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WAR TFINANCE

3 Januvary 1951

CAPTAIN MILIER: Yhen I first began my naval career, and I think
this applies to the majority in this room, it was dwring an era of
balanced budgéts, disarmament tonferences, the Locarno Pact, peace, and
prosperitys On the other hand, when our speaker this nmorning entered
the naval service, it was during World Tar T. He experienced that tre-
mendous expansion of national debt vhen, &s you lnow, we first heard
about the factor of 10 to 1. The debt went from 2.9 billion to over
25 billion dollars, With his intellectual curiosity, he was deterfined
to. find. out where ‘all this money came from to finance a wer. . Well, he
found out and this morning he 1s going to tell us exactly how Lo do ite
It is a pleasure to welcome back to the platform Raymond Rodgers, Pro-
fessor of Banking in the Graduate School of Business Administration,
New York University. :

Mte RODGERS: Gentlemen, it is a pleasure to be hers at the Indus-—
trial College. I must say I &m a little handicapped this morning because,
despibe everything I could do, Dre Thomas of the Federal Reserve Board
‘has been invited to come hercs Dre Thomas knows so much more about this
than I ever will know tha’ it kind of puts me under wraps. -After telling
you that, however, I will do my best, and if he should get troublesonme,
will you help me? ” ~

The first thing I want to say, gentlemen, 1s bthat this is going
to be quite freehanded. Ordinarily when I talk %o such an imporvant
group as this, I write everything downe I am not going te do it today
because I found, in ‘evious experience in talking to vou men who

ooy QUG QU0 exper 3 Fthe Lo o :
have this highly important military task, that it is betfter to be a
. . 1 . . . ’ - 0] 1,9
little informale So this is going to be a lecture, the like of which
. you have never heard before and possibly will never wanh to hear againd
Tt is going to be freehanded and it is going to be largely original,
whatever that may mean. '

Nature of Banking

There is a great deal of misunderstanding about the whole field of
bankings There is a lobt of nisunderstanding about finance., Some of this
has been sedulously cultivated by the bankers themselves., For example,
take the idea that a bank is an institubion where psople known as deposi—
tors leave money which the bankers in turn lend to obher people known as
borrowers, The bankers thouglht that description a pretty safe way to
explain banking, and down through the vears they have taken that positione
You will find that some of the treatest bankers of all time shard

-articles and books on banking with that sort of explanations




Now, gentlemen, forget it. Right off the bat, a bank is not a
money institution; a bank is a cfediv institution. Money. is entirely
incidental! As a matter of facht, in a commercial bank money may be
as 1little as 2 or 3 percent of its tobtal assets. I used to work in a
Wall Street bank and you may be surprised to learn that this very large
bank sometimes got down to where thers were less in it than I have in
my own pocket today--and that is certainly getting awfully low--because
the Federal Reserve bank was right across the streete That bank could
quickly send a man across the streebt when 1t needed Money e ‘

The typical bank, gentlemen, hazs 2 percent or maybe even less of
its assets in the form of what you and I know as cashe 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 from bankss" The assebs are almost
entirely "due from banksi" They are nob cashi The banks have very little
cashe You must first understand that what we are talking abhout here is

a Vﬁ%% bookkeeping mechamisme As the Scotchman said, "Who menbioned
cash? _

- Modern Banking Mokgs Wor Finange, Basy

In the ficld with which we arc concerned this morning, war finante,
1t is traditional and fashionable for '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
carefullyd That is not the case with me; I am not going to kid yous
Financing war in a country with an ultramodern banking system such as
we have in America is a relatively easy matters I don't mean that we,
should kick it around; but I do mean that we can do many things with 1t.
So, this is by no means the most important lechbure 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 systeme. If T can get you
4o understond that we are able to supply our "music" as we go along,
then” I think our efforts will be wvery much worth whiles In explaining
this, I am going to be awfully simple. And when I say tawfully simple,"
that doesn't mean it is going to be ‘easy to understand. In fact, the
simple things are often the most difficult things in 1life to understande

Creation of Bank Credit

What I want to give you first is how bank credit, thab is "deposit
money,* is brought into existences I am going to oversimplify it. There
45 a lot more to it than I shall expounds If what T am going ‘o pub
on the board here were all there is to banking, you wouldn't need the
Federal Reserve Boardj you wouldn?t need Drs Thomas and his large staff
. of expertse '

