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Profe.ssor Ra.~nuo.nd RodRers, Professor of Banking~ G:~.~aduate School 
of Business Administration, Nev~ York Univer~ity, -~-Jas born in Bath County, 
Kentuck3/, 28 September 1899 and received his Bachelor of Arts degTe~ 
from. the University of Kentuckor in 1921~ and in 1925 was aw~a~ded a 
I~.aster of Business Administrabion de~ree from the Graduate School of 
Business Administration of.N(,v York University. Tzle came to New York 
University in 192~ and has held the follc~ir~g academic titles i~l its 
School of Commerce~ Accounts, and FinanOe, and i~ its Graduate School 
of Business Administration: instructor, 1925-1928~ ~-~sistant professor 
of finance, 1928-19~2; associate p~ofessor of finance, 19~2-193'7; Pro- 
fessor of Banking since 1937. I{e served for Severa! yea.ms at the Uni- 
versity of Newark and Graduate ~chool of Brooklyn Pol'j%echnic Institute 
as visiting lecturer on finance. He is coeditor and coauthor of "}~{oney 
and Banking," a standard text • ~ the field of banking, and coauthor of 
"Consumer Credit and Its Uses," an authoritative treatise on consumer 
credit. For several years, he was editor of the Canadian Mont~dy Letter 
of the Alexander Ha~ilton Institute, Hs is a member of ~5eta Gamma Sigma, 
Alpha Phi Sigma, Delta Sig~% Pi, Sphinx, and Phi Alpha !(appa. He Is a 
member of the Lawyers Club, New York~ and a veteran of ~forld ?far I, 
having been a petty officer in the Navy. 
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V{$~R FINANCE 

9 January 1951 

CAPTAIN !fILTEr: ?~~en I first began r~v naval career, and I think 
this applies to the majority in this room~ it was during an era of 
balanced budg6ts, disarmament &o~ferences, the Locarno Pact, peace, and 
prosperity. On the other hand, when our speaker this mo.r.~ing entered 
the naval service~ it was during Vforld Uar I. He ex~e',~ienced that tre- 
mendous expansion of national debt ~,:hen, as you know~ ?~e .Ci~st heard 
about the factor of I0 to I, The debt w e n t  from 2,9 bill:ion to over 
25 billion dollars. %?ith his intellectual c~riosity, he was determined 
to find out where all this money came :from to finance a war. 7fell, he 
found out and this morning he is go-' .~, 

, . .~n~ to t e ! _ q ,  us exactly how b o ' d o  it. 
It is a pleasure to welcome back tothe platform Raymond I%~s ..... 
lessor of Banking f~ t h e  Grade-ate School of JSusiness Administration, 
New York University. 

~. RODGERS: Gentlemen~ it is a pleasure to be here at the Indus- 
trial College. I must say I am a •little handicapped this morning because, 
despite everything I could do, Yh~o Thomas of the Federal Reserve Board 
has been invited to come h~re~e' " i'ro Thoma~ knows so much more about this 
than I ever will know that it kind of puts me under wraps. ~.After telling 
you that, however~ i will do ~y best, and if he should get troublesome~ 
will you help me? 

The first thing. I want to say, gentlemen,., is -'-~t-- ~"~nmo'o J.s o~oing 
to be quite f~eehanded. ~dina~-ilv. when i talk to such an ~.~m~o~'-~ant 
group as this~ I ~ite everything down. i am not ~ " • ~, ,o~no to do it today because I founds. ..~ " .... , " .~ • . in my ~ ~.vlouo expermence 3_~ talkmn~ ~o vn~ ~,~. ~ .~ -n  
have this lligh~ " - 4 ". .,. ~ ..... ~ .... ~ ..... ~ ....... zmportant m-lltary ~asl% unat m0 ms oet~er to be a 
little informal. So this is goin~ to be a lect~me~ the like of which 
you have never heard before and possibly ~ill never want to hear again.' 
It is going to be freehanded and it is going to be largely ori~inai, 
whatever that may mean. 

Nature of Bank i_n ~ 

There is a gmeat deal of misunderstanding about the whole field of 
banking. There is a Io% of misunderstanding about finance. Some of this 
has been sedulously cultivated~ by 'the b~m,..ez.~'~ ~ ~ ° themselves. ~'or~' example, 
take the idea that a bank is an institution where oeoo!e kn~;n as deposi- 
tors leave money which ~ e ~h... bankers in ~-~ur.~ lend to other people known as 
borro~ers° The bankers thought that desc~'iption a pretty saz~e way to 
explain banking, and down t~n"ough the years they have taken that position 
You wml_., find that some o2 the ~eatest bankers of all time start 
articles and books on banking with that sor~ of explanation~ 
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Now, gentlemen~ forget it. Right off the bat, a bank is not a 
money institution; a bank is a c2edit institution. 1,,~oney is entirely 
incidental| As a matter of fact~ in a commercial bank money may be 
as little as 2 or 3 percent of its total assets. I used to ~-~ork in a 
Wall Street bank and you may be Surl~ised to learn that this very large 
bank sometimes got down to where there, were less .in it than I have in 
~y own pocket today--and that is certainly getting awfully low--because 
the Federal Reserve bank ~',,as right across the street. That bank could 
quickly send a man across the street when it needed money. 

