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M O N E T A R Y  AND C R E D I T  R E H A B I L I T A T I O N  
F O L L O W I N G  N U C L E A R  A T T A C K  

15 F e b r u a r y  1960 

MR.  P U L V E R :  G e n e r a l  M u n d y ,  G e n t l e m e n :  L a s t  T u e s d a y  M r .  
P h e l p s  d i s c u s s e d  w i t h  us  t h e  m e a s u r e s  to  m e e t  t h e  e c o n o m i c  c o n s e -  
q u e n c e s  of  n u c l e a r  a t t a c k .  If y o u  w i l l  r e c a l l ,  he  s t r e s s e d  t h a t  t h e  s u c -  
c e s s  of a n y  s u c h  m e a s u r e s  w o u l d  d e p e n d  f i r s t  on  t h e  c o n t i n u i t y  of  a 
s o u n d  m o n e t a r y  and  c r e d i t  s y s t e m ,  f o r  t h i s  i s  t h e  f o u n d a t i o n  u p o n  w h i c h  
o t h e r  e c o n o m i c  m e a s u r e s  r e s t .  

T o  e x p l o r e  t h i s  m a t t e r  f u r t h e r ,  we h a v e  w i th  us  t h i s  m o r n i n g  t h e  
f o r e m o s t  a u t h o r i t y  in t h i s  f i e l d  of p l a n n i n g ,  D r .  R o l a n d  I.  R o b i n s o n  of  
t he  F e d e r a l  R e s e r v e  S y s t e m .  He  wi l l  d i s c u s s  w i t h  us  " M o n e t a r y  a n d  
C r e d i t  R e h a b i l i t a t i o n  F o l l o w i n g  N u c l e a r  A t t a c k .  " 

A l s o  p r e s e n t  h e r e  t h i s  m o r n i n g  a r e  t h r e e  g e n t l e m e n  who  w o r k  w i th  
D r .  R o b i n s o n  on t h e s e  p r o b l e m s .  T h e y  w i l l  be  t he  p a n e l i s t s  of  t he  S e c -  
t i o n  F s e m i n a r  t h i s  a f t e r n o o n .  

G e n t l e m e n ,  w i l l  you  p l e a s e  s t a n d  and  be  r e c o g n i z e d  a s  I c a l l  y o u r  
names. 

M r .  R.  D u a n e  S a u n d e r s ,  T r e a s u r y  D e p a r t m e n t .  

D r .  Hans A d l e r ,  B u r e a u  of  t h e  B u d g e t .  

M r .  G o r d o n  G r i m w o o d ,  F e d e r a l  R e s e r v e  S y s t e m .  He  is  c u r r e n t l y  
a s s i g n e d  to  t h e  N a t i o n a l  D a m a g e  A s s e s s m e n t  C e n t e r .  

Now,  D r .  R o b i n s o n ,  i t  g i v e s  m e  g r e a t  p l e a s u r e  to  w e l c o m e  you  b a c k  
to  t h e  C o l l e g e  f o r  y o u r  t h i r d  l e c t u r e  and  to  i n t r o d u c e  you  to  t he  C l a s s  of  
1960.  G e n t l e m e n ,  D r .  R o b i n s o n .  

DR.  R O B I N S O N :  T h e  s t a r t i n g  p o i n t  f o r  t h i s  d i s c u s s i o n  is  t h e  a s -  
s u m p t i o n  t h a t  t h e  U n i t e d  S t a t e s  m i g h t  be  a t t a c k e d  by  w e a p o n s  of h e a v y  
w e i g h t ,  t h a t  t h e  d a m a g e  to  t h e  c i v i l i a n  e c o n o m y  w o u l d  be  of  v a s t  p r o p o r -  
t i o n s ,  o u r  e c o n o m i c  s y s t e m  w o u l d  s u f f e r  l o s s e s  r a n g i n g  f r o m  l igh t  d a m -  
a g e  to  c o m p l e t e  d e s t r u c t i o n .  

Before we even talk about the problem of monetary and financial re- 
habilitation, we must consider the assumption of very great and severe 
damage to the existing system. 
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We h a v e  to w o r k  wi th  a p r o b l e m  f o r  w h i c h  t h e r e  is no p r e c e d e n t ,  
we  c a n  a p p l y  on ly  i m a g i n a t i o n  to a s i t u a t i o n  abou t  wh ich  we h a v e  no e x -  
p e r i e n c e .  U n f o r t u n a t e l y ,  i m a g i n a t i o n  wi thou t  s o m e  s o r t  of f o u n d a t i o n  
in e m p i r i c a l  s t u d y  m a y  be a v e r y  s l i p p e r y  s o r t  of too l  to u s e  in a n a l y s i s .  

I start with the hypothesis that we live in a society in which we are 
disciplined primarily to make our own way within an economic order. 
We are partly subject to the discipline of jobs, but the measure of free- 

dom in our economic system is such that the final control of our activ- 
ities is found in the way in which the market system responds. 

This is something that would last after an attack. We are not ac- 
customed to responding to the discipline of governmental order or ac- 
customed to responding to a discipline of a totalitarian system. So that, 
having enjoyed freedom, even a cataclysmic attack cannot change the 

fact that our human responses are those of a free people. 

S e c o n d l y ,  we a r e  d i s c i p l i n e d  to b e l i e v e  and ,  in g e n e r a l ,  to  s e e k  the  
s o l u t i o n s  of o u r  p r o b l e m s  l o c a l l y .  We do not  h a v e  n a t i o n a l  p o l i c i e s  on 
a g r e a t  m a n y  of ou r  i m p o r t a n t  d a y - t o - d a y  o p e r a t i n g  a f f a i r s .  We h a v e  
one of the  f ew  p o l i t i c a l  s y s t e m s  in wh ich  t h e r e  is d i v i d e d  s o v e r e i g n t y ,  so  
t h a t  l o c a l  s o l u t i o n s  to a g r e a t  m a n y  p r o b l e m s  a r e  i m p o r t a n t  and  c e n t r a l  
in o u r  l i v e s .  

These facts, I believe, are important beginning points that we must 

bear in mind, because the sort of solutions you may make for monetary 

and financial problems in our society might not be the same ones that 

you would make in another society that has neither enjoyed freedom nor 
has learned to solve its problem on a local basis. 

L e t  m e  t u r n  d i r e c t l y  to t he  m o n e t a r y  and  f i n a n c i a l  p r o b l e m s  tha t  
would  be f a c e d  in the  e v e n t  of a n u c l e a r  a t t a c k .  What  s o r t  of c i r c u m -  
s t a n c e s  would  we e n c o u n t e r ?  In t he  f i r s t  p l a c e ,  the  l o s s  of t he  b a s i c  
p o w e r  to p r o d u c e  and  the  b a s i c  e c o n o m i c  p a t t e r n s  to w h i c h  we  h a v e  b e -  
c o m e  a c c u s t o m e d  m e a n s  tha t  t h e r e  wou ld  be ,  qu i t e  n a t u r a l l y ,  a v e r y  
l a r g e  l o s s  to a l l  of the  v a l u e s  tha t  we a s s o c i a t e  wi th  o u r  f i n a n c i a l  s y s -  
t e m - - t h e  p i e c e s  of p a p e r ,  the  c r e d i t  i n s t r u m e n t s ,  t he  i n t e r r e l a t i o n s h i p s  
t h a t  we t r e a t  r a t h e r  c a s u a l l y  and  a c c e p t  a s  g i v e n  in o u r  s y s t e m  a r e  b a s e d  
on the  a s s u m p t i o n  of s o l v e n c y  of a g r e a t  s h a r e  of t he  e c o n o m i c  s y s t e m .  
We a c c e p t  c h e c k s  f r e e l y ,  u se  t h e m  a l l  t h e  t i m e .  We buy  s e c u r i t i e s .  We 
d e p e n d  upon i n f o r m a l  s y s t e m s  of c r e d i t  s u c h  as  o p e n - b o o k  c r e d i t .  A l l  
t h e s e  d e p e n d ,  I r e p e a t ,  on the  a s s u m p t i o n  of g e n e r a l  s o l v e n c y .  T h e r e  
a r e  o c c a s i o n a l  e x c e p t i o n s ,  but  the  e x c e p t i o n s  a r e  so  t r i v i a l  as  to  be  un-  
i m p o r t a n t .  T h e  i m p o r t a n t  p a r t  is t ha t  we d e p e n d  on the  a s s u m p t i o n  of  
s o l v e n c y .  
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In t he  c a s e  of a n u c l e a r  a t t a c k  on the  U n i t e d  S t a t e s ,  t h e  l o s s  of 
v a l u e  of a v e r y  l a r g e  p a r t  of o u r  e c o n o m i c  un i t s  wou ld  be  so  g r e a t  tha t ,  
w i t h o u t  o t h e r  c o u n t e r i n g  a c t i o n ,  we wou ld  h a v e  to  a s s u m e  the  i n s o l v e n c y  
of l a r g e  n u m b e r s  of e c o n o m i c  u n i t s .  If we a s s u m e  i n s o l v e n c y  of a l a r g e  
n u m b e r  of t h e s e  e l e c t r o n i c  un i t s ,  t h e n  i n s o l v e n c y  a u t o m a t i c a l l y  l e a d s  to  
t he  f a c t  t ha t  a l l  of  the  p i e c e s  of p a p e r  t ha t  we c u s t o m a r i l y  d e p e n d  on f o r  
t he  w o r k i n g s  of o u r  s y s t e m  d o n ' t  h a v e  the  f o u n d a t i o n  tha t  we n o r m a l l y  

e x p e c t  f o r  t h e m .  

We d e p e n d  v e r y  m u c h ,  not  on ly  on t h e s e  p i e c e s  of p a p e r  in t r a n s -  
a c t i n g  b u s i n e s s  but  on t h e  f a c t  t ha t  t h e r e  is an  i n t e r r e l a t i o n s h i p  b e t w e e n  
the  d i s c i p l i n e  of f r e e  m a r k e t s  and  o t h e r  e c o n o m i c  a c t i v i t i e s .  T h o s e  of 
you  who h a v e  c o n t e m p l a t e d  the  r e l a t i v e l y  c o n s i d e r a b l e  i n c o n v e n i e n c e  
c a u s e d  by the  v e r y  i n c o n s i d e r a b l e  s t r i k e  of b u t c h e r s  in the  c i t y  of W a s h -  
i n g t o n  c a n  s e e  how d e p e n d e n t  we a r e  s o m e t i m e s  on a v e r y  f ew  c o g s  in 
t h i s  e c o n o m i c  m a c h i n e .  

By the  s a m e  token ,  f i n a n c i a l  i n s t i t u t i o n s  and  f i n a n c i a l  a r r a n g e m e n t s  
a r e  t i ed  t o g e t h e r .  The  w o r k a b i l i t y  of one  s e t  of  f i n a n c i a l  i n s t i t u t i o n s  de -  
p e n d s  on s o l v e n c y  of  o t h e r s .  L e t  m e  i l l u s t r a t e  th i s  p r i n c i p l e  by  a s i m p l e  
i l l u s t r a t i o n .  S uppose  we shou ld  i n s u r e  t he  d e p o s i t s  of  on ly  b a n k s .  We 
wou ld  g u a r a n t e e  b a n k s  a s  a c e n t r a l  f i n a n c i a l  i n s t i t u t i o n ,  and  we would  
t r y  to p r o p  up ou r  s y s t e m  by th i s  m e a n s .  We m i g h t  f ind tha t  we would  
s t i l l  e n c o u n t e r  v e r y  c o n s i d e r a b l e  f i n a n c i a l  d i f f i c u l t i e s ,  b e c a u s e  o t h e r  
f i n a n c i a l  i n s t i t u t i o n s  s u c h  as  i n s u r a n c e  o r  f a c t o r i n g  f i r m s  m i g h t  be v i t a l  
to  m a n y  b u s i n e s s  o p e r a t i o n s .  

L e t  m e  t u r n  s t i l l  f u r t h e r  to s o m e  of the  e c o n o m i c  p r o b l e m s  tha t  
wou ld  be  m o r e  s p e c i f i c a l l y  e n c o u n t e r e d  in the  e v e n t  of a n u c l e a r  a t t a c k  
on the  U n i t e d  S t a t e s .  T h e  e c o n o m i s t s '  f a n c y  p h r a s e  f o r  th i s  is  tha t  we 
wou ld  h a v e  a d i s p a r a t e  l o s s  of r e s o u r c e s .  T h i s  m e a n s  s i m p l y  t h a t  we 
would  h a v e  v e r y  h e a v y  l o s s e s  of s o m e  t y p e s  of e c o n o m i c  r e s o u r c e s  and  
r a t h e r  l igh t  l o s s e s  of o t h e r s .  An e n e m y  a t t a c k  would  a l m o s t  c e r t a i n l y  
d e p r i v e  us of  a v e r y  l a r g e  p r o p o r t i o n  of o u r  r e s o u r c e s  f o r  m a k i n g  c r i t i -  
c a l  m e t a l s ,  s u c h  a s  s t e e l ,  and  v e r y  l i k e l y ,  in t he  n o n f e r r o u s  m e t a l s  but ,  
on the  o t h e r  hand ,  o u r  c a p a c i t y  to p r o d u c e  a g r i c u l t u r a l  p r o d u c t s ,  a l r e a d y  
e x c e s s i v e ,  wou ld  be  r e n d e r e d  r e m a r k a b l y  r e d u n d a n t  by  an  a t t a c k .  