-

Now, when you go to the bank and borror, you say you boryow moneys
Actually you don't borrow moneye You may think that you dos You go to
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the bhnk and sigh a plece of paper called & nobe, That is an asset . -
for the banks I take it that all you gentlemen know about double~entry .

bookkeepings A banker puts that note on his balance sheets "He puts 4t . .
on the balance sheet in this fashion~-loans and discounts--and just to
keep you awake--we will make it a million Gollars] (It's a happy idea
~anyway}) There it is—loans and discounts, one million dollars, Now
what is the other entry? A4 credit to the deposit account of the borrower,
one million dollarse Here are the entries. ' . S

Banks of the United.States

Assets ¢ S Liabiiiﬂies: o
Loans and discoumts - | ‘ Deposits'(of"bbfroﬁera"
For example—%1,000,000. -~ For examplef;$1;OOQ,OOO 

What has happened here? Some bookkeeping? No one has taken any= -
thing out, no one has put anything in, and no one has done without any— -
things There hasn't been any more paper money printed, any more :folding
money, We have, however, created some "bank money," some "deposit ..
money," which can be used from now on} _ .

Of course, before the banker can expand credit like thisy there are -
Qertain,prerequisites.‘ The banks must have a Teserve 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 4n the teiler?skcage, and so. forthe .
They must have something to ™sit in the pamed" But all that -is inci- |

dental at the-moment;

What wg want to understand now is, that you go to the bank and.
borrow a million dollars and what you get "is a bookkeeping entrys. . You
can then draw checks on this deposit account entrys That isbetter than
if they gave you the million dollars™ in actual money——far better. Why
is it? Well, if you told the banker, "I will take a million paper dollars,"
he would call the paddy wagon because it would ber&angarous'for you to
walk around with it in your pockebe Actually he wouldntt lend it to you
if you were  going to take that kind of money, Why wouldn!t he? Because
those,are'the-blue chips in the game. You know if you take the blue chips,

thare'is no'game3

: What the banker has agreed to do is to ctedit your account and to
do something about those 1ittle chits of paper you are going 1o sign,-
paper known as checkse What does he do about ik? Well, 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 Statess" that is all the bankse
Therefore, the banker can charge the checks against vour account very -
freely because hé is going to credit somebody: else!s accounte-no moneyy
Jjust bookkeepingl

3
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' So far as all the banks of the United States are concerned, what
do we 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 balencee. And what happens then? Well, you have a sort of
rat race here from account to account, but there is one thing you can
be certain of, so long:as this is over here (pointing to the assel,
Toans and discounts), this will be over here (pointing to the 1iability,
deposits)s It is bubton, button, you don't know who has the button,
but you know it is there somewhere; it is in circulabion.

This explanation is mich too simple for this audience, but if
you will get this idea—forget about money, forget aboub cash~—and
understand that purchasing power has been creabed and that it is good
purchasing power, you will hate come a long way in understanding the
processe -As a matter of fact, you would Jjust as soon have a check on
the Riggs National Bank or the American Trust Company as you would the
moneys wouldn'tt yous : ‘ _

So, it is not currency, it is the “bank money" that we want to keep
our eye one We want to keep owr eye, not on the 1 or 2 percent of cash,
but on the 98 percent of credite Tt works out.very nicely at the momenb
to remember thise At the moment we have about 98 billion dollars of
demand deposits; and as I said, they circulate from account to accounte

 Bub again, the one thing you should realize above all things is that so
Jong as the asset is on this side of the combined balance sheets of the.
banks, the liability has to be over here on the other sides

Bapk Credit BExpansion for Wap

Now let us take the next situdtion; the one in which you have &
great interest. Along comes a Ware We want.to finance the ware. How
do we go about it? Exactly the same waye. Back in World War I--dwring
my own time——as an emergency proposition an account was opened on the
books of the banks "War Loan Account, Treasurer of the United States." '
Tt has been changed now-—very appropriately, too-—the word” "tax" hes
been added to itd The word "Treasurer" has been taken off, but we are
going to use the old term heres So we will erase this deposit account
and put on "War Loan Account, Treasurer of “he United States,' in place
of the original accounte ’ : :