The typical bank, gentlemen, has 2 p~,rcent or maybe even less of 
its assets in the form of what you and I know as cash~ Now that is 
covered up, of course, and I am speaking within the walls of the lodge 
by use of the term "cash and due ~om h~-nks." The assets are almost 
entirely "due from banks;" They are not cash| The banks have very little 
cash, You must first understand t~m~% what ~';e are "balking about here is 
a vast bookkeeping mechamism. As the Scotchman said, "V~m mentioned 
cash?" 

In the fle!d ~i~h which we ~rc conaerned this m~rnit~j ~ar "gir~n~e, 
it is traditional and fashionable fol' 'the speaker to start by telling 
his audience that what he is going, to talk about* is terribly important, 
that it is the most important thing in the world, therefore, listen very 
carefully~ That is not the case with me; I am not going to kid you. 
Financing war in a country with an ultramodernbanking system such as 
we have in America is a relatively easy matter. ! don:t mean that we 
should kick it around~ but I do mean that we can do many things with it. 
So, this is by no means the most important lecture that you will hear. 

What I am going to do this morning is to try to put over two or 
three ideas about the marvels of this banking system. If I can get you 
to understand that we are ~ble to supply our "music" as we go along, 
thenI think our efforts -~'~ill be very much worth while. In explaining 
this~ I am going to be awfully simple. And when I say "awfully simple," 
6hat doesn't mean it is going to be easy to understand. In fact, the 
simple things are often the most difficult things in life to understand. 

Creation of Bank Credit 

What I want to give you fM'st is how bank credit, that is "deposit 
money," is brought into existence. I amgoing to oversimpl:i2y it. There 
is a lot more to it than I shall expoundo If ~,lhat I -am going be put 
on the board here were all there is to banking, you wouldntt need the 
Federal ReServe Board; you wouldntt need Dr. Thomas and his large staff 
of experts. 

Now, ~;¢hen you go to the bank ~md borro-:,,~ you say you borrow money. 
Actually you. don tt borrow money. You may think that you do. You go to 
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~hs ~k and sign a piec~ of paper called a note° That is an asset 
for the bank. I take it that all you gentlemen know about double-entry 
bookkeeping. A banker puts that note on his balance sheet. He puts it 
on the balance sheet in this fashion--loans and discounts--and •just to 
keep you awake--we will make it a million dollars~ (It's a happy idea 
anywayS) There it is--loans and discounts, one million dollars. Now 
what is the other entry? A credit to the deposit account of the borrower, 
one million dollars. Here are the entries. 

Banks p f the United States 

Assets - 
- Liabilit ies 

Loans and discounts Deposits (of bottler) 
For example--S1, 000,000 For exampie-~$1~ 00% 000 

What has happened here? Some bookkeeping? No one ha~ taken any- 
thing out, no one has put anything in, and no one has done without any- 
thing. There hasn% been any more paper money printed, arv more ~folding 
money. We have, however, created some ,bank money,,, some "deposit 
money,,, which can be used from n~v o nJ 

J 

Of course, before the banzer " can expand credit like this~ lher-e are 
certain e - " • 

pr ~" equlsmtes. The banks must hava a reserve over at the Federal 
Reserve Bank if they are members of the system, or they must have .a 
reserve some place else if they are not members. They:also must have ~ 
some'earnest money--some real cash inthe teller,s cage~ and so forth. 
They must have s " "~sit omethzng to in the game~" But all that-is :inci- 
dental at the moment° " - - 

What we want to understand now is, that yoU go to .She bank and 
borrow a mi]'lion dollars and what you get 'is a bookkeeping entry. You 
can then draw checks on this deposit account entry. That is~'better than 
if they gave'you the million dollars" in actual money--far 10otter. Why 
is it? Well~ if you told the banker~ "I will take a ndllion paper dollars,,, 
he would, chll the paddy wagon because it would be ds:ngerous for you to 
walk around with it in your pocket, Actually he'iwouldn, t lend it to you 
if you were going to take that kind of money, vvny wouldn% he? Becaus.~ 
those are the blue chips in the game. You kno~:; if you take the blue chips, 
there is no game| 

