatebred of casual
guarrels, but from the existence of some standimgane, and from the
preparations made to ward it off.

The scheme of reform could be introduced withineav fweeks of its
adoption by the country. That is a sufficient answe those who, like
Ramsay MacDonald, contend that economic conditicas only be
improved very gradually. It is not true. The Goveent has it in its power
to solve the unemployment problem, reduce retaitgs far below the
1914 level, and put everyone beyond the reach aftveamd well on the
way to a lasting prosperity, within less than aryefit cared to introduce
this one measure of financial reform.

Needless to say, finance by itself, without readdurctive power behind
it, can do nothing, being mere book-keeping; b pmoductive power is
there all right, tremendous productive power: itasly waiting to be
released. The war gave us a slight indication odwhcan do, but only a
very slight indication. The conditions have nevereb favourable for a
proper test. But give people more purchasing poaed, regulate prices in
the way indicated, and you will see miracles happen

Nevertheless, although the Douglas proposals woalder incalculable
benefits on everybody in the country, by settingefron their behalf all
this tremendous dammed-up productive power, they aoposed by two
classes: ignorant people who have not the wit tdeustand them, and
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intelligent men who have, but who, being out foe @cquisition of power,
realise that their reign is over if the proposaks adopted.

If the British people were united on financial mylj no power on earth,
in Wall Street or elsewhere, could prevent themmfoutting through this
scheme of financial reform; but the present comdrslsee to it that people
are not united. They play Capital off against Lahand both off against
the consumer; and there is little doubt that thituence behind most of
the movements that separate people and keep tham, golitically and
socially, is Finance &t for the evil influence it wields, thenterestsof
Capital, Labour, and the consumer would be seeeaaddentical, and
unless the three unite on the financial policy heeommended, and it
would benefit them all, the outcome is bound taabmatastrophe.

Three facts stand out as the result of our enquiy:

(1) Modern wars and revolutions arise from unstable necaic
conditions;

2) The cause of unstable economic conditions liehhenrhechanism of
finance, not in anything external to it;

3) No escape from revolution or war is possible utttg defects in the
mechanism are repaired.

The existing system works with increasing diffigylt to an
accompaniment of bankruptcy, unemployment, strikes,olutions, and
wars; and if it can be bolstered up for a littleiwHonger we shall witness
the strange spectacle of a world starving in thdstnbf potential plenty,
refusing to satisfy its desires because it haseased its productive capa-
city too much!

And each industrial nation will see some other he tause of its
troubles; for the failure of the home market wid traced to the failure of
the foreign market and the wickedness of foreigneasher than to its
proper source in the defects of the credit andingstystems. And, since
the loss of markets is for all of them, under prgsmnditions, a matter of
life and death, they will be driven into war agamspite of themselves,
while having nothing but the best of good intension their hearts.

Xl

There have been times in the history of the worltkw some event or
discovery has enabled the human race to take a gtep forward. Major
Douglas’s discovery is of this type. It brings eoamnc emancipation
within our reach, if we can free our minds suffitily from economic
superstitiongo understand and grasp what is offered.

What is emancipation? It is to be free to live witlh having to beg
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anyone’s permission; to do what one wants to dd, tanwork all day at it
if one is so inclined. To make one’s living depemrd the performance of
some task which one has no power to reject is redom at all, whether
it be performed for a private employer or the State

Under modern conditions, real freedoean only come with the
possession of a privatecome whichno one has the power to withhold.
Hard things havdbeen said of the man who getis income withoutbaving to
work for it, but atheart everybodgnvies him. He is the only reallyee
man in the comunity; but if Douglas’sideas wereput into operdion,
everybody would become the possessor of a privatenne and reach the
same happy state freedom.

Where work is made the sole test of the right taremome, the worker is
inevitably thepuppet of thepeople who distribute incomes, be thayate
enployers under Capitalism or publofficials underSocialism.

The only sane policy is to set men free as fast@€an invent machines
to supersede them, and to pay the whole communisp@al dividend
equalto the value of the saving effected.

This does not necessarily mean that there wdiddess work done:
probably there would be a great deal more. Men raMpend their energy
In some way, and the present system is constahtywing up barriers—
such as unemployment—to prevethieir doing so in useful ways; but
much of it wouldbe work of a different kind; and there would begeeat
deal more play and recreation.

Most of the things we want to do atkings nobody woulghay us for
doing. Who, for instanceyould pay us for studying music, literature, art,
science, philosophy, or religion; or for cultivagim garden, or indulging a
taste for travel or golf? Nobody; yet, if emancipat means anything at
all, it means setting men free to do these or sintiings.

The reform suggested is not put forward as an radtere to Capitalism,
but as an alternative to chaos. So long as theeptesystem can provide
the majority of people with a living of some sonf alternative, however
attractive, has much chance of being considered.ifBtibecome obvious
that the system is breaking down—and the manifd@&tdity of providing
employment and doing profitable business are twthefevidences that it
Is breaking down—the only alternative that has aande of being
successful is the one that can reconcile the gseatember of interests
with the minimum of disturbance. The Social Cregibposals of Major
Douglas fulfil these conditions. Their title to gaal support is that they
can make the poor rich without making the rich poand involve no
change in administration, only a change in finahpwlicy.
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No question is of greater importance for the courr the world than
this question of the purchasing power of moneyddminates all other
problems. Incomes are good or badcording to what they will buynot
according to the number of pounds of which they @mposed. But until
we decide to regulate prices on scientific lineg, must expect to see the
value of our money decline with every fresh cradgsued, and see the next
war come correspondingly nearer with every sucHidec

The world is travelling towards war and chaos beeatt is still largely
dominated by its subconscious instincts. For thadsaof years, a million,
perhaps, until the growth of reason brought ciafisn into existence,
mankind had to fight hard with Nature for a livinQuring that time the
conditional truths of scarcity and the need forcharork sank deep into
the unconscious, and acquired the validity of imalé¢ laws, as little to
be questioned as the law of gravity.