A n o t h e r  e c o n o m i c  c h a r a c t e r i s t i c  of a p o s t a t t a c k  e c o n o m y  wou ld  be  
tha t  w o r k  i n c e n t i v e s  would  be  d r a s t i c a l l y  c h a n g e d .  At  p r e s e n t  the  p a y -  
c h e c k  k e e p s  us a l l  go ing  to w o r k .  But  the  f a c t  t ha t  the  p a y c h e c k  k e e p s  
us go ing  to w o r k  is  on ly  b e c a u s e  the  p a y c h e c k  u l t i m a t e l y ,  in one w a y  o r  
a n o t h e r ,  is  t r a n s f e r a b l e  in to  the  t h ings  tha t  we wan t .  If we s h o u l d  be 
in c i r c u m s t a n c e s  in wh ich  the  p a y c h e c k  f a i l e d  v e r y  long  to a c c o m p l i s h  
w h a t  we n o r m a l l y  e x p e c t  of it ,  we would  q u i c k l y  l o s e  one of the  m o s t  
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important incentives of what we might call the discipline of the eco- 
nomic order. 

W h a t  i s  t o  b e  d o n e  a b o u t  a l l  of  t h e s e  c i r c u m s t a n c e s ?  W i t h  v e r y  
g r e a t  a n d  d i s p a r a t e  l o s s  of  e c o n o m i c  r e s o u r c e s ,  w i t h  e c o n o m i c  d i s c i -  
p l i n e s  l o s i n g  s o m e  o f  t h e i r  e f f e c t i v e n e s s  o r  p o t e n t i a l  e f f e c t i v e n e s s ,  w i t h  
t h e  w h o l e  s o c i a l  o r d e r  i t s e l f  s u b j e c t  to  a c e r t a i n  a m o u n t  o f  d i s i n t e g r a -  
t i o n  b e c a u s e  of  t h e  m a s s i v e  a n d  a l m o s t  u n i m a g i n a b l e  h o r r o r  t h a t  a c c o m -  
p a n i e s  i t ,  we  w o u l d  h a v e  to  p a t c h  t o g e t h e r  a n d  i m p r o v i s e  w i t h  s u c h  r e -  
s o u r c e s  a s  r e m a i n e d .  T h e  p r o p e r  p l a c e  to  f o c u s  w h e n  y o u  a r e  t a l k i n g  
a b o u t  r e c o v e r y  f r o m  a t t a c k  i s  no t  on  t h e  a r e a s  o f  d e v a s t a t i o n  o r  l o s s e s  
b u t  on  w h a t  s u r v i v e s  a n d  w h a t  i s  n o t  l o s t  a n d  w h a t  y o u  h a v e  to  r e c o v e r  
y o u r  e c o n o m y .  M e c h a n i s m s  o r  m e a n s  t h a t  w i l l  r e u n i t e  t h e s e  r e s o u r c e s  
m o s t  e f f e c t i v e l y ,  m o s t  q u i c k l y ,  a n d  w i l l  p r o d u c e  t h e  e n d  r e s u l t  t h a t  we  
a r e  a f t e r  m u s t  b e  f o u n d .  

B e c a u s e  of  t h e  f a c t  t h a t  we  a r e  a c c u s t o m e d  to  f r e e d o m  we w o u l d  
h a v e  to  a l l o w  f o r  t h e  f a c t  t h a t  o n e  v a l u a b l e  r e s o u r c e  t h a t  w o u l d  s u r v i v e  
w o u l d  be  t h e  w i l l  of  s o m e  p e o p l e  w h o  w o u l d  i f  t h e y  had  t h e  r i g h t  i n c e n -  
t i v e s ,  a c t  l o c a l l y  to  r e a s s e m b l e  s u c h  r e s o u r c e s  a s  s u r v i v e ,  t o  p a t c h  
t o g e t h e r ,  t o  i m p r o v i s e ,  a n d  to  do  w h a t  w o u l d  b e  r e q u i r e d  to  r e s t o r e  
a c t i v i t y .  In  m y  o p i n i o n  t h i s  i s  s o m e t h i n g  t h a t  c a n n o t  b e  d o n e  b y  c e n t r a l  
g o v e r n m e n t a l  p l a n n i n g .  We h a v e  to  e x p e c t  t h a t ,  w h e t h e r  i t  be  t h e  f i g u r e  
o f  t h e  b u s i n e s s m a n  o r  t h e  f i g u r e  of  t h e  l o c a l  c i t y  m a n a g e r ,  t h e r e  w i l l  be  
a l l  s o r t s  of  l o c a l  a r r a n g e m e n t s  t h a t  w i l l  s o l v e  p r o b l e m s  t h a t  c a n n o t  b e  
" b u c k e d  up"  to  t h e  c e n t r a l  a u t h o r i t i e s .  

S e c o n d l y ,  in  d o i n g  t h i s ,  we w i l l  h a v e  to  p a t c h  t o g e t h e r  a q u i t e  d i f -  
f e r e n t  m i x  of  r e s o u r c e s  t h a n  we  had  to  do  b e f o r e .  We  w i l l  f i n d  s o m e  
t h i n g s  in  g r e a t  e x c e s s .  I t  i s  c o n c e i v a b l e  t h a t  t h e r e  w o u l d  b e  w i d e s p r e a d  
a r e a s  o f  v e r y  g r e a t  l a b o r  a b u n d a n c e  in  a p o s t a t t a c k  s i t u a t i o n .  E v e n  
t h o u g h  we  w o u l d  n e e d  d e s p e r a t e l y  t o  h a v e  t h e  m a x i m u m  of  p r o d u c t i o n ,  
we  m i g h t  h a v e  u n e m p l o y m e n t  of  m a n p o w e r .  We m i g h t  h a v e  s o m e  t y p e s  
o f  i n d u s t r i a l  f a c i l i t i e s  t h a t  s u r v i v e d  in  r e l a t i v e l y  g o o d  o r d e r .  F o r  e x -  
a m p l e ,  i t  is  c o n c e i v a b l e  t h a t  c e m e n t  p r o d u c t i o n ,  b e c a u s e  of  i t s  p e c u l i a r  
c h a r a c t e r i s t i c s  of l o c a t i o n  a n d  i t s  d e p e n d e n c y  on  n a t u r a l  r e s o u r c e s ,  m i g h t  
s u r v i v e  a n d  we  m i g h t  h a v e  a lo t  m o r e  c e m e n t - m a k i n g  c a p a c i t y  t h a n  we  
k n e w  e x a c t l y  h o w  to  u s e .  

We would have to learn how to improvise with it. We have to learn 

to do with cement what we used to do with steel. 

W h e r e  d o e s  m o n e y  c o m e  i n t o  a l l  of  t h i s ?  I t h i n k  t h a t  i t  i s  e x t r a -  
o r d i n a r i l y  i m p o r t a n t  t h a t  t h e  i n c e n t i v e s  t h a t  we  n o r m a l l y  d e p e n d  on b e  
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kept alive. If we emphasize the importance of keeping a viable, working 
monetary and financial system, it isn't because of a proprietary or paro- 
chial interest in this particular system but because it supplies, and would 
continue to supply, the one type of incentive that we might be able to keep 
viable. I believe that, if that system were lost, we would find it very 
hard to replace it quickly with another. The fact that the paycheck brings 
some rewards, the fact that a money system has many advantages; it is 
something that we would need to maintain. 

To r e s t o r e  s o l v e n c y  to the  f i n a n c i a l  and m o n e t a r y  s y s t e m ,  the Na-  
t ion  would n e e d  to have  p lans  fo r  do ing  the job qu ick ly .  Th i s  i s n ' t  s o m e -  
th ing  fo r  wh ich  we cou ld  wai t  two o r  t h r e e  y e a r s ,  o r  which  we would g ive  
only  a p r i o r i t y  B s t a t u s .  If s o l v e n c y  is once  los t ,  it m a y  be lo s t  f o r e v e r .  
Th i s  r e q u i r e m e n t  I want  to e m p h a s i z e :  r e s t o r a t i o n  of s o l v e n c y  m u s t  be  
done  qu ick ly ,  and at  the v e r y  beg inn ing ,  b e c a u s e  tha t  is the  p e r i o d  tha t  
is  c r i t i c a l  in the r e s t o r a t i o n  of m o n e t a r y  and f i n a n c i a l  v i a b i l i t y  wi th in  
our  s y s t e m .  

How might it be done? There are varying devices, whether you call 
them "loss sharing, " "indemnification," or "war risk insurance. " There 
are different words for some system that would in effect put the power of 
government behind the assurance not just of solvency or viability of the fi- 
nancial monetary system but of, in effect, largely the economy as a whole. 
Government would have to stand in lieu of some of the guarantees that we 
normally would much prefer to depend on within our private system, and 
that keeps it going. This is, I believe the only workable solution. 

Questions may be asked as to whether loss sharing or indemnifica- 
tion should be a pattern which is reasonably explicit in its character and 
in its preattack planning, or whether it should be something to be left 
for decision afterward. One can also ask whether indemnification should 
be largely universal and complete, or whether it should be limited to the 
minimum degree essential to restore solvency. 

When we think about loss sharing and indemnification, our f irst  im- 
pulse is to think about this as a measure of equity and fairness. We 
would all be in this kettle of fish together, and we would divide up losses. 
But because of the fact that there would be many kinds of losses that un- 
questionably are very great and very severe, if we attempted indemni- 
fication of them, it is conceivable that we would dilute the system and 
make it impossible. Let me mention what I think is by all odds the most 
important of these types of losses. 



• 

Loss of health or of ability to make a living by some partial injury 
or casualty would be a loss by an attack that people might think should 
be shared, by welfare measures. We might say, "Let's assure income." 
It is conceivable that that should be done; but, if you calculate the cost 
of casualties in the event of nuclear attack, you will discover that our 
resources might conceivably be exhausted in simply meeting that one 
demand. As cruel and as inhuman as the thought may be, it is conceiv- 
able that the ultimate welfare of our country and the ultimate welfare of 
even afflicted individuals might be better served if the power of govern- 
ment were used purely and coolly to restore economic solvency and if 
we did not try to indemnify for losses of health and ability to earn a living. 

Now let me push a little further some of the specifics that have to do 

with the financial and monetary system and with the way that indemnifica- 
tion might have to work. Indemnification or loss sharing could be applied 
at different levels. Should you indemnify those who have losses in terms 

of paper claims or should you indemnify only real asset losses? Our sys- 
tem of money and banking, is one in which paper claims are piled on top 
of paper claims. There are multiple layers of paper claims. When we 

hold a life insurance policy we have a kind of paper asset on the life in- 

surance company, and the life insurance company in turn buys pieces 

of paper that we sometimes call bonds, sometimes mortages. Those 
pieces of paper may have as security real property, but it is conceivable 
that they in turn, at least in the case of bonds, may have an intervening 

layer depending on another piece of paper. So that if you set out to in- 

demnify papel ~ claims, the result is the fact that you have to offset paper 
claims before you arrive at true losses. When you indemnify the indem- 

nifier becomes logically and in the equity of law the holder in due course 

of all of the equitable rights of the holder of the original piece of paper. 

It is conceivable that the wiser policy would be to make no effort at 
all to indemnify holders of paper claims and indemnify only for real as- 
set losses--buildings, structures, machinery, the real economic assets 
of our economic system. If you indemnify for the real assets, you will 
automatically make solvent and viable the paper claims of our economic 

system. 

As is probably apparent in the way I say it, my own prejudices on 
this point are clear. I think it is more workable to indemnify at the level 
of the real assets and not try to indemnify on the basis of paper claims. 
But I would like to be the first to admit that those who hold the contrary 
view can make a very good case for the opposite side; i.e., that indem- 

nification should be at a quite different level in our system and that pos- 
sibly we should, by a system of offsets, cancel out interlocking claims. 
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I want to bring out one more extraordinarily important issue. A 
reasonable system by which we restored our monetary and financial 
system might trigger a very serious inflationary problem afterward. 
The stability of prices and values in our economy depends on a reason- 
able balance between real assets and paper claims--money and the 
other forms of near money. In a postattack situation we cannot hide, 
and should not attempt to hide, the fact that we would be very much 
poorer. The loss of real assets is real. If we restore the financial 
and monetary system to complete viability we would have more paper 
claims than real assets. If this ratio were a serious imbalance, we 
might, while we had escaped the danger of stalling the economy by 
having revived our system, build up a perfect machine for setting in 
motion and accelerating inflation. An accelerating inflation is almost 
as good a way to destroy monetary incentives as complete demoraliza- 
tion and Aecay of the financial system. How to do it in balance is, I 
believe, an unsolved problem--how to keep goods and money in balance. 