What the banker has agreed to do is to c~edit your account and %o 
do something about those little chits of paper you are going to sign, 
paper kn~vn as checks. What does he do ~bout it? VIell, when they come 
in, he charges them against your account~ and he can do that very freely 
as you see~ this is "Banks of the United States;" that is all the banks. 
Therefore~ the banker can charge the checks against your account very 
freely because he is going to credit someboc~ • elseZs account--no money, 
just bookkeepingJ 

3 

7~ '~-~<3-~ ~ ~T ~ • ~ • •• ~ ~:~ 



iiiG 

So far as all the banks of theUnited States are concerned, what 
do ~,~e have? We continue in balance. You know, in double-entry book- 
keeping you have to be in balance or somebody goes to jaill So you 
are still in balance. And what happens then? Tfell, you have a sort of 
rat race here from account %o account3 but there is one thing you can 
be certain of~ so long as thls ms over here (pomnt~ng to the aose 
loans and discounts), this ~-~ill be over here (pointing to the liability, 
deposits). It is button, button, you don:t know who has the button, 
but you know it is there some~here; it is in circulation. 

This explanation is much too simple for this audience, but if 
you ~ill get this idea--forget about money, forget about cash--and 
understand that purchasing power has been created and that it is good 
purchasing po~;er, you will ha~e come a long ~Jay in understanding the 
process. As a matter of fact, you would just as soon have a check on 
the Riggs National Bank or the American Trust Company as you ~'~ould the 

money~ wouldnlt you. 

So~ it is not currency, it is the ,bank money" that we want to keep 
our eye on. We want to keep ou~ eye, not on the 1 or 2 percent of cashs 
but on the 98 percent of credit. It works out very nicely at the moment 
to remember this. At the moment we have about 98 billion dollars of 
demand deposits; and as I said, they circulate from account to account. 
But again, the one thing you should realize above all things is that so 
long as the asset is on this side o£ the combined balance Sheets of the 
banks, the liability has to be over here on the other side. 

Bahk Credit Expansion for War 

No~~ let us take the next situation~ the one in" ~.~hich you have a 
great interest. Along comes a war. Vie -~ant to finance the ~,~ar. How 
do we go about it? Exactly the same rmy. Back in World War I--during 
my own time--as an emergency proposition an account ~as opened on the 
books of the banks "War Loan Account, Treas~'er of the United States." 
It has been changed n~'~--very appropriately, to0--the word" "tax" has 
been added to itJ The word "Treasurer" has been taken off, but we sl~e 
going to use the old term here. So ,~e ~lill erase this deposit account 
and put on ~Tar Loan Account, Treasurer of the United States," in place 

of the original account. 

N~,~ under this Vfar Loan account arrangement, banks are authorized 
to subscribe to securities by means of crediting that account. Of c6urse, 
banks can buy-securities for cash; they can s~-~ap cash for securities. 
The Republicans have been saying for ye~'s that the Democrats wait at 
the back door of the bank and, when a man puts a dollar in the front 
door~ they take it out the back door| Gentlemen, I assure you, there's 
not a word of truth in it2 The Democrats have a much oetter syste~m than 
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that. They don tt have to wait at the back door. If anybody puts a 
"buck" inthe front door, they take out fiv~ or six through sale of 
the public debt to the bar, ks; and, mind you, the banker comes and gives 
it to them gladly. AS Dr. Thomas can testify, the Federal Reserve 
Authorities have to wield a "big stick" to keep the banks from giving 
the Treasury too much, because this credit expansion we are talking 
about i~ a very neat thing. So, let us get at it. 

Now, let us assume that the planning e.~perts of ~ the ~rmed forces 
decide that they are going to need lO billion dollars worth of equip- 
ment and war materiel. The banks will get a letter from the Federal 
Reserve banks as fiscal agents for the Government, announcing that 
there is going to be a new offering of securities; and v¢ould the banks 
like to subscribe? They would like toJ There is no question about itJ 
(So would you, if you could make an entry in a book and get interest on 
it. You would have a big book, I know that.) As a matter of fact, 
the banks are so eager to subscribe that restrictions are always put on 
the offering. They provide that the banker can subscribe to a certain 
percentage of his total deposits, o'.' a certain percentage of his capital, 
or a Certain percentage of his time deposits. They have to put some 
limitation on the amount or the ,boys" will "balloon" (inflate) their 
subscriptions. 