Now under this War Loan account arrangement, banks are authorized
to subscribe to securities by means of credibing that accounbe Of course,
banks can buy securities for cashj they can swap cash for securibles,
The Republicans have been saying for years that the Democrabts wait at
the back door of the bank and, when a man pubs a dollar in the front = -
door, they take it out the back doord Gentlemen, I assure you, therels
not a word of truth in it! The Democrats have a much better system than
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that, - They don' have to wait at the back doors If anybody puts a
"buck" in the front door, they take out five or six through sale of

the public debt to the banks; and, mind you, the banker comes and gives
it to them gladly. 4As 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, lot us get at ibe

Now, let us assume that the planning xperts of the armed forces
decide that they are going to need 10 billion dollars worth of equip-
ment and war materiels The banks will get a lebber from the Federal
Reserve banks as fiscal agents for the Government, announcing that
there is going to be a new offering of securities; and would the banks
like to subscribe? They would like tod There is no gquestion about itl

‘(Sé would you, if you could make an entry in a book and get interest on

1te TYou would have a big book, I know thats) As a matter of fact,

the banks aré so eager to subscribe that restrictions are always put on
the offerings They provide that the banker can subscribe to a certain
percentage of his total deposits, or a .certain percentage of his capita;,

- or a certain percentage of his time deposits. They have to pulb some
-limitation on the amount or the "boys" will "balloon® (inflate) their
 subscriptions, : : '

As soon as the Federal Rgserve banks geb these subscripbions in,
bhey notify each bank, on behalf of the Treasury, of the amount it has
been allotteds This notification is authorization for the banks to make
entries as shown below (using the old title of the account):

Banking System

Government securities War loan account, Treasurer of
‘ . . v - U’ S. v - . .
For example-—{10,000,000,000 For example——§10, 000,000, 000

So far nothing has really happened; we have just made an entrys The

next thing I-am going to explain is not an integral part of the expansion
processe I am explaining it only because I don' want to be picked up

by the experts here this morninge For auditing and other reasons, the
Treasury pays its bills by drawing drafts on - itself and making them pay-—
able at the Federal Reserve bankse They don't draw checks on the banks—-
it hasn'™ for a long time——it transfers this money to the Federal
Reserve banks by means of transfer orderss You will see in the newspapers
now and then that the Class B War Ioan accounts, for example, have had -
a call ordering them to transfer 10 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 Ioan account) over 4o the Treasury
account at the Federal Rescrve bankse Disbursing officers then draw
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checks on the Treasury account and those checks are given to you. -
genblemen and to your supplierss Those checks are cleared and eventually
are credits to the deposit account of John Qs Publice

The point is that the expenditure goes yia the PFederal as it is
the Goverrnmenbt!s fiscal agent; but eventually it comes baclk here; it
has to come back here. Otherwise, this wouldn!t-balances So, as I
said, all this purchasing power is transferred through the Federal
Reserve banks and ultimately comes back as & credit to the demand
deposit accounts of the general publicCs T '

What, then, do you have when this money -is spent? Here is the
heart of what I am trying %o say this mornings The public has 10 billion
. dollars in deposits that they would riot, have had if the baniks had not
| bought that 10 billion dollars worth of bondsl It is as simple as that.

The implications of this, however, are really enormous. In ancient
times if you wanted to have a war, you had to build up a wer chesbe In
World*War I the Cerman Government had accumulated a war chest of approxi-
mately fowr billion dollers—-real wealth, real value, Howadays you don't
have to do. that. OF course, ib doesn't hwrt 1f vou have it; don't
misunderstand me——I don's want to oversell you on this thingd DBub the
fact is, as you saw a moment ago, when the armed foroes spend 10 billion
dollars, instead of the public hoving lgss to spend, the public has
mores You have heard the old saying, "You cant!t have your cake and eat
it, too." Well, there it is} TIi may give you indigestion when you
eat it, but there it isd ‘ :

How about the idea that there is just so much credit and that
when some get it, others must do withoubt? ITn -any economic field when
anyone begins to insist that there is just so much quantity and no more——
T dont't care if it -is quantity of money,’ duantity of labor, or cuantity
of wages—-when anyone says we are a slave to cuantiby in a dynamic
econorys I begin to geb a little worried; I begin to get a little fretted
becasuse there is not just so much of this money. Lz you. can gee, if
10 billion dollars goes to the Govermment via the Treasury accounts at
the Federal Reserve banks that does not hean there isntt 10 billioh
dollars for everyboedy elses It doesn't mean that at all. In fact, it
means Jjust the oppositel B ; :