Let me mention one more problem that I believe to be an unsolved 
problem. ~hatever sort of restoration of the financial and monetary 
system we might have, would of necessity, have to allow for the fact 
that there would be very large measures of activity that would have to 
be transferred to the hands of Government, kinds of activity that are 
normally in private hands. 

Under those circumstances we would have large Government defi- 
cits, which, for a variety of fiscal reasons would create a serious in- 
flationary potential. The only way of avoiding those deficits would be 
by adding new taxes, or forcing savings from the economy, so as to 
take the funds away as fast as they are created. This is an issue of 
magnitudes. In principle, this is something that could be done, but the 
quantities required would be massive and far beyond the quantities that 
we have ever seen. It is very possible that such taxes or systems of 
forced saving might reduce or weaken economic incentives to the point 
where we would have difficulty in maintaining viability and unity in our 
economic system. I consider that a very serious and unsolved problem. 

Let me turn to some of the other specifics. These are more nearly 
housekeeping problems, but they are problems of a very real and im- 
portant sort. In general, in the planning for financial and monetary re- 
habilitation, considerable emphasis has been placed on the restoration 
of the commercial banking system in advance of other portions of the 
financial system, simply because the commercial banking system does 
manage our demand-deposit system; and our demand-deposit system is 
our principal monetary vehicle. 
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Q u i t e  a lo t  of  g o o d  s e n s e  c a n  be m a r s h a l l e d  to  s u p p o r t  t h e  v i e w  
t h a t  y o u  s h o u l d  g i v e  p r i o r i t y  to  t h e  r e e s t a b l i s h m e n t  o f  t h e  c o m m e r c i a l  
b a n k i n g  s y s t e m  in  a d v a n c e  of  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  B u t ,  if  y o u  
p r e s s  t h i s  p o l i c y  t o o  f a r ,  y o u  m i g h t  f i n d  t h a t  y o u  w o u l d  r u n  t h e  r i s k  of 
s e r i o u s l y  u n d e r m i n i n g  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  F i n a n c i a l  i n s t i t u -  
t i o n s  d e p e n d  to  a c o n s i d e r a b l e  e x t e n t  on  b e l i e f s  a n d  c o n v i c t i o n s  of  s o l -  
v e n c y ,  a n d ,  i f  we  s h o u l d  d a m a g e ,  o r  m a r ,  o r  in  s o m e  w a y  j e o p a r d i z e  
t h e s e  c o n v i c t i o n s  of  s o l v e n c y  a n d  of  v i a b i l i t y ,  i t  w o u l d  b e  a h a r d e r  j o b  
i f  d e l a y e d .  

O n e  t y p e  of  f i n a n c i a l  i n s t i t u t i o n  w o u l d  p r e s e n t  p a r t i c u l a r l y  d i f f i c u l t  
p r o b l e m s :  t h e  l i f e  i n s u r a n c e  i n d u s t r y .  L i f e  i n s u r a n c e  i s  a v e r y  i m p o r -  
t a n t  f i n a n c i a l  i n s t i t u t i o n .  It  i s  i m p o r t a n t  b e c a u s e  i t  i s  p e r v a s i v e  a s  
w e l l  a s  l a r g e .  A v e r y  l a r g e  p r o p o r t i o n  of  o u r  r e s p o n s i b l e  a d u l t  p o p u -  
l a t i o n  in s o m e  w a y  o r  o t h e r  i s  a c r e d i t o r  of  t h e  l i f e  i n s u r a n c e  s y s t e m ,  
a n d  s o m e ,  l i k e  m y s e l f ,  d e b t o r s .  T h e  v i a b i l i t y  o f  t h e  l i f e  i n s u r a n c e  
s y s t e m  w o u l d  be  t h r e a t e n e d  by  t h e  f a c t  t h a t ,  e v e n  w i t h  c e r t a i n  l i m i t a t i o n s  
on  t h e i r  c o n t r a c t s  a s  t h e y  a r e  n o w  w r i t t e n ,  t h e r e  w o u l d  a l m o s t  u n q u e s -  
t i o n a b l y  be  a c o m p l e t e  i n s o l v e n c y  of  a l l  l i f e  i n s u r a n c e  c o m p a n i e s  w i t h  t h e  
c l a i m s  on  t h e m ,  b e c a u s e  t h e  d e a t h  b e n e f i t s  w o u l d  e x c e e d  t h e i r  a b i l i t y  to  
m e e t  t h e m .  A l m o s t  a n y  a r i t h m e t i c  y o u  a p p l y  m e a n s  t h a t  i n  t h i s  i n d u s t r y  
e v e n  a r e s t o r a t i o n  of  s o l v e n c y  of  r e a l  p h y s i c a l  a s s e t s  w o u l d  n o t  s o l v e  
t h i s  p r o b l e m .  If  t h e  l i f e  i n s u r a n c e  i n d u s t r y  c o u l d  be  r e s t o r e d  s o o n  
a f t e r  a n  a t t a c k ,  p e o p l e  p r o b a b l y  w o u l d n ' t  l o s e  c o n f i d e n c e  in o r  d e s t r o y  
t h e  f u n c t i o n i n g  of  t h e  l i f e  i n s u r a n c e  i n d u s t r y .  B u t ,  i f  t h e  l i f e  i n s u r a n c e  
i n d u s t r y  w e r e  k e p t  f r o z e n  f o r  a m a t t e r  of  m o n t h s - - m a y b e  o n l y  w e e k s - -  
in  a p e r i o d  a f t e r  a t t a c k  w h i l e  we  w e r e  w a i t i n g  to  d o  w h a t  e v e r y o n e  b e -  
l i e v e d  to  b e  a s o m e w h a t  m o r e  i m p o r t a n t  t h i n g ,  i t  i s  c o n c e i v a b l e  t h a t  
w h e n  i t  d a w n e d  on  p e o p l e  t h a t  t h i s  i n d u s t r y  w a s  i n s o l v e n t ,  e v e n  w i t h  i n -  
d e m n i f i c a t i o n ,  p u b l i c  c o n f i d e n c e  w o u l d  be  e r o d e d  to  t h e  p o i n t  w h e r e  
r e s t o r a t i o n  w o u l d  be  v e r y  d i f f i c u l t  a n d  m a y b e  i m p o s s i b l e .  

L e t  m e  m e n t i o n  a f e w  o t h e r  s p e c i f i c s  on  t h e  m a t t e r  of  m o n e t a r y  a n d  
f i n a n c i a l  r e h a b i l i t a t i o n .  O u r  c o m m e r c i a l  b a n k i n g  s y s t e m  i s  p r i m a r i l y  
t h o u g h t  of  a s  a m o n e t a r y  s y s t e m  a n d  a s  a s u p p l i e r  of  d e m a n d  d e p o s i t s ,  
b u t  in  p r a c t i c e  i t  a l s o  i s  t h e  h o l d e r  o f  q u i t e  a lo t  of  s a v i n g s ,  o r  t i m e  
d e p o s i t  a c c o u n t s .  A s  h o l d e r s  o f  t i m e  a n d  s a v i n g s  d e p o s i t s ,  b a n k s  a r e  
c o m p e t i t o r s  w i t h  a n u m b e r  of o t h e r  s a v i n g s  i n s t i t u t i o n s ,  a n d  i t  w o u l d  
a l m o s t  d e f i n i t e l y  be  t h e  c a s e  t h a t ,  i f  t h e r e  s h o u l d  b e  a p o l i c y  of  r e -  
h a b i l i t a t i n g  c o m m e r c i a l  b a n k s ,  y o u  c o u l d n ' t  r e h a b i l i t a t e  t h e m  on  o n e  
s i d e  a n d  in  o n e  d e p a r t m e n t  a n d  n o t  r e h a b i l i t a t e  t h e m  g e n e r a l l y .  I f  y o u  
d o  t h a t  y o u  g i v e  t h e m  a c o m p e t i t i v e  a d v a n t a g e  o v e r  o t h e r  f i n a n c i a l  i n s t i -  
t u t i o n s .  In  o u r  s y s t e m  of  a f f a i r s  t h a t  w o u l d  b e  i m m e d i a t e l y  v i e w e d  a s  
a q u i t e  i n e q u i t a b l e  a n d  u n f a i r  a r r a n g e m e n t .  So I f i n d  i t  h a r d  to  s e e  h o w ,  
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e v e n  u n d e r  t h e  g r e a t  a n d  a g o n i z i n g  d i f f i c u l t i e s  of  a p o s t n u c l e a r - a t t a c k  
e c o n o m y ,  we  c o u l d  a l t o g e t h e r  d e l a y  r e s t o r a t i o n  of o t h e r  t y p e s  o f  f i n a n -  
c i a l  i n s t i t u t i o n s .  

L e t  m e  t u r n  to  a n o t h e r  p r o b l e m .  T h i s  h a s  ~o do  w i t h  c u r r e n c y .  I t  
i s  a v e r y  s i m p l e  h o u s e k e e p i n g  p r o b l e m ,  o r  s o  y o u  m i g h t  t h i n k  w h e n  y o u  
s t a r t  w o r r y i n g  a b o u t  i t .  C u r r e n c y  is  t h e  s m a l l  c h a n g e  of  o u r  e c o n o m y .  
T h e s e  c o i n s  a n d  t h i s  g r e e n  p r i n t e d  p a p e r  t h a t  a r e  p r o d u c e d  in  a f a c t o r y  
o v e r  h e r e  in  W a s h i n g t o n ,  a m o u n t  to  a b o u t  o n e - f i f t h  o f  o u r  m o n e t a r y  s y s -  
t e m .  We  u s e  t h e m  b a s i c a l l y  f o r  c o n v e n i e n c e .  S o m e t i m e s  we  u s e  t h e m  
f o r  t h e  t y p e s  of  t r a n s a c t i o n s  t h a t  a r e  t o o  t r i v i a l  t o  u s e  t h e  m o r e  h i g h -  
p o w e r e d  m e c h a n i c s  of  t h e  d e m a n d - d e p o s i t  s y s t e m .  B u t ,  f o r  a v a r i e t y  
o f  r e a s o n s  a g r e a t  m a n y  p e o p l e  s o m e  w a y  h a v e  g r e a t e r  c o n f i d e n c e  in  
c u r r e n c y  t h a n  t h e y  do  in b a n k  d e p o s i t s .  

T h o s e  o f  y o u  w h o  h a v e  a n y  r e c o l l e c t i o n  of  e x p e r i e n c e  a f ew  d e c a d e s  
a g o  c a n  s u p p l y  a f e w  r e a s o n s  w h y  it  i s  t h a t  c u r r e n c y  h a s  i t s  s p e c i a l  
f o r m s  of  p a r t i s a n s  a n d  a d v o c a t e s .  B u t  i t  i s  a l m o s t  c e r t a i n l y  t r u e  t h a t  
in  a p o s t a t t a c k  e c o n o m y  t h e r e  w o u l d  b e  s o m e  p e o p l e  w i t h  v e r y  h u m a n  
a n d  u n d e r s t a n d a b l e ,  b u t  d e p l o r a b l e ,  t a s t e  w h o  w o u l d  p r e f e r  to  m a k e  
t h e i r  m o n e t a r y  a r r a n g e m e n t s  in  t h e  f o r m  of  c u r r e n c y .  I f  t h i s  p r a c t i c e  
s h o u l d  be  e n c o u r a g e d ,  we  s i m p l y  w o u l d n ' t  h a v e  t h e  m e c h a n i c a l  m e a n s  
f o r  m a k i n g  i t  f u n c t i o n .  I,  f o r  o n e ,  d o n ' t  s e e  h o w  i t  c o u l d  be  p r o v i d e d .  
A s  a m a t t e r  of  f a c t ,  I t h i n k  t h e r e  w i l l  b e  s e r i o u s  d i f f i c u l t i e s  in  e s t a b -  
l i s h i n g  a m e c h a n i c a l  s y s t e m  s i m p l y  to  m e e t  o u r  n o r m a l  n e e d s .  M o s t  
of  us  a r e  u n a w a r e  of  t h e  f a c t  t h a t ,  to  h a v e  e n o u g h  n i c k e l s  a n d  d i m e s ,  
a n d  s o  on  a n d  s o  f o r t h ,  a v a i l a b l e  a t  t h e  r i g h t  t i m e ,  t o  h a v e  g r e e n  p r i n t e d  
p a p e r  in  t h e  t e l l e r ' s  c a g e  on  t h e  w e e k e n d s  w h e n  w e ' d  l i k e  t o  t a k e  o u t  a 
l i t t l e  e x t r a  c u r r e n c y ,  a n d  to  h a v e  s o m e b o d y  to  t a k e  i t  b a c k  w h e n  we  a r e  
t h r o u g h  w i t h  i t ,  r e q u i r e s  a s u r p r i s i n g  c o m p l e x ,  s e n s i t i v e l y  o r g a n i z e d  
s y s t e m  of  p h y s i c a l ,  m e c h a n i c a l  d i s t r i b u t i o n .  