As soon as the Federal R@serve banks get these subscriptions in, 
th~y noti£y each bank, on behalf of the Treasury, of the amount it has 
been allotted. This notification is authorization for the banks to make 
entries as shown below (using the old title of the account): 

Bank~in_ s ~  

Government securities 

For example--S10, 000, 000,000 

War loan account, Treasurer of 
Uo S. 
For example---~10, 000, 000, 000 

So far nothing has really happened; we have just made -.an entry. The 
next thing Iam going to explain is not an integral part of the expansion 
process. I am explaining it only because ! don't want to be picked up 
by the experts here this morning, For auditing and other reasons, the 
Treasury pays its bills by dravJing drafts on itself and making them pay- 
able at the Federal Reserve banks. They dontt draw checks on the banks-- 
it hasnVt for a long time--it t~ansfers t~is money to the Federal 
Reserve banks by means of transfer orders. You will see in the newspapers 
nc~ and then that the Class B %Tar Loan accounts, for example, have had 
a call ordering them to transfer !0 percent or 5 percent to the Federal, 
as of a specified date. Well, that means they are transferring out of 
this kitty (pointing to the War Loan account) over to the Treasury 
account at the Federal Reserve banks. Disbursing officers then draw 
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checks on the Treasury account And those checks are given to you 
gentlemen and to your sm~pliers, Those checks are'cleared and eventually 
are credits to the deposit account of John Q. ~iblic. 

The point is that the expenditure goes yi_a ~he Federal as it is 
the Government Ts fisc&l agent~ but eventually it comes back h<~,~re~ it 
has to come back here. Other~isej this wou!dn*t balance, So, as ! 
said~ all this purchasing power is transferred through the Federal 
Reserve banks and ultimately comes back as a credit to the demand 

deposit ~acco'unts of the general public. 

~nat~ then~ do you have when this money *is spent? ?[ere is the 
heart of what I am trying to say this morning. The oub!ic has I0 billion 
dollars in deposits that they would not have had if ~.he banks had not 
bought that I0 billion dollars worth of bondsl It is as simple as that. 

The implications of this~ ho~ever, are really enormous. In ancient 
times if you wanted to I mve a ws~ ', you had to build up a ~,~ar chest~ Yn 
V{orld~'{ar I the German Government had accumulated a war chest of approxi- 
mately four billion dollars--real wealth, real value. Nov~adays you donlt 
have to do that. C~f course~ it doesnt hurt if you have J.t~ donlt 
misunderstand me--I donTt ~ant tO oversell you on this ohmnol But the 
fact is~ as you saw a moment ago~ when the armed forces spend I0 billion 

n~vmng !@ss dollars, instead of the -ouYslic ~ .... ~ , to spend~ the public has 
moee° Yo'u have-heard the old saying, "You can't have your cake and eat 
it, toO." Vgell~ there it is~ It may give you indigestion ~hen you 

eat it, but there it isl 

How about the idea that there is just so much credit and that 
when some ~et it, others mus,t do ~ithout? In any economic field when 
anyone begins to insist that there is just so rauch quantity and no more-- 
I don~t care if it is quantity of money~ quantity of labor, or quantity 
of wages-=~hen anyone seys we are a slave to quantity in a dynamic 
econo~-~ I begin to get a little ~*;orried~ i begmn to get a l~,t_e fretted 
because there is not just so much of this money. As you can see~ if 
lO billion dollars goes to the Government via the Treasury accounts at 
the Federal Reserve banks that does no% mean ~ there isn % l0 bi!lio~ 
dollars for everybody else. It doesnt mean that at allo In fact, it 

means just the oppositel 

In this illustration, the armed forces have spent I0 bi]_lion 
dollars for goods which have probably been destroyed or use'd up. Yet~ 
after the armed forces have taken ~lO billion dollars worth 0f goods 
out of the economy~ the American people have I0 billion dollars of 

-- • ~ ~- continue to take goods out of purchasing power here with ~:~hmoh tne~ can 
the economy. Hm,~ long? As long asV%he bonds are over on the asset side 

and that -a ~ be an a~~fully .~ong time. 
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Actually, this increase in the means of f~ayment is a more serious 
thing than the total indicates because it is spent over and over again. 
Take %his l0 billion here (indicating), at the moment the turnover is-- 
and I am making a very rough average--in round figures about 25 times a 
year. (It is higher for N¢~v York and lower for the rest of the country, 
but over-all we turn deamnd deposits over about 25 times a year.) ?~hat 
do we have then? This I0 billion here will add h~v much to the income 
stream, spending stream, expenditure stream? If it turns over 25 times, 
the sum of 250 billion dollars a year is being spent. By the armed 
forces? No, by John Q. Public. But there aren't any more goods; And, 
that, gentlemen, is the pict~e of bank credit ex1~nsion tlmough the 
purchase of government ~ securities by means of ?far Loan accounts. 

Another issue comes out, and they do it again~ and, over and 
over again. 

The Present Situation 

This type of war financing continued ~ntil at the end of %Yor!d ?far 
Ii, we had about 65 billion dollars of government bonds held by banks, 
ascribable largely to Xar I~an account operations, although, of course, 
a few were bought for cash. The point I am trying to make is that you 
have a setup like this at the moment: 65 billion dol!ars of bonds held 
as assets by the banks and, on the other side, 65 billion dollars of 
deposit liabilities. This 65 billion dollars of deposits is bank 
"money." It is just as good as any money that has ever been minted or 
printed so long as we have confidence i~l it, and we do have confidence 
in it despite what some people may tell you. 