~In this illustratlon, the ‘armed fordes have spent 10 billion
dollars for goods which have probably been des royed or used ups Yeb,
after the armed Forces have taken 10 billion dollars worth of goods
out of the economy, the American people have 10 billion dollars of
parchasing power here with which they ecan continue to take goods oub of
the economys, How long? - As long as fhe bonds arc over on the "asset slde
and that may be an awfully long times T e ~
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Actually, this increase in the means of ‘payment is a.more serious
thing than the total indicates because it is spent over and over again,
Take this 10 billion here (indicating), at the moment the turnover is-e
and T am making a very rough average—in round figures about 25 times a
yeare (It is higher for New York and lower for the rest of the country,
but over-all we turn demand deposits ‘over about 25 times a year,) Whad
do we have then? This 10 billion here will add how much to the income
stream, spending stream, expenditwre stream? If it turns over 25 times,
the sum of 250 billion dollars a year is being spents By the armed
forces? No, by John Q. Publics But there arenlt any more goodsd And,
that, gentlemen, is the picture of bank credit expansion through the
purchase of government- securities by means of War Loan accounts,

Anothér issue: comes out, and they do it againg and, over and
. over againe a o :

The Present Situatbion

~ This type of war financing continued until at the end of World War
II, we had about 65 billion dollars of government bonds held by banks,"
ascribable largely to War Ioan account operations, although, of course,
- a few were bought for cash. The point I am trying to make is that yOou
have a sebup like this at the moment: 65 billion dollars of bonds held
as assets by the banks and, on the other sidey, 65 billion dollars of
deposit liabilitiess - 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 in it, and we do have confidence
in it despite what some people may tell JOUs .

Ve could go on for hours on the implications” of- this, and what
- 1t does to the economy and all that sort of thing, but if you will just
- understand here that we make this purchasing power as we go, I'11 be
satisfieds ' S : :

‘How Far Can Expansion Go?

~ Herper!s has an article this month by Colin Clerk in which he holds
that tobal taxation in excess of 25 percent will cause the economy to
break down, and so forthy and he gives lots of arguments, I don't agree
with hime Dont't misunderstand me; I don't Tike 25 percent taxes! I
don't like any. taxes—-I am a mountaineer! I don't even believe in
taxes, but that is not helping me anyd We have %o live in the world
as it isd So how much of this can be done? IHow far can this debt go?

In other words, this is so easy, this is such a convenient system,
why stop? The econony didntt "take of f" when we reached a public debt
of 55 billion dollars as President Roosevelb!ls 0ld professor warned
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in the thirties. We are past 257 billion dollars at the moment;

(it was oven higher right after the end of World War II); bub we

didn’t "take off" at 257 billione I you can go from 55 to 257

billion dollars, and get away with 3%, why not go to 500 tillion and
everybody will have plenty? After all, from 55 billion to 257

billion, that is a several-hundred—percent increase, in fact, almost

five times, whereas from 257 billion to 500 billion is only approximately
double} So, why can't we do it? ,

. Well, I would be the last man in +the world to tell you that we
canlt do ite I would hate ‘to see ity but I will assure you, here and
now, supported by the patriotic fervor of all-out war, wWe could pass
500 billion so fast we wouldntt have time to say, '"How do you do?" I
wonldntt like it, but let us not kid ourselves as ‘bo how much the
econorly can bears 7

As you can see, I am one of the freehanded boys. I don't think
we can know what we can stand unbil afterwards Nonétheless, I dontt
1ike to strain the econonmy any more than we have to. I dontt believe
in using a dangefrous thing any more’than we have to. We have a mar-—
velous tool here, a powerful helper, bub it is equally powerful for ill,
if improperly useds It follows that we must do everything possible
4o avoid overtaxing it because if i1t ever once blews, it is blown for
goodd So, we have to learn to 1live with ite And, I must say, we have
done a good job so fare SR

k) . . .

