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 EFFECTS OF UNSTABLE MONEY VALUES

- SAVINGS AND STANDARD OF LIVING
DESTROYED

What are the consequences of instability

in the pprchasing

power of money! That is one of the problems with which

Professor Gregory,

Sir Otto Niemever from London, deialt in the
leoturs on ecconomics in Adelande recently.

this leeture is published below.

I am very conscious of the fact thal
lecturers on thiz endowment have In
the past been chosen on the ground
of their personal distinetion, and I
cannot hope to address you with that
particular qualification; but 1 can
clalm at least this, that at no time In
the history of Australia did thoae
eminent men have to discuss problems
more immediate and more urgent than
those which form the material of what
I have to say thia evening. What
I want to discuss I have labelled “Some
Current Problems of International
Finance,” but what I really want to
deal with are the problems which arlse,
mmvﬁlb&mwmummtun
Vears, o peculiar  monelary
organisation of the modern world.

Now it has Jong been  heéld up
agalnst economists of all schools that
they are unnecessarily abstract in deal-
Ing with the problems of life, and In
Pnrur.:ulnr of business organisations.
f we have been abstract, It i1s noth-
ing In comparison with the asctual ab-
straciness of the monetary systems of
the modern world, We are all of us
in & way the creatures of an illuslon.
We see around us, even in Australia,
magnificent cities and still more mag-
nificent bulldings. Wherever we¢ gO
we are faced by the tangible and ;
the concrete, and we naturally thin
that a body of men who spend thelr
time reducing these great realitles to
abstract ideas are not In touch with
the realities which they describe. But
that, ladies and gentlemen, 5 a com-
plete illuslon, The real world, the
world which matters in modern buosl-
ness, Is not the nctual phyzical struc-
ture at all. The real world which
matters in business, as in economlics,
ls the balanece-sheet, which  those

sical structures actually represent.

other words, whether we like it of
not, in every state of soclety In which
money is used all those concrete pheno-
mena—farms and farmhouses, and
human beings. and bulldings, and
equipment of one kind and another—
are in the final analysis plotted dowm
in a balance-sheet,

Monetary Units

And that balance-sheet involves =&
ocon on of a monetary unie It
mAay the pound sterling, it may be
that object of worship the American
dollar, 1t may be the frane, or It may
be the mark. but, nevertheless, what-
sver the partlenlar symbol we care to
employ in the modern world, the whole
of the economic actlvities of mankind
presuppose and rest upon A mongiary
;{mbul and upon a monciary system.

ot only that but all business, the
business of the amill peasant farmers,
ns well as the business of the greatest
banking firm In the world, is based
upon the assumption that these sym-
bols have a oertaln atabliily of wvalue:
that Is to eay, that the local unit of
money, whatever it may be, will pur-
chase both over space and over tUme n
certain fixed quantity of goods. 1t
it does not do s0, some very | rlant
consequences follow.,  All 0 |
repeat, the business of n soclalist com-
munity ar well as tke business of an
individualistic community, I based
upen the Inherent assumption that the
standard of ¢ and Lhe t, ~0f
gecount represent over time and over
space n ceraln fixed guantity of goods.
or, if not absolutely fixed, nt any rate
fixed to the extent that thelr purchns-
does not vary very much
over reasonable ods of Ume., If

thelr value In terms of goods does alter
wery much over space and over time,
all business, the largest to the smallest,
simply a gamble with

the
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the fumousx economist, who accompanicd