%7e could go on for hours on'the implications ~ of this~ and what 
it does to the economy and all that sort of thing, but if you will just 
understand here that we make this p~chasing o~;er as we go,- i'!I be 
sat isfied. 

How Far Ca D Expansion Go? 

Harper's has an article this month by Colin Clark in which he holds 
that total taxation in excess of 25 percent will cause the economy to 
break "do~m, and so forth, and he gives lots of sa~guments. I don't agree 
with him. Don't misunderstand me; I donlt like 25 percent taxesJ ! 
don tt ~ like any taxes--I am a mountaineer l I don't even believe in 
taxes, but that is not helping me anyJ ?go have to live in the world 
as it isJ So how much of this can be done? flow f~: can this debt go? 

In other words, this is so easy, this is such a convenient system, 
why stop? The economy didn:t "take off" when vJe reached a public debt 
of 55 billion dollars as President Roosevelt ls old ~'ofessor warned 
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in the thirties. We are past 257 billion doll sa~s at the moment~ 
(it was even higher right after the end of World-~Var II); but we 
didnSt "take off" at 257 billion. If" you can go from 55 to 257 
billion dollars, and get away with itj~why not go to 500 billion and 
everybody will have plen y: .~fter all~ from 55 billion to 257 
billion~ that is a several-hundred-percent increase, in fact, almost 
five times, whereas fr.om 257 billion to 500 billion is only approximately 

doub!eJ So, why cantt we do it? 

Well, I would be the last man iI~ the world to tell you that we 
can!t do it. I would hate to see i%, but i will assure you, here and 
now~ supported by the patriotic fervor of all-out wsrj we could pass 
500 billion so fast we wouldnlt have time to say, "How do you do?" I 
wouldn't like it~ but let us not kid ourselves as to how much the 

economy can bear. 

As you can see, I am one of the freehanded boys. I do~t think 
we can know what we can stand until afterward. Nonetheless~ I don~t 
like to strain the economy any more than we h~ve to. I don~t believe 
in using a dange2ous thing any more'than we have to~ We h~ve a mar- 
velous tool here~ a powerful helper~ but it is equally pa~:~erful for ill, 
if improperly used. It fo3.1ows that we must do everything possible 
to avoid overtaxing it because ~f it ever once bi~s, it is blov~n for 
good~ So, we have to learn to live with it. And, I must say, we have 

done a good job so far, 

At long last, you can see why I told you at the very* beginning not 
to worry too much about the financing element. Of course, you ohou_d 
understand that there are limitations~ in fact, somewhere there is an 
over-all limit. But in plain English~ your chief interest in "War 
Finance" is as individuals. In other words, gentlemen, whenever you 
spend money--you men here are going to spend most of these" bmllmon 
part of your. "hide" is riding ~*ith every dollar~ In short, it is not 
the war effort that is going to bl~ sk~ high~ you are the fellows 
that are ~o~ng to do the econonAc suffering. 7~aen you sign a voucher 
or a requisition, send along a little ~ayer because you gentlemen 
eventually will either live on annuities or private savings and invest- 
ment, and, in either event~ you have a direct personal interest in 
keeping the economy from "taking off." And, as I said before, you 
don~t kno~"~ when it is going to "take off" until after it happens--then 
it's too lateJ But one thing you do know, whenever you expand the means 
of payment in this fashion, you have an ultimate, if not i~mediate, 

attrition of the dollar. 

You can't escape this decrease in the value of" the dollar~ True, 
you may partially offset it by increased production, but the major 
part of the increased pu-cchasing power is permanently on the books of 
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the banks asa p~actical matter. You have this 65 billion dollars more 
in the banks~ a huge volume of the means of pa2uuent which is used from 
15 to 50 times each year (depending on the stage of the business cycle 
and so forth), but there have been no con~ensurate goods created against 
which this great pt~chaSing power total can be expended. 

As you can easily see, you have pressing personal interest in the 
way war is financed. The Government will'get by; donlt worry about that. 
The economy will get by. The question is~ will we, you and I, get by? 
That is the real problem. N~ advice to you is, don lt ever forget that 
you have a personal interestj as well as a~ official interest, in keeping 
the credit expansion method of war financing at the lowest possible level, 
subject~ alvlays, to the necessity of winning the war--nothing is more 
important than that~ 

QUESTION: I wonder if you would like to comment some on the 
possible shuttin~ off of some of this tremendous credit by the require- 
ments of a certain percentage of reserve against government deoosits? 

