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CURRENCY AND FINANCE IN
TIME OF WAR

I. The obligation attached to the Chair of Political
Economy, to * deliver from time to time a public lecture’,
seems onerous to the present occupant of the chair. To
one who has principally been employed in cultivating
the more abstract portions of the science it is not easy
to gather from that field fruits ready for consumption by
those who are generally more interested about resuits
than methods.

The difficulty is increased in time of war, partly
because more is then expected of the economist. In
quiet times the Art of Political Economy consists largely
in abnegating art ; playing the réle of the wise physician
who when consulted by one who has nothing much the
matter with him has the courage to advise doing nothing.
But in the fever of war time the easy course of Jassser
fasre is evidently inadmissible.

In one respect, indeed, theory shows to advantage in
times of disturbance. It is prepared for occurrences
which appear paradoxical to the practical man. For
example, theorists had contemplated the possibility that,
if gold were extruded by the abundance of paper-
money in different countries, gold might fall below the
level of notes in some countries; as is now the case in
Sweden.

But if in this respect theory comes to the front in

370318



4 ' 'CURRENCY AND FINANCE

troublous Yimies, i another respect it is at a disadvan-
tage. A great part, perhaps the most useful part, of
economic truth requires time for its verification. It is
true only ‘in the long run’. It is not available in
periods of emergency and crisis. Accordingly in such
times our study is more than usually below the ideal
standard of a deductive science. We have more than
usually to resort to mental processes which, as Aristotle
would say, do not involve general reasoning so much
as acquired insight and shrewd judgment,

But even if the practical syllogism were applicable in
all its perfection, it could not be applied by the academic
student, for this simple reason that he lacks the minor
premisses. The Government do not publish the rele-
vant particulars. For instance, the nature of the trans-
actions through which Treasury notes pass out of the
hands of the Government is not, I believe, known out-
side official circles.

Altogether I cannot hope to realize the model of a
public lecture, at once interesting and instructive, set
by some of my colleagues. Perhaps the principal out-
come of the following observations will be to strengthen
the presumption that economic theory is a necessary
(though not a sufficient) qualification for the direction of
economic policy. With this somewhat humble hope
I proceed to consider certaifi parts of the economic
system which are prominent in war time, namely money,
those sinews of war which become strained and swollen
in the course of a severe struggle, and the much required
nutriment of those sinews—/oans and faxes.

1I. What is money? To answer this question Sidg-
wick would employ the Platonic method of searching
for a definition. One important result of the investiga-
tion is to bring out the distinction between money in
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a general sense, including cheques and other instruments
of credit, and the species which is not only a medium
of exchange, but also has the property of finality in the
discharge of debts. ‘Money proper’ this pre-eminent
species may be called.

On the definition of money depends the significance
of the celebrated theory which connects the quantity of
money with the level of prices. This so-called ' quantity
theory® is almost a truism if money is used in the
widest sense possible; it is not always true if the term
is used in its narrowest sense.

Let us follow Professor [rving Fisher in stating the
theory in the form of an equation :

p_MV+MV
In this equation M and M’ denote respectively the quan-
tity of ‘money proper’ in circulation and the amount of
credit money in existence, say with sufficient accuracy,
at least with respect to this country and America,
‘ deposits’ in banks—that huge volume of ideal money
which is as it were circulated and made to effect pay-
ments by means of cheques. The interpretation of the
other symbols in the equation is not so simple. F and
I” denote respectively the velocity of money preper and
that of credit money. But what does the velocity of
money mean? The two highest authorities on the
subject, J. 5. Mill and Professor Irving Fisher, differ as
to the definition of this term. Following the latter,
I define velocity of money as the number of exchanges
effected by a unit of money—a particular dollar or pound
—in a unit of time, a week for instance. The velocity
of money is thus equivalent to the rate of its furnover,
We say a merchant turns over his stock in a week when
he parts with and replenishes his stock in that time, If
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on an average he has constantly seven bales of any
commodity in stock, while one is sold every day, he
turns over his stock in seven days. The expression is
applicable to any other kind of steady flow. The length
AB may equally well represent a refreshment bar at
which there are constantly seven customers refreshing
themselves, If {on an average) one enters at 4 and
one issues at B every five minutes, the personnel of the
customers will be entirely changed every thirty-five
minutes. The bar 48 need not be a straight line ; it
may be curved in suchwise that the entrance .4 coin-
cides with the exit B. But indeed the customers are
not confined to one line (straight or curved); they may
flit about from table to table and feed in different storeys.

A—m+3

Pascuntur passim, as Virgil says of the bees. But Virgil
was mistaken in conceiving that the bees, after going
forth in the morning, do not return from their pasture
till the evening. They have a much more rapid fern-
over. Some statistics which [ have obtained with
respect to an allied species may be used to illustrate
this statement. [ trust that these entomological illus-
trations will not appear irrelevant. There is, indeed,
precedent for seeking economic edification from the
operations of the industrious bee. But I can hardly
expect an equally favourable reception for the predatory
wasp. The latter species, however, as it happens,
furnish a good illustration of the phenomenon now
under consideration. The working members of this
species present an image of monetary circulation as they
issue from their nest and, after having gone through
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the operation of foraging, again enter into the nest.
For example, one fine moming I sat down before a nest
and observed that there was a steady flow outwards of
13-3 per minute—zo0 per quarter of an hour; and an
equal, and equally steady, flow inward. Now the point
which I wish to bring out is this: that, though it was
impossible to mark each yellow insect as it issued so as
to time the return of that individual—any more than you
would be able, having earmarked a sovereign, to ob-
serve how often after leaving your hands it effected a
purchase—still it is within the competence of statistics
to determine the average time which an individual takes
to perform an operation. In fact, in the example given
it ‘was only necessary to ascertain the total number
permanently outside the nest, a number kept con-
stant by a steady addition and steady subtraction of
about 40 every three minutes, or 13'3 per minute. A
rude kind of census showed that number to be 740.
Accordingly for the time taken by an individual on
a voyage we have 740 divided by 133 = 56 minutes
nearly. Analogously Professor Irving Fisher requested
the members of his class to observe how many dollars
each kept on an average in his pockets ; and how many
he expended in the year. The former number being $10,
the latter 8660, it followed that the turnover of the
dollar for the class under observation was effected in
the sixty-sixth part of the year, or in less than a week.
That pretty study was only a prolusion to Professor
Fisher's more important investigations. I need mention
only his calculations respecting the doffed symbols. He
estimates M, the amount of deposits in American banks,
as (the equivalent in dollars of) some £1,300,000,000; &
sum comparable with the aggregate deposits in our prin-
cipal banks before the war, since the outbreak of which