At long last, you can see why T told you ab the very'begiﬂning not
to worry ‘too much aboub the financing element., ~ Of course, you should
understand that there are 1imitations, in fact, somewhere there is an
over—all limits Bub in plain English, your chief interest in "War
Finance" is as individualse In other words, gentlemen, whenever you
spend money——you men here are going to spend most of these’ billions——
‘part of your "hide" is riding with every dollar! In short, it is not
the war effort that is going bo blow sky high; you are the fellows
that are going to do the economic sufferinge When you sign a voucher
or a requisition, send along a little prayer because you gentlemen
eventually will either live on annuities or private savings and invest~
ment, and, in either evenb, you have a direct personal interest in
keeping the economy from "taking of fo# And, as I said before, you
dontt know when it is going to "take off' wntil after it. happens—-then
1415 too lated Bub one thing you do know, whenever you expand the means
of payment in this fashion, you have an ulbimatbe, if not immediate,
attrition of the dollar. :

You can' escape this decrease in the value of the dollare True,
you may partially offset it by increased productilon, but the major
part of the increased"purchasing power is permanently on the books of
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the banks‘as‘avpractical matters You have this 65 billion dollars more
in the banks, a huge volume of the means of payment 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 commensurate goods created against
which this great purchasing povier total can be expended.

As you can easily see, you have pressing personal interest in the
way war is financed., The Covernment will“get by; don' worry about that,
The economy will get bys The guestion isy, will we, you and I, get by?
That is the real problems iy advice to you is, don't ever forget that
you have a. personal interest, as well as an official interest, in keeping
the credit expansion method of war financing at the lowest possible level,
subject, always, to the necessity of winning the war--nothing is more
important than that} = . . :

QUESTION: T wonder if you would like to comment some Onvthe
possible shubting off of some of this tremendous credit by the require—
‘ments of a certain percentage of reserve against government deposits?

MR+ RODGERS: Reserves nofw required of the banks, with the excep—
tion of the Central City banks; are at the maximum, so the law would
‘have to be changed, Obviously, if +theé Congress wanted o throw sand
into the machinery, it could raise the requirements all along the line,
even as high as one for ones }re Eecles, Vice-Chairman of the Federal
Reserve Board, as a mabter of fact, has a proposal for taking some of
the joy out of future oredit expansions and, of course, there are many
. other ways it could be done. ' '

. We now have a situation for the whole country in which the multi-
plier is about five for one, maybe a little less or a little more, but say
five for ones What does that mean? It means that when a banker has
20 cents over at the Federal, he can lend a dollare How can he lend
a 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 are 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 are changed, obviously you reduce
- your multipliere, That is all; just as simple as +that. But again,

under prosent conditions it doesn!t mean much so long as you have any-
thing less than 100 percent reserve requirements., I will tell you why.

Suppose the multiplier were changed so that you had only a two for
one expansions Suppose you wanted to lend 10 billion dollars at the
momente On youwr five~for—one basis you would have to send over 2 billion
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dollars 4o the Federal Reserve bank for your reserve account. Right?
Under the new deal you would have had to send over 5 billion dollars.
Have we gob it? Iebt us not ikid ourselves, gentlemens Since the Federal

‘Reserve System was founded in 1913 the banks have been able to create

Ltheir reserves, as needed, by borrowing at the Federal Reserve bank or
by selling securitles to ite This has been possible because we have,
fortuitously, to be surc, had plenty of gold o support our credit

structurés This all means that ever since the Federal Reserve System
‘was founded in 1913, we have had the ability %o '"go to towm" on infla—

tion at any time. It has been the good sense of the, Anerican people,
including the bankers and bthe money_managers,'that‘has_prevented_us
from really "going to town." We have had ths ability to have inflation
because owr banks can borrow their reserves! R

What is there today about the Federal Reserve System that naikes
such expansion possible, cven if it should wanb to prevent it?. Back
in ‘the days when the Federal Reserve didn't have the respohsibility for
supporting the government bond market, it could always raise the dis—
count rate and it really did on occasions The Federal Reserve even
used a progressive discount rate at one times After World War I, the
Federal Reserve gob it up vpast 60 percent; in fach, the last dollar
borrowed was approximately 64, percent, down abv the’ Atlanta Federal Reserve
Banke Beyond quesbion, the Federal Reserve could take the joy out of
oredit expansion by boosbting the discount rate now if it didn't have
the responsibility of maintaining "stability" in the government bond.
markebs ” o

To come back, in the olden days banks could borrow their reserves;

they still cane 'In the olden days the Iederal Rescrve authoritbies.