~. RODGERS: Reserves no~ required of the b~ks, ~ith the excep- 
tion of the Central City banks, are at the maxim~m, s~ ~he Is~ world 
have to be changed; Obviously, if the Congress wanted to throw sand 
into the machinery, it could rai&e the requiromehts all along the line~ 
even as high as one for one. I~ ~. Eccles, Vice-Chairman of the Federal 
Reserve Board, as a matter of fact~ hs~ a p~op0sal for taking some of 
the joy out of future credit expansion~ and, of course, there are ma~v 
other ways it could be done. 

"VYe n~<1 have a situation for the whole country in which the malti- 
plier is about five for one, maybe a little less or a little more, but say 
five for one. VThat does that mean? It means that when a banker has 
20 cents over at the Federal, he can lend a dollar. How can he lend 

dollar? Because he has to keep only a reserve against his deposits. 
And how does he get the deposits, you say? Through loans and invest- 
ments as explained earlier. Although the reserves ,~e required against 
deposits, the trouble starts on the other side of the balance sheet. 
So, keep your eye on developments in loans and investments because they 
give birth to the deposits. 

Now if the reserve requirements sz'e changed, obviously you reduce 
your multiplier. T~mt is all; just as simple as that. But again, 
under Imesent conditions it doesnlt mean much so long as you have any- 
thing less than lO0 percent reserve requirements. ! will tell you why. 

Suppose %he multiplie~ ~ ~,ere changed so that you had only a t~,~o for 
one expansion. Suppose you wanted to lend !0 billion dollars at the 
moment. On yo~ five-for-one basis you would have to send over 2 billion 
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dollars to the Federal Reserve bank for your re<serve account, l{ight? 
Under the new deal you mould have had to send over 5 billion dollars. 
Have we got it? Let us not kid ourselves~ gentlemen° Since the Federal 
Reserve Systemwa~; founded in 1913 the banks have been able to create 
their reserves, as needed, By borro~:ling at the Federal Reserve bank or 
~r selling securities to" it. This has been possible because we have, 
fortuitously, to be s~ro~ had plenty of ~old to support our credit 
structure. This all means t?mt ever since the Fe'd¢iral !~eserve System 
was founded in i913, ~ve have :~.~d the ability %0 'tgo to totem '' on infla- 
tion at any: time. It has been the good sens~ of thg= A~ro.~icau people, 
including the bankers and the money mauagers~ that has nrew~nted us 
from really "going to town." We have had the ability to have inflation 

because otrc banks can bo_rr~! their reserves| 

What is there today about the Federal ~teserve System th~.t ~-~akes 
such expansion possible, even if it should want tO i~re~ent it? Back 
in the days t-~hen the Federal Reserve didnlt have the responsibility for 
supporting the government bond market~ i% could al~aFs raise the dis- 
count rate and it really" did on occasion. T[&e Federal Reserve even 
used a progressive discount rate at one time. After ~#orld ?far I, the 
Federa! ~eserve got it up east 60 percent~ in fact, the last dollar 
borrowed ~as approximate3@ 64 percent, dm'~n at the" Atlanta Federal ];Zeserve 

• , 3 %  Bank. Beyond auestion, the Federal Reserve could take the " -~r out of 
credit expansion by boosting the discount'rate now if it, didn I% have 
the responsibility of maintair~iug llstability" in the govern~,!ent bond 

mar ke%. 

To come back, in the olden day's banks could borro~'~ their reserves~ 
.they still can. In the olden daT{s the Fe~era_G_ Rese~"ve authorities 
could take the joy out of borro%x~ing by raisi~:lg the interest rate and 
could make it "stick" by rei'usi[~i] to bu~ securities. .Tl~< those .daY s, 
it did not have to b~ gevernmentsl butj ,not ar$~ ~torel . Ill a member 
bank has to do nov#adays to get reserves is to sell gOve~nT,~ents to the 
Federal ~eserve banks--and remember, they have some 65 billion dollars 
of government bonds,. ~,~hich can be converted into reservesi 

QUESTION: Sir, this process that you described seems to be a 
very neat trick of sleight el' hand® I ~:onder if you could tell us any 
difference, so f~" as end results are concerned, bet-~<~een borrov~ing 
through the banks and'just p~.inting money to be distributed to John 
Q. Public? After ~.._l~ money :LS a form of government ~ecurity, too. 

Yotr question, an to ~.,~hat is the difference bet~eer~ the credit 
expansion process and the actual printiu~ of paper ~noney, is a very 
practical one because there is a lot of talk no~ going around, especially 

about the ,'E" bonds. 
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As you know~ something'has to be done about the "E" bonds. At 
$~e time they were issued 2.9 percent was a very attractive rate. That 
2~9 percent was for real sa~.ngs~not for bookkeeping. At the time 
thatrate was established, savings banks rates were from 1 to 1.5 per- 
cent, and the alternatives were around si~l~r levels. But now savings 
banks rates are 2 percent and savings and ~oan associations offer up to 
~.5 percent. So, something has to be done about the "E" bonds. There 
is-ao question about it. This is a problem the Treasury has to face. 