If, f o r  s o m e  r e a s o n  o r  o t h e r ,  o u r  s y s t e m  of  c u r r e n c y  c o n v e r s i o n  
o f  d e m a n d  d e p o s i t s  s h o u l d  b r e a k  d o w n ,  w e ' d  f a c e  a p r o b l e m  of  c o n f i -  
d e n c e  a s  w e l l  a s  of  m e c h a n i c s .  V a r i o u s  p l a n s  f o r  m a i n t e n a n c e  of  r e -  
s e r v e  s t o c k s  o f  c u r r e n c y ,  s o - c a l l e d  a g e n t  b a n k  s y s t e m s ,  a n d  v a r y i n g  
d e v i c e s  a r e  b e i n g  s t u d i e d .  R e c e n t  l e g i s l a t i o n  w h i c h  a l l o w s  t h e  c o u n t i n g  
of  v a u l t  c a s h  a s  a l l o w e d  r e s e r v e s  in  m e m b e r  b a n k s  w a s  p a r t l y  j u s t i f i e d ,  
b y  v i r t u e  o f  t h e  f a c t  t h a t  i t  g a v e  a n  a d d e d  i n c e n t i v e  f o r  d i s p e r s e d  h o l d i n g  
of  c u r r e n c y  b y  t h e  t y p e s  of  i n s t i t u t i o n s  t h a t  m i g h t  be  s o m e w h a t  m o r e  
p r o t e c t e d  f r o m  a n u c l e a r  a t t a c k .  Y o u  w i l l  n o t i c e  t h a t  t h e  v e r y  f i r s t  
a c t i o n  of  t h e  B o a r d  in  a l l o w i n g  v a u l t  c a s h  to  b e  c o u n t e d  w a s  of  a m o u n t s  
o v e r  f i x e d  p e r c e n t a g e s ,  w h i c h  t e n d  to  be  c o n c e n t r a t e d  in  o u t l y i n g  b a n k s .  



The concentration of currency that can be used to meet required re- 
serves is probably in those banks that would be least likely lost or 
damaged by a nuclear attack. 

In the few minutes that remain, let me say a few more things about 
the general philosophy of monetary rehabilitation. The United States 
has a system of discretionary monetary policy, operated by a Federal 
Reserve System. The System has a large element of regionalisrn, 
which is explained by the political resolution of the System's initial 
character. It was to avoid concentration of too much power in the 
central government that there was originally provided an organization 
of reserve banks in various regions in the country. However, while 
there has been a high degree of regionalization of all the operating and 
housekeeping functions of the Federal Reserve System, there has been 
an increasing degree of centralization of the policy aspects of monetary 
control. Monetary control is now to a considerable extent centralized. 

This is not to minimize the contribution of theReserve banks in the 
formulation of monetary policy. The major instrument through which 
they contribute to this is the so-called Federal Open Market Committee. 

A discretionary monetary system might be a particularly difficult 
one to reestablish in a postattack situation. If we should have large 
losses of policy personnel, and if we should have a sharp severing of 
the ordinary instruments of communication, it is conceivable that there 
would have to be a greater degree of local autonomy in military matters 
than might be expected. Let me illustrate by a very simple and inter- 
esting little episode in one of the Operation Alerts. In the simulated 
atmosphere of this Operation Alert it was assumed that the central 
authority of monetary policy formation had been temporarily destroyed 
and not completely reestablished. Communications were received from 
two Reserve banks, of the following actions: One Reserve bank imme- 
diately dropped its discount rate to zero, and another bank raised its 
discount rate. In other words, the dependence on a discretionary mone- 
tary authority, a defensible plan for a peacetime system, raises some 
very real problems in an economy seriously damaged by attack. 

Now, what has to be done there? Within the Federal Reserve Sys- 
tem, an effort is being made to work out a solution. Mr. Grimwood and 
myself are now trying to establish a system by which there could be 
maintained, until we could reestablish an operating and viable authority, 
a system by which the various members or fragments would initially 
take no steps which would commit them to policies that would later on 
be awkward or from which retreat would be difficult--in other words, a 
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holding action, so that there would be the advantage of a discretionary 
monetary authority when reestablished, but without the dangers of dis- 
parate action until that time. 

One more point: We have encountered in our planning in the Fed- 
eral Reserve System the fact that there is a very considerable amount 
of inertia in any type of planning of this sort. It is difficult for people 
to bring themselves to the stage of really taking this very seriously. 
It tends to get shoved back of other jobs in terms of priority. I have 
to confess that I, myself, am guilty of this sort of priority judgment 
on many occasions, and find myself impatient with having to devote 
time to something that is not "productive. " It doesn't seem to lezd 
any place. Of course we hope it isn't productive. Nevertheless, is 
there any point in it? 

T h e  one  a d v a n t a g e  of  s o m e  t y p e  of  p l a n n i n g  s e e m s  to  m e  to  b e  a s  
f o l l o w s :  I d o n ' t  k n o w  w h a t  w o u l d  d e t e r  o u r  e n e m y  f r o m  a t t a c k i n g  u s .  I 
s u s p e c t  t h a t  y o u  k n o w  r a t h e r  b e t t e r  t han  I. B u t  I a m  c o n v i n c e d  of  one  
thing:  A s  a n a t i o n  we  h a v e  to  m a k e  c l e a r  o u r  wi l l  to s u r v i v e  e v e n  if  we  
a r e  a t t a c k e d  b y  n u c l e a r  w e a p o n s .  We h a v e  to  m a k e  c l e a r  t h a t  we  no t  
o n l y  i n t e n d  to s u r v i v e  b u t  t h a t  we  h a v e  the  m e c h a n i s m s  and  the  p l a n s  
and  the  a r r a n g e m e n t s  by  w h i c h  we c a n  s u r v i v e  a s  a n a t i o n .  It is  o n l y  
if  one  h o l d s  t h a t  c o n v i c t i o n  tha t  t h i s  w h o l e  v e n t u r e  is  w o r t h w h i l e .  If  
it is  w o r t h w h i l e ,  i t  is  an  e x p r e s s i o n  of  o u r  n a t i o n a l  w i l l  t o  s u r v i v e .  No 
m a t t e r  h o w  g r e a t  the  d a m a g e  d o n e  us .  

Thank you, gentlemen. 

MR. PULVER: Gentlemen, Dr. Robinson is ready for questions. 

Q U E S T I O N :  In a s i t u a t i o n  s u c h  a s  y o u  d e s c r i b e ,  I t h i n k  we  a r e  a l l  
a g r e e d  t h a t  m o n e y ,  s u c h  a s  p a p e r ,  w o u l d  t e n d  to  l o s e  i t s  v a l u e .  You  
p o i n t e d  ou t ,  I t h ink ,  v e r y  w e l l  t h a t  w e  h a v e  go t  to  h a v e  s o m e  m o t i v a t i o n  
to  c r e a t e  t h i s  c o n f i d e n c e  s o  t h a t  m o n e y  w o u l d  h a v e  a v a l u e  a s  a s y m b o l  
of  w o r t h .  T h e  a v e r a g e  p e r s o n  who  w o u l d  f a c e  t h i s  s i t u a t i o n  is  no t  in-  
t e r e s t e d  in the  s t o c k p i l i n g  of  s t e e l ,  s t r a t e g i c  m a t e r i a l s ,  and  s o  on and  
s o  f o r t h .  H e  is  i n t e r e s t e d  in s o m e t h i n g  m o r e  f u n d a m e n t a l ,  s u c h  a s  
f o o d ,  s h e l t e r ,  and  e v e n  w a t e r  w h i c h  is  not  c o n t a m i n a t e d .  A r e  we  s t o c k -  
p i l i n g  a n y  of  t h i s  s o r t  of  t h i n g  t h a t  c o u l d  b e  a v a i l a b l e  on,  s a y ,  a l o c a l  o r  
a r e g i o n a l  b a s i s ,  an d  w h i c h  w o u l d  p r o v i d e  th i s  m o t i v a t i o n  f o r  the  a v e r -  
a g e  p e r s o n  s o  t h a t  he  w o u l d  w a n t  to  w o r k  and  go and  ge t  s o m e  of  t h e s e  
t h i n g s  ? I k n o w  t h a t  p e o p l e  a r e  not  s t o c k p i l i n g  t h e m  in t h e i r  own s h e l -  
t e r s .  We d o n ' t  h a v e  t h e  s h e l t e r s .  W h a t  a r e  we  d o i n g  on t h i s  b a s i s ,  to  
p r o v i d e  t h e  b a c k g r o u n d  and  t he  m o t i v a t i o n  f o r  p e o p l e  to  u s e  m o n e y ?  

11 



728 

DR. ROBINSON:  My  a n s w e r  t h e r e  wou ld  h a v e  to be  t h a t  a l l  t h e  
a r r a n g e m e n t s - - a n d  I a m  s u r e  t h e r e  a r e  p e o p l e  h e r e  in the  r o o m  who  
a r e  m u c h  b e t t e r  i n f o r m e d  t h a n  m y s e l f  a b o u t  t h e  d e g r e e  of t h e m - - f o r  
s u c h  t h i n g s  a s  m e d i c a l  s u p p l i e s  and  c e r t a i n  m i n i m a l  r e q u i r e m e n t s  in  
t h e  c a s e  of d i s a s t e r ,  h a v e  b e e n  in t h e  h a n d s  of v e r y  l a r g e l y  C i v i l  D e -  
f e n s e  o r  o t h e r  r e l a t e d  a u t h o r i t i e s ,  so  t h e y  a r e  in  g o v e r n m e n t a l  h a n d s .  
S t r i c t l y  s p e a k i n g ,  t h a t  l i e s  o u t s i d e  t he  m a r k e t  e c o n o m y .  To  the  b e s t  
of  m y  k n o w l e d g e ,  no p r o v i s i o n  h a s  b e e n  m a d e  f o r  d i s t r i b u t i o n  of t h e s e  
t h i n g s  by  the  s a l e s  p r o c e s s .  I t h i n k  the  p r a c t i c a l  e f f e c t  is th i s :  U n l e s s  
we  w e n t  in f o r  a v e r y  m a s s i v e  g o v e r n m e n t a l  p r o g r a m  of s t o c k p i l i n g  a n d  
a l l  t h e s e  a r r a n g e m e n t s ,  the  q u a n t i t i e s  t h a t  wou ld  be  a v a i l a b l e  t h r o u g h  
t h e s e  m e a n s  s i m p l y  wou ld  no t  be  a d e q u a t e .  T h e  po in t  t h a t  I w o u l d  w a n t  
to  m a k e  is  t h a t  w h a t  we h a v e  to  do i s n ' t  so  m u c h  to  d e p e n d  on t h e s e  c o m -  
p l e t e l y  p r e p l a n n e d  a r r a n g e m e n t s ,  a l t h o u g h  we  n e e d  t h e s e  t o o .  I t h i n k  
we h a v e  to,  a f t e r  an  a t t a c k ,  s t a r t  m a r s h a l l i n g  t he  s u r v i v i n g  r e s o u r c e s  
and  d i r e c t i n g  t h e m  to w h e r e  we n e e d  t h e m .  I s t i l l  s e e  no  a l t e r n a t i v e  to  
a m a r k e t  e c o n o m y  to do t h i s .  We a r e ,  a s  a n a t i o n ,  a c c l i m a t e d  to t he  
u s e  of i t .  We  know how to  f u n c t i o n  t h e r e .  We t e n d  to  k i c k  o v e r  t he  
t r a c e s  and  t h e  r e s u l t s  of  p r i c e  c o n t r o l  a n d  r a t i o n i n g  d u r i n g  t h e  w a r  
s h o w  t h e  e x t e n t  to  w h i c h  we do no t  a c c e p t  t h e  d i s c i p l i n e  of  d i r e c t  c o n -  
t r o l s  r e a d i l y .  We k i c k  o v e r  t h e  t r a c e s .  So t h a t  is  t h e  r e a s o n  I b e l i e v e  
t h a t  we h a v e  to  d e p e n d  on a m a r k e t  e c o n o m y  to  p r o v i d e  m a n y  of t h e  s t i l l  
e s s e n t i a l  r e q u i r e m e n t s .  