“could take the joy out of borrowing by raising the interest rate and

could make it "stick" by refusing to buy securitiese Tr' those .days,
it did not have to' buy governments ; hut, nob any mored All a member
bank has to do nowadays to get reserves is to sell governments to the
Federal Reserve banks—and remember, they have some 65 billion dollars
of government bonds, which can be converted into reservesl

QUESTTION: Sir, this process that you described seems to be a
very neat trick of sleight of hande 1 wonder if you could tell us any
difference, so far as end results are concerned, between borrowing
Lhrough the banks and”Jjust printing money 4o be distributed to John

Qo Public? After all, money 1S a form of government gecuriby, LooCe

Yowr question, as to what is the difference betweer the credit
expansion process and the actual printing of paper Wmoney, 18 a very
practical one because there is a lot of talk now going around, especially
about the "E" bondse ’ -

10
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As you know, something has to be done about the "E" bondse AL
the time they were issued 249 percent was a very attractive rate, That
249 percent was for real savings—not for bookkeepings At the time
that rate was established, savings banks rates were from 1 %o 1.5 per—
cent, and the alternatives were around similar levels., But now savings
banks rates are 2 percent and savings and loan assoclations offer up to
3¢5 percents Soy something has tobe doné about the "EM bondss There

.1s-no question about its This is a problem the Treasury has to face,

Some insurance salesmen are running around 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 power of the "E!

bonds. But remember, whatever happens to the purchasing povier .of the
"EY bonds happens. 4o savings deposits, demand deposits, life ingurance
and everything else. . ' : '

To address myself more specifically to your question, sale of bonds

to the banks increases deposita, thst is, Mbank money." Issuing paper

money also increases the means of vaymentse  So, what is the difference?
Well, printing money is very crude; it is very obvious. Tt is the
direct, meat-ax way of doing ite BEverybody knows about it; moreover,
the Government is afraid of it and 4ite consequencess On the other hand,
credit expansion is a little hard to understande After ny explanabiormn,
I think you will all agree that this credit expansion deal "has been
difficult for the college"t Certainly, it?s not very obviocus. Also
thanks to deposit insurance and many other things people have more
confidence in ite It follows that bank credit expansion does not have
as immediate or direct effect on prices--in short, dollar for dollar,

it is not so inflationary. ' :

Tast month, I attended a meeting of bankers out in Seattle.
Several Canadian bankers were rresent and after a couple of highballs
they took me apart on the basis of how much better they had financed
their war than we had, And, it's true, they did finance more of World
War IT by taxes; they did a bebter all-round job in their financing
than we did in America. From 1 July 1941 %o 1 July 1945 the Us S,
Government paid out 317 billion dollarss Of this great amount, the

-sum of only 126 billion dollars was ralsed through taxes, We should

have raised morec by texes——the wartime mushrooming of dog traéks, black
markets, and so Lorthy proved that meny a doller was overlooked by the
tax collectors, The Canadians’largexy avoided these difficulties; we
have to admit it, Nonetheless, we didn't do +oo badly, everything
consideredd ' ' S

Mey I summarize: ISsuing paper money is crude. It is obvious.
It is what people expects It is what they keep their eye on, and all
that sort of things On the other hand, bank. credit expansion is the
Smart, modern, high~powered, easy way of doing ite. :
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QUESTION: Mres ROdgers, my question relates to a trend that may
or may not be a trends but during the civil war, I understand, the pub-
1ic debt increased by a ratio of 20 to l-~the figure may be wrong--—
Torld War I, 10 to 1; World War IT, 5 to le Is that a. trend that has
any significance? o : ‘ :

MR, RODGERS: T don't know whether you have in mind relating the
ratio of increase to the national income or what you think ought to be
used as a measuring devices First, 1 would want to know what kind of
dollars they were at both ends of the ratiocs The national debt of 257
billion dollars has no Significance whatsoever unless you relate 1o it
the value of the unit, In other words, 257 billion in ten—cend dollars
is. an awfully little debts You have bo look at its purchasing powiers
You have to relate it Lo The econonye You have “o relabte it to many
thingse That is the whole burden of my talk this morning. We have a

" dynamic economys We have a dynamic banking systems 1L you just take

quantity and look at it, it can scare vou terribly. For example, bake
such questions as how are you going to pay off 257 billion dollars, and
50 ONne v

'ParenthetiCally, may 1 say, L donid think we have bo pay off the
national debt, at all, But in saying that, T don't want you to asso-
ciate me with those fellows, like Hansen, at Harvard who say we don'lt
have to pay it because we ome it to ourselvess I don't go along with
that school of thought at alle In ny book, a’debt is a debt, and it
is always a headaches Bubt, on the other hand, we have to be practical
and realistic about the public debte We have it and we must 1live with
ite Paying it off is greatly to be desired, but il we dontt pay it off,
we must do the next best thing, that is, live with it—peaceably if
possibled '

QUESTION: Isn?t there a danger ifn such 2 spending tide developing
that once you start, yol can't stop it, that private savings and things
are just out the window, and a person would be foolish to save?