Some insurance salesmen are running ~'ound selling insurance and 
some of the boys in the investment trust business are selling securities 
on the basis of what is happening to the purchasing p~ver of the "E" 
bonds. But remember, whatever hapoens to the purchasing pov~er of the 
"E" bonds happens to sav~ngs de osits 
and everything else. . P , demand deposits, life insnrance 

To address myself more specificaLly'to, your. question:, s.ale of bonds 
to the banks increases deposits, th:~t is, f'bank" money." Issuing paper 
mone~ also increases the means of payments. So, what is the difference? 
Well~ printing money is very crude~ it is very obvious. It is the 
dlrect~ meat-~ way of doing it. Ever~body knows about it; mc~eover, 
the Govermnent is afraid of it and its consequeflces. On the other hand, 
credit expansion is a little hard to understand. After nW" explanation, 
I think you will all agree that this credit expansioo deal "has been 
difficult for the co~_lege"| Certainly, it ls not very obvious. Also 
thanks to deposit insurance and manet other things people have more 
confidence in it. It follows that bank credit exDansion does not have 
as immediate or direct effect on prices--in short~ dollar for dollar, 
it is not so inflationary. 

last month, I attended a meeting of bankers o u t  in Seattle.. 
Several Canadian bankers were present • ,~ an,,. after a couple of highballs 
they took me apart onthe bs.sis of how much better they had financed 
their war than we had. And, itfs true, they did finance more of World 
~ar II by taxes; they did a better all-retold job in their financif~g 
than we did in America. ~om 1 July 1941 to i July 1945 the U; S. 
Government paid out 317 billion dollars. Of this great Amountj the 
sum of only 126 billion dollars was raised tl~ough taxes® We s~lOuld 
have raised more by taxes--the wa::.time muslsrooming of dog tracks, black 
markets, and so forth, proved tha~ many a dolisa ~ was overlooked by the 
tax collectors. The Canadians largely avoided these am±~ . . . . . . .  mculties~ we 
have to admit it. Nonetheless, we didnlt do too badly, everything 
considered$ 

~<~ay I summarize: Issuing paper money is crude. It is obvious. 
It is what people expect. It is ~vhat they keep the~m eye on, and all 
that sort of thing. On the" other hand, bank credit expansion is the 
smart, modern, high,cowered, easy vJay of doing it. 
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QUESTION: ~. R0dgers, my question relates to a trend that may 
or may not be a trend~ but during the civil war, i understand, the pub- 
lic debt increased by a ratio of 20 to 1 .... %he figure may be wrong-- 
World War I, !O to l~ World War IT, 5 to 1. Is that a trend that has 

any significance? 

~. RODGERS: ! donlt know whether you have in mind relating the 
ratio of increase to the national income or what you think ought to be 

.,.LO~ used as a measuring device. First, I wouldwant to ~"~ '~  what kind of 
dollars they were at both ends of the ratio. The national debt of 257 
billion dollars has no ~ignificance whatsoever unless you relate to it 
the value of the unit. In other words, 257 bml~mon in ten-cent dollars 
is an awfully little debt. You have to look at its p~chasin~ power. 
You have to relate it to the economy. You haw~ to relate it to many 
things. That is the whole burden of my talk this morning:. We have a 
dynamic eeonony. We have a dynamic banking system. T£ you just take 
auantity and look at it, it can scare you terribly. For example, take 
such questions as how are you going to pay off 257 billion dollars, and 

SO on, 

Parenthetica].l.y, may I say, i dent% think we have to pay off the 
national debt, at aLlo But in saying that, ! don% want you to asso- 
ciate me with those fellows, like Hansen~ at Harvard ~,~ho say we donlt 
have to pay it because we owe it to ourselves. I don lt go along -~vith 
that school of thougSt at all. In nV beef% a'debt is a debt, and it 

" 'e the 6thor hand, we have to be practical is always a headache. But, on 
and realistic about the public debt. ?~e have it and ~e must live v;ith 
it. Paying it off is greatly to be desired, but #u~ v;e donlt pay it off, 
vle must do the next best thing, that is, live with it--peaceably if 

possible J 

QUESTION: !sn~t there a danger i~ such a spending tide developing 
p ... that once you start, yo~ canlt stop it~ that r-'.vate savings and things 

are just out the windo~, and a person ~,~ou!d be foolish to save? 

i~. ~ODGE~S: Of course, %here is no ouestion about it, it is 
dangerous. LSfe is dangerous. Isnlt there danger in everythi~%g? I am 
not recommending this credit ex'oansion method of financing war. (Taxa- 
tion is an i~iTmlY oe~ r ~h~ ~t you ean~t ~x he~i~y ~gh 
do it in a democracy') ~ am exp3.&i~Aing it. You understand, it is not 
mY baby. Su~ely, there is danger. Similarly, as you gentlemen know, 
there is danger in dealing with high explosives~ but you have learned 
to live with them. Of co~,n~se credit expausion is dangerous. All his- 

tory sho~s it is liable t o  b~ a ono-~aY ~,oad. 