Q U E S T I O N :  In v i e w  of t h e  g r e a t  l o s s  of a s s e t s  in t h i s  c o u n t r y ,  o u r  
own m o n e y  wou ld  c e r t a i n l y  l o s e  v a l u e  in  m a n y  p e o p l e ' s  m i n d s ,  a s  to  
w h a t  is  in b a c k  of  i t .  At  t he  s a m e  t i m e ,  c o u n t r i e s  in South  A m e r i c a  and  
p o s s i b l y  M e x i c o ,  and  s o m e  o t h e r s ,  wou ld  not  be  h u r t ,  and  t h e i r  m o n e y s  
wou ld  be  m o r e  v a l u a b l e  and  h a v e  m o r e  b e h i n d  t h e m  t h a n  o u r  own.  T h e  
s i t u a t i o n  wou ld  be s i m i l a r  to  s o m e  of t he  e a r l y  d a y s  of o u r  own c o u n t r y .  
Is  t h e r e  a n y  c o n s i d e r a t i o n  o r  t h o u g h t  of t r y i n g  to  h a v e  in e f f e c t  a r e v e r s e  
f o r e i g n - a i d  p r o g r a m ,  o r  l e n d - l e a s e ,  but  to  u s e  t h e  c u r r e n c y  of s o m e  
f o r e i g n  c o u n t r y  w h i c h  is  s t i l l  f u l l y  s o l v e n t ?  

DR. ROBINSON: You mean for our internal affairs ? 

S T U D E N T :  Y e s ,  f o r  us to  i m p o r t  it a s  a m e a n s  of e x c h a n g e - - c o i n s  
o r  s o m e t h i n g .  

DR.  ROBINSON:  T h i s  b r i n g s  m e  b a c k  to t he  d a y s  w h e n  I w a s  a 
m o n e y  and  b a n k i n g  t e a c h e r .  M a n y  p e o p l e  d o n ' t  r e a l i z e  t h a t  f o r  t h e  
f i r s t  30 o r  40 y e a r s  of t h i s  c o u n t r y  we did d e p e n d  on f o r e i g n  s o u r c e s  
of  c u r r e n c y  a n d  m o n e y  a l t o g e t h e r .  T h e  o r i g i n a l  p r o v i s i o n s  f o r  c o i n  
a n d  c u r r e n c y  in t he  U n i t e d  S t a t e s  r e a l l y  w e r e n ' t  v e r y  e f f e c t i v e  un t i l  
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about 1853, as I remember, when we finally got a Subsidiary Coinage 

Act that worked. Up to that time the English shilling was legal tender, 

even for taxes, until 1834, if I remember correctly. In any event, 

we have depended on foreign currency before, so that this is not un- 
known. 

I believe in practice, however, that this would not function very 

well. There are two bases for it. Originally we could get along on 

this basis because the people who were citizens of the United States, 

many of them, who came here, had used English coins, so they could 

continue to, and the Spanish dollar, which gave the name to our own 

dollar, was circulated informally. We knew how to do it. But we 
are accustomed to our own money system, and I think that all the re- 
sources used in getting it here would be a lot more nuisance than work- 

ing out our own. 

I might add, incidently, that I believe it would be bad psychology. 
I haven't thought this through, but I think that would be bad psychology. 
We'd still want to use our own dollar and make it a good symbol. 

Q U E S T I O N :  I u n d e r s t a n d  t h a t  a t  l e a s t  o n e  of  t h e  S t a t e s  h a s  m a d e  
p l a n s  to  u s e  s c r i p  in  a p o s t n u c l e a r - a t t a c k  p e r i o d .  T h i s  i s n ' t  p r o n e  to  
c r e a t e  c o n f i d e n c e  in  o u r  c u r r e n c y  o r  s t a b i l i t y ,  o r  a n y t h i n g  l i k e  t h a t .  
Do  y o u  h a v e  a n y t h i n g  to  s a y  on  t h i s  ? 

D R .  R O B I N S O N :  I c e r t a i n l y  do .  I t h i n k  i t  i s  r e g r e t t a b l e .  I a m  
a w a r e  of  a t  l e a s t  o n e  S t a t e .  W h e t h e r  we a r e  t h i n k i n g  of  t h e  s a m e  S t a t e ,  
I d o n ' t  k n o w .  

S T U D E N T :  I a m  t h i n k i n g  o f  N e w  Y o r k ,  I b e l i e v e .  

D R .  R O B I N S O N :  Y e s ,  t h a t ' s  r i g h t .  I t h i n k  t h a t  t h e  u s e  o f  s c r i p  
w o u l d  b e  p a r t i c u l a r l y  r e g r e t t a b l e  f o r  a n  a d d e d  r e a s o n  a p a r t  f r o m  t h e  
f a c t .  We  c a n ' t  d o  b u s i n e s s  j u s t  on  S t a t e  l i n e s .  We  a r e  a U n i t e d  S t a t e s .  
O u r  b u s i n e s s  i s  U n i t e d  S t a t e s  b u s i n e s s .  We c a n  h a r d l y  e a t  b r e a k f a s t  
w i t h o u t  g o i n g  a c r o s s  S t a t e  l i n e s .  T h e  g r a p e f r u i t  t h a t  we e a t  c o m e s  
f r o m  o n e  s e c t i o n  of  t h e  c o u n t r y ,  a n d  o u r  c e r e a l  f r o m  a n o t h e r ,  a n d  I ' l l  
b e t  y o u ' d  b e  s u r p r i s e d  a t  h o w  f a r  a w a y  we  g e t  e g g s  f r o m .  So t h a t  a 
m o n e t a r y  s y s t e m  f o r  a s i n g l e  S t a t e  j u s t  w o n ' t  w o r k .  I t h i n k  in  t h a t  
s e n s e  t h a t  i t  i s  b a d  p l a n n i n g  a n d  i t  i s  r e g r e t t a b l e ,  a n d  we  m i g h t  b e t t e r  
p u t  o u r  e m p h a s i s  on  h a v i n g  a g o o d  U n i t e d  S t a t e s  m o n e y  s y s t e m .  

If  I c o u l d  u s e  t h i s  a s  a p o i n t  of  d e p a r t u r e  o n  a n o t h e r  p o i n t  t h a t  i s  
r e l a t e d  to  i t ,  I t h i n k  t h e r e  i s  a d a n g e r ,  a r e l a t e d  d a n g e r ,  t h a t ,  in  t h e  

13 



~ j v  

e v e n t  of  an  a t t a c k  on t h e  U n i t e d  S t a t e s ,  i t  i s  c l e a r l y  t r u e  t h a t  s o m e  
a r e a s  wou ld  be  m u c h  h a r d e r  h i t  t h a n  o t h e r s .  We f o u g h t  a W a r  B e t w e e n  
t h e  S t a t e s  h e r e  n o w  a l m o s t  a c e n t u r y  a g o  on th i s  b u s i n e s s  of  s e v e r i n g  
o u r  S t a t e s ,  a n d  we  d e c i d e d  to s t i c k  it out  t o g e t h e r .  I t h ink ,  u n d e r  t h e  
i n f l u e n c e  of n u c l e a r  a t t a c k ,  t h a t  t h o s e  S t a t e s  t h a t  s u r v i v e  r e l a t i v e l y  
u n d a m a g e d  m i g h t  be  t e m p t e d  to  s e c e d e .  T h i s  wou ld  u n q u e s t i o n a b l y  i t -  
s e l f  p r o v i d e  e n o u g h  a d d e d  e c o n o m i c  p r o b l e m s  to  t h o s e  t h a t  wou ld  a l -  
r e a d y  p r e v a i l ,  and  t h e n  I t h i n k  we wou ld  h a v e  a r e a l  d i s a s t e r .  In o t h e r  
w o r d s ,  I t h i n k  t h a t  a n y t h i n g  t h a t  e n c o u r a g e s  r e g i o n a l i s m  o r  s e c e s s i o n  
w o u l d  be  d a m a g i n g  and  c o r r o s i v e  a n d  v e r y  u n f o r t u n a t e .  

Q U E S T I O N :  To  c o m e  b a c k  to  t he  m o n e y  a g a i n ,  I a g r e e  w i t h  y o u r  
t h i n k i n g  a b o u t  t h e  g r e a t  A m e r i c a n  d e s i r e  to go i t  a l o n e  and  how p r o b a b l y  
t h i s  wou ld  be  t h e  b e s t  t h i n g  a f t e r  a w a r  and  to  e x p l o i t  t h a t .  But  in m a n y  
w a y s  t h i s  g r e a t  d e s i r e  to  go it  a l o n e  s h o w s  up in  i n d i v i d u a l  e n t r e p r e -  
n e u r s  that are  slightly illegal. I would be inclined to think that money, 
in the very large vaults that lie around full of it, would be a prime target 
for groups of entrepreneurs.  Even the smallest tornado I notice calls 
out a little bit of martial  law in the States. Do you think we can live with 
the present monety or do we have to reprint it and start  a new color, or 
s o m e t h i n g  of t he  s o r t ?  

DR.  ROBINSON:  T h e  t e c h n i q u e  by  w h i c h  y o u  r e i s s u e  m o n e y  o r  no t  
is  an  i n t e r e s t i n g  one .  I t h i n k  t h a t  s u b s e q u e n t l y  i t  m i g h t  be  d e s i r a b l e  to  
r e i s s u e  t h e  c u r r e n c y .  N e v e r t h e l e s s ,  I d o n ' t  t h i n k  we  c a n  do t h a t  i n i -  
t i a l l y .  T h i s  is  no t  t h e  i n i t i a l  a c t .  It  is  c o n c e i v a b l e  t h a t  you  c a n  m a k e  
a p r o p o s a l  t ha t  we s h o u l d  h a v e  r e s e r v e  s t o c k s  of a d i f f e r e n t  t y p e  of  c u r -  
r e n c y  w h i c h  d o e s  no t  now h a v e  a n y  v a l i d i t y  and  w h i c h  wou ld  be  s t o r e d  
a b o u t ,  and  a l l  of a s u d d e n  we  wou ld  d e m o n i t i z e  one  s e c t i o n ,  and  y o u  
c o u l d  e x c h a n g e  i t  bu t  y o u  c o u l d n ' t  u s e  i t  d i r e c t l y ,  a n d  t h e n  we  w o u l d  
h a v e  a n e w  t y p e  of  c u r r e n c y ,  a n d  a l l  t h a t .  You c o u l d  m a k e  a p r e t t y  good  
c a s e  f o r  t h a t .  On t h e  o t h e r  h a n d ,  wi th  the  d i s p o s i t i o n  of  C o n g r e s s  to  a p -  
p r o p r i a t e  f u n d s  f o r  t h i s  r a t h e r  c o s t l y  p r o c e d u r e ,  we c a n  a s k  D u a n e  
S a u n d e r s  w h e t h e r  he  t h i n k s  he  c a n  ge t  a c h a n c e  to p a y  the  t a r i f f  on t h a t  
o r  no t .  

MR.  SAUNDERS:  No.  

DR.  ROBINSON:  He  h a s  a n s w e r e d  the  q u e s t i o n ,  no.  

Q U E S T I O N :  I d o n ' t  w a n t  to  h a r p  on th i s  s u b j e c t  too  m u c h ,  bu t  a n -  
o t h e r  t h o u g h t  in t h i s  p a r t i c u l a r  v e i n  is t h a t  t he  c o u n t r y  w h i c h  wou ld  r e -  

s o r t  to  u s i n g  a n u c l e a r  w e a p o n  a g a i n s t  us wou ld  s u r e l y  no t  h e s i t a t e  to  
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f l o o d  o u r  m a r k e t s  w i t h  c o u n t e r f e i t  m o n e y .  A n d  h a v i n g  a s o u r c e  of s c r i p  
o r  r e s e r v e  m o n e y  a v a i l a b l e  m i g h t  b e  a p r e t t y  s m a r t  t h i n g  to  do .  