eonrse of his Fisher
The first section ot

the pound In Australin has been very
much alower than the increase in the
purcharing power of the und in
alimost any other part of the world,
and a great many of your problems nt
the present tlme are derlved from Lee
fact thal allerallons In the purchasing
power of the uniit of unt outside
Australin have been protesding mueh
more raplidly than they have been i0-
ride Australla; Buot that s by tho
way. ‘'The point merely is %as that
since the outbreak of the Great War,
the unit of account—the pound sterling,
or the dollar, or the franc—has never
in any itwo succeeding years bought
exactly the same quantity of pomxis
What followa? In periods in which
tne purchasing powoer of a t&irﬁﬂumﬁ
#% risen, the ution of
Lhe Ancome al %ﬁr of
P e T P B S e
rights In terms of m . 12 I am
pondholder at a time of fall prices,
I get the same quan ol
money, and each unit o my
income buys more than {t did
before. If I am a bondholder In @
Ecriud of rising prices, each pound thnof
get buys less than it did before. Now,
if you make the enormous assumption
because it is an enormous assumplion
that the real things which are pro-
duced remain the same, whether priced
are rising or whether they are falling
it is ecasy to see, 15 it nol. that in
periods of rislng prices those particula:
ple who have fixed income rights ol
any kind suffer, and in periods of fall-
ing prices those people who have not
got fixed income rights suffer. Econo-
mists express that by saying that In
periods of Inflation, in periods in which
the price level 15 rising rapldly, the re-
ciplents of'fixed Iincomes sufler, and
that in periods of defiation the residusl
reciplents of income suffer, that is, all
people without definite legal right to
a fixed amount of income.

Inflation or Deflation

What are the ultimate social conss-
quences of this state of affairs? Wé
in Europe have been privileged to &ee
AN enormous cconomic experiment car-
ried out upon a vast scale, becaus?
throughout the greater part of Europe,
botween 1919 and 1925, we saw Lthe pur=
chasing power of money {alling literally
not only from day to day, but almost
from hour to hour. 1 have been In
al least three countries In which oue
did not know nt the end of the day
what to-morrows' rate of exchange
would be, nor, therefore, what Lo-mor-
row's purchasing power of money would
be. Consequently what I am about Lo
deseribe i no figment of the ocono-
mist’s imagination, beécausz interni=-
tional economists are not allowed 10
possess  Jmaginaudons.  What 1 am
about to describe are the actual facts
as they have been experienced by ihe
whole group of European and exti=i-
European countries. If the Hurchoas-
Ing power of the unit of curranoy keeps
on falling, which is the same thing os
saying that if the price level gods on
rising, you ultimately get to a state ol
affalrs in which uctlon breaks
down completely. yvou ask meoe why
this is 30, the answer s parfectly simple
If T pleccas nmﬂt:-hin& nanecly, monsy,
the wvalue of which belng reduced
not only [rom day to day, but even
from hour to hnuriht&tllﬂﬂ will
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into & shop and
it, for the ve

oz :
use it to gﬂ)
huy naything wi
simple reasom that the Iht:i';:k per wi
notl accept my money, and Ww -
“Oh, no; I do not know 'll'hlt_“{hl

future value of thiz mo will be;
hold my mﬁ's. and, il

1 prefer Lo
ou lke, you can hold monsy.”
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he probable or possible instability of
oney In the future. I want to drive
hese points home If I possibly can,
because you will not understand the
reoccupations of modern finance un-
ess it perfectly clear that modern
peconomlie soclety resis upon o mone-
ary foundation., and that this mone-
rv foundation rests upon the almost
uneconsclous assumption on the part of
everybody that mnncy Is not gning to
tiffer in its .Psr power In the
[uture very rom the purchas-
Ing power n! muuu:r ln the past. -

Consequences of Instability
That iIs the first point, Now we
may nsk what happens if the pur-
chasing power of ‘the pound steriing,
the dollar, or the franc varies very
much. What are the oconsequences
pl extreme mamblh'x in the purchas-
ing power of money In lhr- last 16
vears, broadly speaking, the purchas-
Ing power of monev first fell and then
rose, Between 1914 and 1022, roughly
F.penk]nﬂ. the pound sterling and the
Australinn pound, and all other units
-nf acoount, bought each year less than
they did bemrn and since 1022, par-
'tieularly ainee about 1925 the und
nmrumt and all those other units of
lcurrency have been hu{lnti more mch
'year than they bough @ year
\fore, Economists are only just m--
ginning 10 be aware of the fact that
Ialterations in the purchasing power of
mon 1} are p-nrh:?a the most powerfal
of all agencies of social change that
one can possibly imagine, because un-
it quite recently those alterntions
which they produce in the social fabrie
have not been completely underatood.
The way in which alterations in
of money work 1..'h
almply thls, that ln!
change in the price level ucea a
most profound change in distri-
Iknl.ln“&m of the 'ﬁ-d!ﬂll:i income ufmmut.;lm
: In produc changes
socinl lnmmu l:d' mmflnd it completely
unllll lﬁlﬁﬁ rium ut socin] classes
wh are