But, on the other side of the scales, ~ie must recognize that 
• • ~ .... people have shown, 

America has such fantast.mc ~o~{Ctmon abm.~mby and otu ~ 
down through the years, such~mazi)~s co,~.on sense (let me repeat, arcf 
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time since 191~ we could have had wild jmzlatzon)~ " that credit expan- 
sion is safer in this country than anywhere else in the worl4. I 
s'b optimistic chieflybecause we have such a marvelous production sys- 
tem, as you wellknow. And, production is the answer to the dangers of 
credit ~pansion. For example, even if we do exp:?nd our p::cchasing 
power I0 for I, if we also expand production by the same ratio, or if 
we can get people to save prooortionately9 if we can get them to sl~,~ 
up proportionately the~ deposit turnover, runmvay l~ices can be avoided. 

t' Along these lineS, let us see what history sh~,~s us. During the 
nifties, for example, the whole effort of o~r Feaera~.- " administration 

was to do what? To get people to go from dollars'to goods. Every" 
effort was made to reduce the value of the dollar, v~hich is to say, 
to put prices up. Everything was done in that dk'ection--to sta~% a 
flight from the dollar into commodities. Among other things, the gold 
value of the dollar~ the actual ~old content was reduced. "Then the 
very same "experts,' who said ~" you take .ha]l ~ the gol~ out, the value 
will drop and prices ~ " " ~ ~ . 

~!I (~ouo..e--tne very sa~,e boys advised, "Take all 
the gold out," and they took all the gold out. If taking half the go~_d 
out would make th~ dollar half as valuable and cause :f ~ 
if you "book all o: it out, ..... :r~c~s to double, 

>~aere °~:'ould prices go? But prices didn't 
go to infinity'. They didn't because of the great confidence our peoole 
have in the American dollar. 

Suppose you had stopped a man in the street in 1934 and .... 
"Brother, do you Icnc~ what the Washington experts did? They took the 
gold out of the dol!ar; you have been ruined.,, He r~ou!d have called a 
cop and said~ "Take him to the psychiatric ward and lock him up." The 
value of a monetary unit in some respetts is like a fight--if you don~t 
kn~.~ you are lick@d, you aren't licked. If you don~t ½:o~:; ~ 

~ ou are ruined, 
you aren,t ruined. And I am not ~m:.ttmng for one minute that :re are 
ruined. The antidote to all ~edit expansion i~ goods and services, more 
goods and services, and still more goods and services~ that is exactly 
what this wonderful capitalistic economy of ours has given so acoelerat- 
ingly down through the years. 

Further evidence of the faith of o~ people in the American dollar 
is the fact that all during the the'ties, we engaged in p~:p priming 
and yet, every time they put another billion or tvJo into the pump to " 
prime it, 7~at did Jolm Q. Public do? He just sl~ved up his spending, 
s!o~<.ed u:?~reaching for his checkbook. In this fashion, tu~'nover was 
reduced =~s%er by t~he public than the quantity r~as increased by the 
authorities. The AdministratiOn did everything it c<>u!d to cheapen the 
dollar (increased ~ices), yet, to the American neop]e, it was still 
t:m% old reliable dollar. - - 

To bring this up to the present; i -'~-.-~', ~- 
o~_.=n~ that unless we have total 

war or unless politics intervones, vie have seen the end, f__~C_ a :~l~i!c, of 



sharply increasing prices. In other words, if left alone, the money 
managers can control money rates; they can l&~gely con% ~ol the rate of 

of our people 
borrow~no, and, they can po~erfully affect the psychologV 

• v"s spending and saving. vls-a- l 

Of course~ in the last ~.-'~a1'vsis-~, , it is wSethc~r or not JoeB! o~:; 
reaches for his checkbook that "bells the tale. In other v~ords~ to 
completely mana~e a money you must have the por~e.~' that Hitle'," had, and 
even he had his troubles| Evel~y nov; and -Shen you have to bE: able to 
"shoot" a few people that ~t out of hand, But~ short of such extreme 

" ~',e ~oups permit. 
measures~ much can be done and w~il! be done if l~eosux ~, 

OOL0~L I~DZ~ ~I&H: ~,i~, Rodgers, on behalf of the Commandant, 

the students~ and the faculty~ I thank you for a most informative 

lecture • 
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