DR.  R O B I N S O N :  W e l l  you  c a n  m a k e  a g o o d  c a s e  on t h a t .  I m i g h t  
a d d ,  t h o u g h ,  t h a t  t h e  c o u n t e r f e i t i n g  of a n e w  c u r r e n c y  m i g h t  be  e a s i e r  
t h a n  t h e  c o u n t e r f e i t i n g  of  t h e  o ld  o n e .  T h i s  i s  a v e r y  i n t e r e s t i n g  p o i n t .  
T h o s e  o f  y o u  w h o  h a v e  d e a l t  w i t h  c l o a k - a n d - d a g g e r  m a t t e r s  m i g h t  a n -  
s w e r  t h i s  q u e s t i o n .  C o u l d  y o u  k e e p  t h e  d e s i g n  of  a n e w  s u b s t i t u t e  c u r -  
r e n c y  a b s o l u t e l y  s e c r e t  s o  t h a t  i t  w o u l d  n o t  be  a v a i l a b l e  to  t h e  e n e m y ?  
T h e  p o i n t  I a m  m a k i n g  is  t h a t  if  i t  w a s  u n f a m i l i a r  c u r r e n c y ,  a n d  i t  w a s  
c o u n t e r f e i t e d ,  a c t u a l l y  i t  w o u l d  be  e a s i e r  t o  p a s s  t h e  c o u n t e r f e i t e d  n e w  
c u r r e n c y  t h a n  i t  w o u l d  t h e  c o u n t e r f e i t e d  o ld  o n e .  We h a v e  a lo t  of p e o -  
p l e  a r o u n d  t h a t  w o u l d  n o t  g e t  f o o l e d .  D id  y o u  e v e r  h a v e  a n y  c o u n t e r f e i t  
in  y o u r  h a n d  of  o u r  o w n  c u r r e n c y ?  It  i s  n o t  h a r d  to  d e t e c t .  We  i n s t i n c -  
t i v e l y  a c q u i r e  a s e n s e  of  i t .  T h e  f i r s t  t i m e  y o u  g e t  t h e  t h i n g ,  t h e  p a p e r  
d o e s n ' t  f e e l  r i g h t ,  and  t h e  i n k i n g  d o e s n ' t  l o o k  r i g h t .  On  t h e  o t h e r  h a n d ,  
i f  y o u  do  i t  w i t h  a b r a n d  n e w  c u r r e n c y  I t h i n k  i t  w o u l d  be  e a s i e r  t o  c o u n -  
t e r f e i t  i t .  I h a v e  a g r a v e  s u s p i c i o n  t h a t  i n t e l l i g e n c e  c l o a k  a n d  d a g g e r  
a c t i v i t i e s  b e i n g  w h a t  t h e y  a r e ,  t h e y  c o u l d  g e t  t h e  d e s i g n  of  a n e w  c u r -  

r e n c y  

Q U E S T I O N :  T h a t  b r i n g s  m e  d o w n  to  t h e  p o i n t  of  w h e t h e r  we  h a v e  
a n y  o t h e r  s o u r c e  of  p a p e r  t h a t  we  u s e  to  m a k e  o u r  p a p e r .  I u n d e r s t a n d  
i t  i s  a v e r y  c l o s e l y  g u a r d e d  s p o t .  Do we h a v e  a n y  o t h e r  s o u r c e s  f o r  i t ?  
I r e a l i z e  t h a t  i t  i s  on  t h e  p a p e r  t h a t  t h e s e  c o u n t e r f e i t  p e o p l e  g e t  t r i p p e d  
up .  I t  i s  r/ot t h e  p l a t e s .  T h e y  h a v e  s o m e  p r e t t y  g o o d  p l a t e s .  

D R .  R O B I N S O N :  C a n  y o u  a n s w e r ,  D u a n e ?  I d o n ' t  k n o w .  

M R .  S A U N D E R S :  T h e y  c o u l d  go ,  c o n c e i v a b l y ,  to  a n  a l t e r n a t e  p a p e r  
s o u r c e  i f  i t  w a s  e s s e n t i a l .  B u t  t h e r e  a r e  n o  p l a n s  a l o n g  t h a t  l i n e  a t  t h e  
p r e s e n t  t i m e .  T h e r e  i s  a b i t  m o r e  t h a n  t h e  p a p e r  i n v o l v e d .  I h a v e  
n e v e r  s e e n  a n  e n g r a v i n g  t h a t  r e a l l y  m a t c h e d  t h e  t r u e  e n g r a v i n g .  

S T U D E N T :  Do  t h e y  h a v e  s e t s  of  p l a t e s  s t o r e d  a w a y  s o m e  p l a c e  s o  
t h e y  c o u l d  u s e  t h e  s a m e  o ld  p l a t e s ?  

M R .  S A U N D E R S :  I d o n ' t  t h i n k  I h a d  b e t t e r  a n s w e r  t h a t .  

Q U E S T I O N :  S i r ,  on  t h i s  p r o b l e m  of  i n d e m n i f i c a t i o n ,  h o w  d o  y o u  
e n v i s a g e  t h i s  w o u l d  w o r k ?  W o u l d  t h e  G o v e r n m e n t  l o a n  o r  g r a n t  f u n d s  ? 
In  a n s w e r i n g  t h a t ,  w o u l d  y o u  c l a r i f y  t h e  p r o b l e m  w i t h  r e s p e c t  to  t h e  
w o r t h  o f  s e c u r i t i e s  a n d  t h e  w o r t h  of  r e a l  c a p i t a l  a n d  i t s  s i g n i f i c a n c e ,  i n  
v i e w  of  t h e  f a c t  t h a t  m o s t  of  t h i s  i s  f o u n d e d  on  p e o p l e  a n d  o r g a n i z a t i o n s  ? 
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In  o t h e r  w o r d s ,  a b a n k  h a s  a l o a n  a g a i n s t  a n  i n d i v i d u a l .  T h i s  p e r s o n  
c a n  p e r f o r m  c e r t a i n  s e r v i c e s  w h i c h  in  t h e  e n d  w i l l  r e p a y  t h a t  n o t e  t o  
t h a t  b a n k .  T h e n  t h e  l o s s  of  t h i s  p e r s o n ' s  l i f e  c h a n g e s  o u r  w h o l e  c o n -  
c e p t  of  t h e  v a l u e  of  a l l  t h i s  p a p e r  a n d  t h i s  c a p i t a l .  

D R .  R O B I N S O N :  D u r i n g  t h e  b r e a k  M r .  S a u n d e r s  t o l d  m e  t h a t  h e  
t h o u g h t  I h a d  g o n e  a l i t t l e  f a r  a l r e a d y  in  s p e l l i n g  o u t  i n d e m n i f i c a t i o n  o r  
e x p o s i n g  m y  o w n  p r i v a t e  p r e j u d i c e s  on  w h a t  s o r t  of  s y s t e m  o f  i n d e m n i -  
f i c a t i o n  we  m i g h t  h a v e .  So I h e s i t a t e  to  a n s w e r  y o u r  q u e s t i o n  v e r y  e x -  
p l i c i t y  u n l e s s  I p r e f a c e  i t  by  s a y i n g  t h a t  t h e  i s s u e  a s  f a r  a s  g o v e r n m e n t a l  
p o l i c y  i s  c o n c e r n e d  is  t h a t  I t h i n k  t h e r e  i s  g o v e r n m e n t a l  p o l i c y  t h a t  t h e r e  
w i l l  b e  s o m e  f o r m  of  l o s s  s h a r i n g  o r  i n d e m n i f i c a t i o n ,  to  t h e  e x t e n t  p o s s i -  
b l e .  I t h i n k  t h a t  c a n  b e  t a k e n .  T h e  w a y  in  w h i c h  i t  w o u l d  be  d e v e l o p e d  
is  s u b j e c t  t o  d i s p u t e .  I h o p e d  to  m a k e  t h a t  c l e a r  e a r l i e r ,  t h a t  t h e r e  a r e  
v a r y i n g  w a y s .  I w i l l  o n l y  r e p e a t  t h a t  I t h i n k  t h e  w a y  y o u  c a n  do  i t  m o s t  
c o n v e n i e n t l y  i s  t o  go  b a c k  to  t h e  r e a l  l o s s  f o u n d a t i o n ,  a n d  do  n o t  i n d e m -  
n i f y  on  p a p e r  c l a i m s  a t  a l l ,  bu t ,  i f  a p e r s o n  s u f f e r s  r e a l  l o s s - - t h a t  i s  
b r i c k ,  m o r t a r ,  m a c h i n e s ,  a n d  p r o p e r t y  o f  t h a t  s o r t - - t h a t  t h e  i n d e m n i -  
f i c a t i o n  b e  a t t a c h e d  to a r e a l  a s s e t ,  b e c a u s e  t h e n  y o u  a v o i d  a l l  t h e  p r o b -  
l e m s  b a s e d  on  p a p e r  by  w h i c h  t h e  i n d e m n i f i e r  b e c o m e s  t h e  h o l d e r  in  d u e  
c o u r s e  of  a n  e q u i t a b l e  c l a i m  a g a i n s t  t h e  n e x t  t i e r .  Y o u  s e e ,  y o u  h a v e  
to  f o l l o w  i t  b a c k  to  t h e  b e g i n n i n g .  So, to  k e e p  t h e  a d m i n i s t r a t i o n  of  i n -  
d e m n i f i c a t i o n  o r  l o s s  s h a r i n g  ou t  of  t h i s ,  I b e l i e v e  y o u  h a v e  to  do  i t .  
N o w ,  t h e  d e g r e e  to  w h i c h  y o u  do  i t  i s  a n  i s s u e  of  n a t i o n a l  p o l i c y  w h i c h  
i s  d e f i n i t e l y  u n s e t t l e d .  T h a t ' s  n o t  a v e r y  s a t i s f a c t o r y  a n s w e r ,  I r e a l i z e .  

Q U E S T I O N :  D r .  R o b i n s o n ,  i t  s e e m s  to  m e  t h a t  a n  i m p o r t a n t  s o u r c e  
of  h e l p  a f t e r  a n u c l e a r  a t t a c k  w o u l d  be  f r o m  f o r e i g n  c o u n t r i e s ,  p r o b a b l y  
s o m e  t h a t  h a v e n ' t  b e e n  b o m b e d .  T h e y  h a v e  c o n s i d e r a b l e  f o r e i g n  c r e d i t s  
in  t h i s  c o u n t r y .  Do  we p r o p o s e  to  i n d e m n i f y  t h e m ?  H o w  do  we  do  i t ?  

D R .  R O B I N S O N :  T h e r e  i s  a s p e c i f i c  on  t h a t .  W e l l ,  M r .  S a u n d e r s  
c a n  c h e c k  m e  on  i t ,  bu t  I t h i n k  t h a t  t h i s  b e c o m e s  a n  i s s u e  on w h i c h  we  
h a v e  a c l e a r  p o l i c y .  A s s e t s  in  t h i s  c o u n t r y  of  o u r  e n e m i e s  w e  f r e e z e .  
A s s e t s  in  t h i s  c o u n t r y  o f  o u r  f r i e n d s  a n d  a l l i e s  we  t r e a t  in  e x a c t l y  t h e  
s a m e  w a y  t h a t  we  do  o u r  o w n .  T h e  p o i n t  is  t h a t  t h e  m o r e  i m p o r t a n t  
t h i n g  i s n ' t  s o  m u c h  t h e s e  p a p e r  a s s e t s  t h a t  t h e y  h a v e ,  bu t  we  w a n t  t o  
d o  b u s i n e s s  w i t h  t h e m .  We w a n t  to  i m p o r t  f r o m  t h e m .  We  d o n ' t  w a n t  
t o  f r e e z e  up  o u r  e c o n o m i c  r e l a t i o n s h i p s ,  b e c a u s e  t h e s e  u n d a m a g e d  
c o u n t r i e s  u n d o u b t e d l y  w o u l d  be  a n  i m p o r t a n t  s o u r c e .  T h e  i m p o r t a n t  
t h i n g  h a s  t o  do  w i t h  t h e  p a p e r  c l a i m s  a g a i n .  We w a n t  r e a l  t h i n g s ,  r e a l l y  
i m p o r t a n t  t h i n g s  f r o m  t h e m .  In  o r d e r  to  h a v e  t r a d e  w i t h  t h e m  we h a v e  to  
r e s p e c t  t h e i r  c l a i m s  on  u s .  On  t h a t  p o i n t  I t h i n k  t h e r e  i s  s e t t l e d  n a -  
t i o n a l  p o l i c y  t h a t ,  f o r  o u r  f r i e n d s  a n d  a l l i e s ,  we  w o u l d  t r e a t  t h e i r  c l a i m s  
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exactly as our own. For example, if we should freeze bank deposits 
above a million dollars, which is a conceivable thing on a partial sys- 
tem of indemnification, we would freeze their units above a million. 
They might get caught. But, if it is an equitable rule, everybody gets 
hit by the same rule. We would be scrupulous with our allies or friendly 
nations with which we want to do business. That would be to our own 
s elf- interest. 

QUESTION: Assuming that some of our people who now sign checks 
for disbursement of Government funds are hit in this attack, what plans 
are there to substitute for those people so that that part of the Govern- 
ment's business could continue? 

D R .  R O B I N S O N :  I t h i n k  t h a t  m o s t  G o v e r n m e n t  d e p a r t m e n t s  h a v e  
e s t a b l i s h e d  l i n e s  o f  s u c c e s s i o n  s o  t h a t  a l l  e s s e n t i a l  f u n c t i o n s  a r e  d e l e -  
g a t e d  o r  c o v e r e d .  I c a n ' t  a n s w e r  f o r  a l l  a g e n c i e s .  In  t h e  F e d e r a l  R e -  
s e r v e  w e  h a v e  a s y s t e m  of  s u c c e s s i o n .  We c a n  be  c u t  a w a y  d o w n  a n d  
s t i l l  h a v e  p e o p l e  t h a t  w o u l d  t h e n  h a v e  s e l f - t r i g g e r e d  a u t h o r i t y  t o  c a r r y  
on  e v e r y  f u n c t i o n .  I s  t h a t  r i g h t ,  G o r d o n ?  T h e  s u c c e s s i o n  g o e s  s o  d e e p  
in  o u r  p l a n  t h a t  I t h i n k  t h e  p r o b a b i l i t i e s  of,  s a y ,  t w o - t h i r d s  o f  t h e  p o p u -  
l a t i o n  l e a v e s  us  t e c h n i c a l l y  a b l e  to  f u n c t i o n .  T h a t  p a r t  I t h i n k  i s  s o l v e d .  
T h e r e  i s  no  p r o b l e m .  