The general mode of living being relatively unchiamyg instinct
developed into a quick and reliable guide, abledéal with most of the
circumstances of life; but, with the coming of disation, greater
adaptability was called for, and the responses mdtimct became
misleading and dangerous in the new and ever-chgngituations which
arose. The need to substitute reasoning processamtonscious instinct,
in order to deal successfully with the numerousbpems of civilised life,
grew faster than did the process of substitutiamd ¢hat is probably the
whole explanation of the failures of civilisation.

XIlI.

Conscious reasoning has not yet proceeded far dndwogvever. If it
had, it would have been seen that the organisabbnpower and
knowledge had destroyed the validity of the abowationed conditional
truths. It would have been seen that there is mméo anyreal scarcity,
and that insistence that everybody must work asomdition of being
granted a living, far from helping the civilised va out of its difficulties,
Is the very thing which, in face of the competitiah more efficient
machines, will ere long smash it up completely.

Unfortunately, the subconscious instincts of a imilyears’ growth are
not easily uprooted by a few thousand years oflisation.

And what of the League of Nations? Can it do noghiom prevent war?

The League of Nations has, no doubt, itstinctto prevent war; but it is
not using itsreasonto that end. Instead of seeking for the cause akwa
and working to have it removed, it plans only tanigr about general
disarmament, hoping, by thus clipping the wings ahawvs of possible
belligerents, to make war impossible. It is a vdiope. Deadly and
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destructive wars can be fought with improvised waep and means of
attack, and will be fought as long as one natiodasgers the life of
another.

Moreover, supporters of the League are not all atéth by humanitarian
motives. The well-meaning, if somewhat unthinkimggjority want quite
genuinely to make the world safe for mankind in gr@h, it is true; but the
cleverer minority who determine the policy of thedgue are more con-
cerned about making it safe for International Fioenand this they hope
to do by taking from the nations the capacity ftfeetive resistance, and
reducing them to a state of impotence.

The League’s policy is a banker’s policy: the retaf its activities
proves that. One of its main functions, so far, hasn to bring pressure to
bear on any nation which showed a disinclinatioméobound by the gold
standard or the rulings of orthodox finance. Auwstfor instance, after the
war, was reportedo be making a very interesting financial experiment.
Like other countries which had been engaged invthg it needed money
to carry through its schemes of reconstruction; Imdtead of putting the
new money it created into circulation in the ordynavay, as they did, and
so inflating prices, it made free gifts of it to mbkants on condition that
they reduced their prices to the public in propmrtito the amount of
money they received.

By acting in this enlightened way, Austria was dipigetting over its
economic difficulties and becoming the most prospsr country in
Europe; but, at that point, the League steppedand, by persuasion or
pressure, induced it to return to the strait patfismund finance and the
gold standard, whereupon it sank to the poverticlstin level of the other
“faithful” nations.

As international Finance alone had anything to dairthe abandonment
of the experiment, the only possible inferencehat the machinery of the
League was set in motion to that end by Internatidiinance.

To anyone who has followed the arguments here ptede it should be
clear that orthodox finance can offer the worldaiternatives but war and
starvation; and, as no nation will accept starvaifat can avoid it, all the
nations are doomed perpetually to war until thethex exterminate each
other or acquire sufficient intelligence to refotmen financial system.
Until then, the League of Nations, despite the gaddntions of most of
its supporters, must be regarded as a menace foethee of the world.

It is not necessary to assume that the bankersurdeliberately to will
bad trade, unemployment, poverty, revolution, or.widhey are probably,
in their way, humane men, good husbands and fatheard hate these
things quite genuinely. Nevertheless, they will g@icy that brings them
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about, and must, therefore, accept responsibibtytfiem. At present they
have power, supreme power, without responsibildygd the blame for the
evil results of their policy is successfully throvam the Government, or
the employers, or the workeror the Communists, or on foreign
competitors — on everybody, in fact, but those dmom it properly lies:
themselves. The truth is, their opgoasare so hidden from view that the
bulk of the people not being given to the practdenunting for ultimate
causes, do not connect them with their own misfoetu But if the bankers
persist in disclaiming responsibility they must reakay for men who are
prepared to accept it.

If, in order to get to the bottom of this busined®e Government were to
have the leading bankers detained in close confam#in not too
comfortable surroundings—until they devised a schesmch that it would
remove the fetters from industry, and ensure thattwthe consumer
wanted produced would be produced, that it would greduced in
sufficient quantity to satisfy him, and that he Wwabget it when produced,
there is little doubt that a suitable scheme wadudforthcoming in a few
days’ time. They know quite well what is wrong witieir system; and it
is unlikely that they would cue to defend it in theece of an awakened,
and very possibly incensed, public.

Such a step would put an end to and prevent untosegry, and, in the
long run, might be doing the bankers themselvemdriess; for, if nothing
Is done—and they show no sign of making a move iladknowledge of
their culpability in respect of the world’'s suffags penetrates to the
masses, and it is penetrating, the consequencethdobankers are likely
to be unpleasant.

Bankers are like fire—good servants but bad mastegt us raise them
to the level of servants.

The End
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