E:iﬁliifv of money in tha present, and |

Cholce of Two Hells

Therefore, however unwilling one may
be to face ultimnate consequences, there
can be no doubt whatsoever that vip-
lent changes In the value of money,
either upwards or downwards, do re-
sult in very considerable alterations in
the distribution of the national income,
and do result in inflicting very con-
slderable damage to the entire pro-
ductive machine. My friend and col-
league, Professor Keynes, unun said that
ltlii:u I:IIEI permn dtﬂdmt ml:l

¥ou should
of money, lm.i ].ll'.l'.ln ﬁfﬂlﬂl
inslst on ralsing the value o munu.r nu
the time. He did not say ®Why :
should belong to elther category.
have to face this problem from rathﬂ:
a different angle when I ask the ques=
tion, “Which s ultimately worss, o
go on constantly ralsing prices and re=
ducing the value of money, or to go
on lowering prices and raising the value
of money?” I do not know, because
I have tried to explain that the ulti=
mate consequences of elther are to
destroy the productive machine,
you ask me to choose, as it were, be=
tween. two hells, the hell of inflation
on the one hand, and uu.'.- hell of de-
flation un the other, I am not sure,
belng, suppose, a little d{:nntlnnlst.
that I wuul not choose deflation s
the preferable hell to the hell of I.ni-i
flation. When the value of money I8
altered from hour to hour, evervbody
is insecure. When the value of mone y
is rizsing, that ls, when prices are fal
Ing, nt any rate the le who b
Eﬁm money know they have a §
12:; whﬂ;.'nu l;;lg riods u:r
people w ‘i‘ﬂ mon
El'leio;lhnvu n thnmuuhliv thing.
consequences of Inflation on
ong hand, and deflation on the
can be summed up shortly,
rather Inaccurately, in this
endless period of rising prices
two very imp-urunt social
destroys th E value of ﬂﬁﬂ.ﬁ
destroys the worker's stand
Ing. On the other
end
man’'s




FIng, because at that time the mark was

g quoied, if I remember correctly,
Al somelhing like thirieen billlons to
the pound. I never was a mathemat!l-
| ¢lan, and could never grasp what thir-
{%een billlons was, but It made the
, Iﬁﬁ.ﬂmi wllaﬁh was the Tﬂuﬁg the
, n . look rather sma 1923,
| Bimilar

| A 1

| Wages In the modern world are pald in
| torms of money. 1f you have got an in-
definita In it must end by de-
| stroying the desirabllity of saving and

| the desirabllity of working. On ﬂu

Iltlunu. no man will go on pro-
ducing: bhe will not uce something
tﬁhlﬂihmﬂ ttl-h-uht&ngﬁ
| of the morning and only 158 by

, oo, He will much prefer
|to his capital intact in the shape
Inf nhgnnk l:icllti:tdimlﬂh hth
wWor o en w 1o
| tmes forced on mankind, belween In-
fiation on the one hand and defla
|00 the other, you have to chooss be-
| tween the destruction of savings and
i"ﬂ” destruction of the worker's stand-
mauwmmmm
'{'the destruc of bnainess enterprises
| and increased unemployment on the
i:ﬂher. 5&%%-1:&4:“
mpt - Y0 n ot m
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all poria of other things, which not
Henter mto tho business man's
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