I a s s u m e  o t h e r  G o v e r n m e n t  d e p a r t m e n t s  h a v e  s u c c e s s i o n  l o n g  r a n g e  
a n d  q u i t e  d e e p .  T r e a s u r y  I k n o w  d o e s .  A n d  I t h i n k  o t h e r  G o v e r n m e n t  
d e p a r t m e n t s  do .  I d o n ' t  t h i n k  t h a t  i s  a r e a l  p r o b l e m .  

QUESTION: Sir, I am thinking back to 1945 when in Manila funny 
money flew around the streets .  Did we get some lessons from what 
happened to, say, a country like the Philippines where the Japs took it 
over and we took it back, and there was all this accompanying destruc- 
tion? Has this been studied to see what happens? 

DR.  R O B I N S O N :  T h e r e  h a s  b e e n  q u i t e  a b i t  of  a t t e n t i o n  p a i d  to  
a r e a s  o f  g r e a t  d e s t r u c t i o n ,  t h o u g h  I m u s t  c o n f e s s  t h a t  I d o n ' t  r e m e m -  
b e r  t h a t  t h e  P h i l i p p i n e s  c a s e  c a m e  i n t o  o u r  c o n s i d e r a t i o n .  We d id  l o o k  
a t  t h e  G e r m a n  e c o n o m y ,  a t  t h e  J a p a n e s e  e c o n o m y  u n d e r  t h e  d a m a g e  to  
T o k y o ,  a n d  a t  t h e  B r i t i s h  e c o n o m y .  We  w e n t  i n t o  a n u m b e r  of e x a m p l e s .  
I m i g h t  a d d ,  b y  t h e  w a y ,  we  w e r e  i n t e r e s t e d  in  t h e  e c o n o m i e s  w h e r e  
t h e r e  w e r e  r e s p o n s i b l e  s o v e r e i g n  g o v e r n m e n t s .  T h e  o n l y  d i f f i c u l t y  
a b o u t  t h e  a n a l o g y  of  e a r l y  e x p e r i e n c e  i s  t h i s :  T h e  d a m a g e  c a m e  b i t  by  
b i t ,  s o  t h a t  t h e r e  w a s  a n  i n t e r v a l  in  b e t w e e n  in w h i c h  t h e r e  w a s  s o m e  
m e a s u r e  of  r e c o n s t r u c t i o n .  T o  t e l l  t h e  t r u t h ,  t h a t  i s  q u i t e  a d i f f e r e n t  
s i t u a t i o n  f r o m  w h e n  y o u  h a v e  t h e  d a m a g e  s o  c o n c e n t r a t e d  t h a t  i t  i s  a 
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s i n g l e ,  t r a u m a t i c ,  e n o r m o u s  b l o w ,  o r  s o  c o n c e n t r a t e d  in  t i m e  t h a t  y o u  
c a n  c o n s i d e r  i t  s o ,  w h e r e  t h e r e  m a y  b e  t w o  o r  t h r e e  w a v e s  o f  m i s s i l e s ,  
b u t  to  a l l  i n t e n t s  a n d  p u r p o s e s  in  h u m a n  e x p e r i e n c e  i t ' s  o n e  b l o w .  

Q U E S T I O N :  S i r ,  I s u s p e c t  t h a t  m a y b e  t h e  p e r  c a p i t a  w e a l t h  o f  
t h e  c o u n t r y  w o u l d  n o t  c h a n g e  v e r y  m u c h  a f t e r  a n u c l e a r  e x c h a n g e .  
we  l o s t  e n o u g h  p e o p l e  we  w o u l d  h a v e  t h e  l o s s  of  w e a l t h  p r e t t y  m u c h  
e q u a l i z e d .  H a s  t h e r e  b e e n  a n y t h i n g  l o o k e d  i n t o  o r  e x p l o r e d  in  t h i s  
a r e a ?  

I f  

D R .  R O B I N S O N :  Y e s .  

S T U D E N T :  I h a v e  a s e c o n d  p a r t  to  i t .  S u p p o s e  we d e f l a t e d  b y  t h e  
m a r g i n  t h e  d i f f e r e n t i a l  t h a t  w o u l d  e x i s t .  W h a t  w o u l d  b e  s o  b a d  a b o u t  i t ?  

D R .  R O B I N S O N :  L e t  m e  t a k e  y o u r  f i r s t  q u e s t i o n ,  b e c a u s e  i t  i s  a n  
i n t e r e s t i n g  o n e .  I t  i s  o n e  on  w h i c h ,  a s  a m a t t e r  o f  f a c t ,  I ,  m y s e l f ,  d i d  
s o m e  w o r k .  I t  i s  q u i t e  t r u e  t h a t  in  t h e  a t t a c k  p a t t e r n s  a s s u m e d  f o r  O p -  
e r a t i o n  A l e r t  1957 a n d  1 9 5 8 - - 1 9 5 8  w a s  c a r r i e d  o v e r - - y o u  c o u l d  e s t i m a t e  
r o u g h l y  t h a t  t h e  s u r v i v a l  of  p o p u l a t i o n  w a s  a b o u t  p a r a l l e l  to  t h e  s u r v i v a l  
o f  r e a l  w e a l t h  a t  p r e a t t a c k  m a r k e t  v a l u e s .  B u t  t h e  d i f f i c u l t y  i n v o l v e d  is  
t h i s :  T h i s  i s  t h i s  m a t t e r  o f  d i s p a r a t e  r e s o u r c e s  I t a l k e d  a b o u t  a w h i l e  
a g o .  T h e r e  a r e  a lo t  of  t h i n g s  t h a t  h a d  v a l u e  p r e a t t a c k ,  b u t  i t  d e p e n d s  
on t h e  g o i n g - c o n c e r n  v a l u e .  O u r  N a t i o n  is  w e a l t h y  n o t  j u s t  b e c a u s e  w e ,  
i n d i v i d u a l l y ,  h a v e  t h i n g s ,  bu t  b e c a u s e  we a r e  a p a r t  o f  a n  e c o n o m y  t h a t  
f u n c t i o n s .  T h e  v a l u e  o f  a b u s i n e s s  i s n ' t  j u s t  s o m e t h i n g  t h a t  y o u  c a n  
t h r o w  a f e n c e  a r o u n d  a n d  t h a t  v a l u e  i s  t h e r e .  I t  i s  b e c a u s e  o f  t h e  f a c t  
t h a t  i t  in  t u r n  c a n  do  b u s i n e s s  w i t h  t h e  r e s t  of  t h e  e c o n o m y .  So,  w h e n  
y o u  k n o c k  ou t  c r i t i c a l  o r  b o t t l e n e c k  a r e a s ,  o t h e r  s e c t o r s  o f  t h e  e c o n o m y  
l o s e  v a l u e .  So t h a t ,  a c t u a l l y ,  e v e n  in  a p h y s i c a l - a s s e t  s e n s e ,  t h e r e  i s  
a g r e a t  o r  p o s s i b l y  s l i g h t l y  g r e a t e r  s u r v i v a l  of  w e a l t h  a t  p r e a t t a c k  m a r -  
k e t  v a l u e  t h a n  t h e r e  is  p o p u l a t i o n .  So t h a t  y o u r  b a s i c  p o i n t  i s  r i g h t .  In  
t h e  i m m e d i a t e  p o s t a t t a c k  p e r i o d ,  b e c a u s e  of  l o s s  of  v i a b i l i t y ,  t h a t  i s  n o t  
s o .  In  o t h e r  w o r d s ,  t h e  l o s s  of  p r o d u c t i v e  c a p a c i t y  i s  g r e a t e r  t h a n  t h e  
l o s s  of  p o p u l a t i o n .  So t h e r e  w o u l d  be  a v e r y  r e a l  a n d  m a t e r i a l  d r o p  in  
t h e  s t a n d a r d  o f  l i v i n g  w h i c h  w o u l d  t a k e  s o m e  p e r i o d  of  t i m e  to  r e s t o r e ,  
no  m a t t e r  w h a t  s y s t e m  y o u  u s e d .  

Let me tell you the significance of your point. The significance of 
your point is that it doesn't help very much in your shor t - term restora-  
tion but it does help in your long-term plans to pay for indemnification, 
because it is quite right that, if you have an estate or wealth or capital 
levy type of tax, basically on the wealth of those who did not survive, 
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u l t i m a t e l y  t h e  f i n a n c i n g  of  t h e  p r o c e s s  c a n  be  d o n e  by  v i r t u e  of t h i s  
v e r y  i m p o r t a n t  c r i t i c a l  f a c t .  B u t  i t  d o e s n ' t  h e l p  y o u  in  t h e  s h o r t  r u n .  
D o  I m a k e  m y  p o i n t  c l e a r  ? 

S T U D E N T :  Y e s ,  S i r .  

D R .  R O B I N S O N :  Y o u  h a d  a s e c o n d  q u e s t i o n .  

S T U D E N T :  I f i g u r e  i t  f o l l o w s  m o r e  a l o n g  t h i s  i n d e m n i f i c a t i o n .  
Y o u  c a n  i n d e m n i f y  by  d e f l a t i n g  t h e  d o l l a r .  Y o u  w o u l d  h a v e  to  c o n t r o l  
t h e r e ,  I r e c o g n i z e .  

DR. ROBINSON: This process  of proportioned deflation might have 
much meri t ,  and in some ways I think it is the right thing. But let me 
tell you the disadvantages of it. You don't want to destroy incentives. 
I don't know exactly how you balance it so that you keep a money econ- 
omy and keep the monetary incentives and still make it out. This is 
the business of the Government 's  own fiscal policy after an attack. You 
definitely want to tax or have forced savings to the fullest possible ex- 
tent. You still  won't have quite enough deflation. At some stage you 
do hurt incentives. It 's a very hard thing to balance. That is where I 
think a discret ionary authority in effect has to plan after attack. You 
can state the principle theoretically, but, boy, you have to s teer  it 
when you are on the seat. 

Q U E S T I O N :  W h a t  i s  t h e  r o l e  of  o u r  g o l d  r e s e r v e s  p o s t a t t a c k ?  
S u p p o s e  t h e  g o l d  r e s e r v e s  w e r e  c o m p l e t e l y  d e s t r o y e d ,  a n d  t h e n  s u p -  
p o s e  t h e y  w e r e  n o t .  W h a t  i s  t h e  r e l a t i o n s h i p  h e r e  w i t h  o u r  c u r -  

r e n c y ?  

D R .  R O B I N S O N :  W e l l ,  I ' l l  t e l l  y o u .  If  t h e  g o l d  r e s e r v e s  s u r v i v e d  
w e  c o u l d  t h e n  f i l l  t h e  r o t t e n  t e e t h  t h a t  m i g h t  r e s u l t  f r o m  n u c l e a r  e n e r g y  
o r  r a d i a t i o n .  I f  t h e y  d i d n ' t  s u r v i v e  t h e n  we  w o u l d  h a v e  to  u s e  s o m e -  
t h i n g  e l s e .  T h i s  I c o n s i d e r  a n  a l m o s t  c o m p l e t e l y  t r i v i a l  i s s u e ,  e x c e p t  
in  o n e  s m a l l  w a y .  G o l d  h a s  p r a c t i c a l l y  no  f u n c t i o n  in  o u r  d o m e s t i c  s y s -  
t e m .  G o l d  i s  u s e f u l ,  s e r i o u s l y ,  o n l y  a s  a n  i n t e r n a t i o n a l  m o n e t a r y  r e -  
s e r v e .  I w o u l d  r e g r e t  t h e  l o s s  of  t h e  g o l d ,  s e r i o u s l y ,  b e c a u s e  I s u s p e c t  
t h a t  t h e  r e g a r d  t h a t  p r i m i t i v e  n a t i o n s  h a v e  f o r  g o l d  w o u l d  s u r v i v e  e v e n  
a n u c l e a r  d i s a s t e r .  So,  in  t h e  s e n s e  t h a t  we  c a n  d e p e n d  on  a m y t h  a n d  
on  t h e  p r i m i t i v e  r e g a r d  f o r  t h e  p r e c i o u s  m e t a l s ,  we  w o u l d  b e  a b l e  t o  
g e t  s o m e t h i n g  in  t r a d e  f o r  g o l d ,  s o m e t h i n g  w h i c h  we  w o u l d  n e e d  d e s p e r -  
a t e l y  in  a p o s t a t t a c k  e c o n o m y .  So I w o u l d  r e g r e t  t h e  l o s s  of  t h e  g o l d  
on  t h a t  s c o r e .  B u t  d o m e s t i c a l l y  i t  h a s  n o  s i g n i f i c a n c e ,  e x c e p t  f o r  t h e  
f i l l i n g  o f  r o t t e n  t e e t h .  
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Q U E S T I O N :  W h a t  i s  t h e  e f f e c t  of  t h e  m e c h a n i z a t i o n  of  o u r  b a n k s  in  
o u r  c l e a r i n g  o p e r a t i o n ,  e v e r y b o d y  b e i n g  i d e n t i f i e d  by  n u m b e r ,  a n d  s o  
f o r t h ?  W h a t  e f f e c t  i s  i t  g o i n g  to  h a v e ,  a c t u a l l y ,  w i t h  t h e  p h i l o s o p h y  of  
t h e  m o n e y  a n d  t h e  a b i l i t y  t o  c h a n g e  t h e  c h e c k - c l e a r i n g  s y s t e m  a f t e r  
a t t a c k  ? 