¥R. RODOERS: Of course, there is no question about 1t, it is
dangerouss Life is dangerouSe Tent there danger in everything? I am
not recommending this credit expansion method of financing ware (Taxa—
tion is en infinibely better mobhod bub you eantt bax heavlly enaugh 0
do it in a democracfg) T am explaining ite You understand, it is not
my baby.  Surely, bthere is dangere Similarly, as you genblemen knowy
there is danger in dealing with high explosives, pub you have learned
to live with them. Of cowrse credit cxpansion is dangerolus, All his—
tory shows it is liable to be a onc-way roade ’ «

~ Buby on the other side of the scales, we must recognize that
America has such fantastic prodattion sbility and our people have shown,
down through the years, such-amazing common sense (1et me repeat, any
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time since 1913 we could have had wild inflation) that credit “expan-
sion is safer in this country than anywhere else in the worlde T am

sb optimistic chiefly because we have such a marvelous production svs—
tem, as you well knowe And, mroduction is the answer to the dangers of
credit expansions For example, even if we do expend our purchasing
power 10 for 1, if we also expand production by the same ratio, or if

we can get people to save proportionately; if we can get them to slow

up proportionately thedir deposit turnover, runaway prices can be avoided.

Alonhg these lines, let us see what history shows us. During the
thirties, for example, the whole effort of our Federal administration
was to do what? To get people to go Lfrom dollars-to goods, Every-
effort was made to reduce the value of ‘the dollar, which is to 82y,

to put prices Upe Everything was done in that direction—-to stat a
flight from the dollap into commodities, Among other things, the gold
value of the dollar, the achual gold content was reduceds ‘Then the
very same "experts" who said if you take half the gold out, the value

Wwill drop and prices will double-——the very sane boys advised, "Take all
the gold out," and they took all the gold oute If taking half the gold
out would make the, dollar half as valuable and cause prices to double,
if you took all of it outy, where would prices go? Bub prices didntt
go to infinity, They didn!t because of the great confidence owr people
have in the American dollar,

Suppose you had stopped a man in the street 4in 1934 and said,
"Brother, do you know what the Washington experts did? They took the
gold out of the dollar; vou have been ruineds" He would have called g
cop and said, "Take him to the psychiatric ward and loclk him up«"  The
value of a monetary unit in some respects is like a fighte—if you don't
know you are licked, you aren't lickeds If you don't know you are ruined,
you arentt ruineds And T am not admitting for one minute that we are
ruineds The antidobe o a1l crodit cxponsion is goods and services, more
goods and Services, and still nore goods and services; thaeb is exactly
what this wonderful capitalistic economy of owrs hag given so accelerat~
ingly down through the vears., '

Further evidence of the Taith of owt people in the American dollar
is the fact that all during the thirties, we engaged in punp priming
and yeb, every time they put another billion or two into the punp o -
prime it, What did John Q. Public do? He just slowed up his spending,
slowed up reaching for his checlkbooke . Tn this fashion, tuwrnover was
reduced faster by the public than the quantity was increased by the
authoritieses The Administration did everybhing it could %o cheapen the
dollar (increased mrices), vet, to the American people, it was still
that old reliable dollar.

To bring this up to the present, I think that unless we have total
war or unless politics intervenes, we have scen the end, for a while, of

——
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sharply increasing pricese In other words, if left alone, the money
managers can control money rates; they can largely control the rate of
borrowing; and, vhey can power fully affect the psychology of our psople
yis—a~vis spending and savings R

of course, in the last analysis, it ils whether or not Joe  Blow
reaches for his checkbook that tells the tales In other words, b0
completely manage & money you must have the power thab Hitler had, and

. even he had his troublesd Every now and then you have to be able to

ushoobt! & few people thab geb oub of hande Bub, short of such exbtreme
measures, much can be done and will be done if pressure groups permibe

COLONEL HARDENBERGH: Mre Rodgers,‘un behalf of the Commendant,
the students, and the faculty, L bhank you for a most informative

lectures

(22 March 1951--300)E.
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