DR. ROBINSON: T h a t ' s  a g o o d  p e a c e t i m e  q u e s t i o n .  T h a t  m i g h t  
h a v e  a f i n e  m o n e t a r y  e f f e c t  in  p e a c e t i m e .  I f  y o u  d o n ' t  m i n d  m y  m a k i n g  
a c u r r e n t  p e a c e t i m e  a n s w e r ,  I d o  t h i n k  t h a t  o n e  of  t h e  m o n e t a r y  p r o b -  
l e m s  t h a t  we  f a c e  r i g h t  n o w  i s  t h a t  w e  a r e  l e a r n i n g - - i n d i v i d u a l s  in  b u s i -  
n e s s  a r e  l e a r n i n g - - t o  m a n a g e  c a s h  b a l a n c e s  q u i t e  a lo t  b e t t e r  t h a n  t h e y  
h a v e  in  t h e  p a s t ,  a n d  t h e  v a r y i n g  s y s t e m s  a r e  p a r t l y  t h e  r e s u l t ,  a s  y o u  
p o i n t  ou t ,  of  v a r i o u s  m e c h a n i s m s  of c l e a r a n c e .  T h e r e  a r e  o t h e r  t h i n g s - -  
f o r  e x a m p l e ,  t h e  b u s i n e s s  of  o n - t h e - s p o t  d e p o s i t  of  r e c e i p t s .  T h e  t r u c k  
d r i v e r s  w h o  t a k e  ou t  c a r s ,  r a t h e r  t h a n  t a k e  t h e  d r a f t s  h o m e ,  p u t  t h e m  
in  t h e  m a i l  r i g h t  w h e r e  t h e y  d e l i v e r  t h e  c a r s .  A l l  t h e s e  t h i n g s  a r e  s o  
t h a t  b u s i n e s s  g e t s  a l o n g  o n  s m a l l e r  c a s h  b a l a n c e s .  T h e  r e d u c e d  m e c h -  
a n i z a t i o n  of  t h e  c l e a r i n g  p r o c e s s  in  a p o s t a t t a c k  e c o n o m y  w o u l d  c r e a t e  
a m e c h a n i c a l  p r o b l e m  w h i c h  w o u l d  p r o b a b l y  s l o w  d o w n  e f f e c t i v e  v e l o c -  
i t y .  I m i g h t  a d d  t h a t  i t  i n d i r e c t l y  w o r k s  on t h e  s i d e  o f  t h e  a n g e l s ,  f o r -  
t u n a t e l y ,  in  t h e  s e n s e  t h a t  I t h i n k  we  c o u l d  r e s t o r e  o u r  m o n e y  s y s t e m  a n d  
n o t  w o r r y  q u i t e  a s  m u c h  a s  we  n o r m a l l y  w o u l d  b e c a u s e  t h e  m e c h a n i c s  o f  
c l e a r i n g  w o u l d  be  s o  s l o w  a n d  s o  l o n g .  So i t  h e l p s  u s .  

Q U E S T I O N :  S i r ,  i f  y o u  v i s u a l i z e ,  s a y ,  h a l f  t h e  p o p u l a t i o n  b e i n g  
k i l l e d  o f f - -  

DR. ROBINSON: I d o n ' t  v i s u a l i z e  i t .  I t a k e  t h e  a t t a c k  p a t t e r n s  t h a t  
y o u  f e l l o w s  h a v e .  

S T U D E N T :  L e t ' s  s a y  t h a t  h a l f  do  g e t  k i l l e d  of f ,  a n d  a l o t  of  b u s i -  
n e s s e s  a r e  b o m b e d  ou t  a n d  w r e c k e d .  A r e  t h e r e  a n y  r u l e s  a s  to  w h o  
g e t s  t h a t  c a p i t a l  i n v e s t m e n t  w h e n  t h i n g s  s t a r t  b a c k  a g a i n ?  O r  d o e s  i t  
go  to  t h e  G o v e r n m e n t  i f  t h e r e  a r e n o  s u r v i v o r s  l e f t ?  T h e r e  w i l l  b e  a l o t  
of  r e a l  e s t a t e  l e f t  in  t h e  U n i t e d  S t a t e s .  Of c o u r s e  I k n o w  t h a t  y o u  w o u l d  
p r o b a b l y  n o t  be  a b l e  to  go  i n t o  i t  f o r  a f e w  y e a r s ,  m a y b e .  

DR. ROBINSON: T h e  w o r d  we  h a v e  to  p r o n o u n c e  n o w  is  a w o r d  t h a t  
h a s  a s i n i s t e r  s o u n d .  I t  i s  " e s c h e a t .  " T h e  o r d i n a r y  l e g a l  p r o c e s s  i s  
t h a t  t h e  p r o p e r t y  of  a p e r s o n  w h o  d i e s  w i t h o u t  h e i r s  e s c h e a t s  to  t h e  S t a t e .  
T h i s  i s  a n  o ld ,  o ld  l e g a l  p r i n c i p l e .  I t  w a s  u s e d  b y  t h e  t r a n s i t i o n  r e n a i s -  
s a n c e  E n g l i s h  k i n g s  b e c a u s e  t h e y  s o m e t i m e s  s a w  to  i t  t h a t  t h e i r  w e a l t h y  
r i v a l s  d i e d  w i t h o u t  i s s u e  s o  t h e i r  w e a l t h  c o u l d  e s c h e a t  to  t h e  k i n g s .  So 
t h i s  h a s  b e e n  p r a c t i c e d  b e f o r e .  T h e  r u l e s  of e s c h e a t ,  h o w e v e r ,  r u n  i n t o  
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a p r o b l e m  in  t h e  U n i t e d  S t a t e s ,  b e c a u s e ,  s t r i c t l y  s p e a k i n g ,  e s c h e a t  g o e s  
t o  t h e  S t a t e s ,  n o t  to  t h e  F e d e r a l  G o v e r n m e n t .  T h a t ' s  b e c a u s e  t h e  s u c -  
c e s s i o n  of  p r o p e r t i e s  a d m i n i s t e r e d  by  S t a t e  g o v e r n m e n t s  e s c h e a t  t h e  
S t a t e s .  T h i s  i s  t h e  t i m e  w h e n  a c o n s t i t u t i o n a l  l a w y e r  w o u l d  c o m e  f o r -  
w a r d  a n d  t e l l  us  t h a t  we  h a d  c o m e  up  a g a i n s t  a b a r r i e r .  B u t  I b e l i e v e  
t h a t  in  t h e  e v e n t  of  a n u c l e a r  a t t a c k  I w o u l d  d i r e c t  m y  c o n s t i t u t i o n a l  a t -  
t o r n e y  to  f i n d  m e  a n  o p i n i o n  b y  w h i c h  e s c h e a t  w o u l d  in  e f f e c t  c o m e  to  
t h e  F e d e r a l  G o v e r n m e n t ,  a n d  we  w o u l d  e s t a b l i s h  t h a t .  You  a r e  q u i t e  
r i g h t .  T h i s  w o u l d  b e  a v e r y  l a r g e  c a p i t a l  i n v e s t m e n t .  

I m i g h t  a d d  t h a t  t h e  c a p i t a l  l e v y  I m e n t i o n e d  a m i n u t e  a g o  i s  j u s t  a s  
u n c o n s t i t u t i o n a l  a s  w h a t  I a m  s u g g e s t i n g  h e r e .  B u t  t h i n g s  l i k e  t h i s  h a v e  
b e e n  m a n a g e d  b e f o r e  a n d  c a n  b e  m a n a g e d  a g a i n .  T h e r e  i s  a p r o b l e m  
t h e r e ,  a v e r y  i n t e r e s t i n g  o n e .  

Q U E S T I O N :  I w o u l d  l i k e  t o  go  b r i e f l y  i n t o  o n e  of  y o u r  c o n c e p t s  
w h i c h  s e e m e d  v e r y  s i m p l e  t o  m e  u n t i l  I b e g a n  t h i n k i n g  a b o u t  i t .  N o w  I 
a m  c o n f u s e d  a g a i n .  I t  i s  t h e  c o n c e p t  of t h e  q u a l i t y  o r  v a l u e  o f  m o n e y  
a n d  i t s  r e l a t i o n s h i p  a s  a n  i n c e n t i v e  t o  w o r k .  S h o r t  of  t h e  e c o n o m y ' s  
g o i n g  c o m p l e t e l y  to  a b a r t e r  e c o n o m y ,  w h i c h  t o  m e  i s  q u i t e  i n c o n c e i v -  
a b l e ,  m o n e y ,  r e g a r d l e s s  o f  w h e t h e r  i t  i s  d e f l a t e d ,  i n f l a t e d ,  o r  w h a t  
h a p p e n s  to  i t ,  s e e m s  to  m e ,  s t i l l  b e a r s  i t s  s a m e  i n c e n t i v e  v a l u e .  W h a t  
i s  t h e  a l t e r n a t i v e  to  w h a t e v e r  i t  i s  t h a t  we  u s e  a s  m o n e y  a s  a n  i n d u c e m e n t  
t o  w o r k ?  W i l l  y o u  p l e a s e  t e l l  m e ?  

D R .  R O B I N S O N :  Y o u  m e n t i o n e d  y o u r s e l f  t h e  o n l y  p r a c t i c a l  a l t e r -  
n a t i v e ,  a n d  i t  i s  n o t  a v e r y  p r a c t i c a l  o n e .  I f  we  d o n ' t  h a v e  a m o n e y  
e c o n o m y  we  h a v e  a b a r t e r  e c o n o m y .  I d o n ' t  k n o w  a n y  o t h e r  a l t e r n a t i v e  
i f  we  a r e  g o i n g  to  d o  b u s i n e s s  o n e  w i t h  a n o t h e r .  I ' l l  a d m i t  t h a t  t h e r e  
a r e  m a n y  k i n d s  o f  m o n e y  s y s t e m s ,  w h e t h e r  a m o n e y  s y s t e m  be  c i g a r e t -  
t e s ,  w h e t h e r  i t  b e  g o l d  c o i n ,  o r  w h e t h e r  i t  be  p i e c e s  o f  p a p e r  o r  d e p o s i t s .  
T h e r e  i s  s o m e  f o r m  of  m o n e y  s y s t e m .  I f  w e  d o n ' t  h a v e  m o n e y ,  we  c a n  
u s e  g o o d s  d i r e c t l y  f o r  g o o d s .  T h o s e  a r e  t h e  o n l y  t w o  a l t e r n a t i v e s .  So 
t h i s  e x h a u s t s  p o s s i b i l i t i e s .  

N o w ,  I w o u l d n ' t  r u l e  ou t  b a r t e r  q u i t e  a s  f a s t  a s  y o u  r u l e d  i t  ou t .  I 
s u s p e c t  t h a t  i n  a p o s t n u c l e a r - a t t a c k  e c o n o m y  t h e r e  m i g h t  c o m e  b a c k  
q u i t e  a l i t t l e  b i t  of  b a r t e r .  In  a l m o s t  a l l  c i r c u m s t a n c e s  i n  w h i c h  y o u  
h a v e  d i s l o c a t e d  p o p u l a t i o n s  a n d  d r a s t i c  a n d  t r a u m a t i c  d a m a g e  to  o r d i -  
n a r y  e c o n o m i c  r e l a t i o n s h i p s ,  p e o p l e  f a l l  b a c k  on  b a r t e r .  I m i g h t  p o i n t  
ou t  t h a t  b a r t e r  h a s  no t  b e e n  u n k n o w n  in  t h e  r e l a t i o n s h i p s  b e t w e e n  n a t i o n s .  
In  t h e  h i g h l y  n a t i o n a l i s t i c  1 9 3 0 ' s  t h e r e  w e r e  b a r t e r  d e a l s  b e t w e e n  n a t i o n s .  
Y o u  s t i l l  h e a r  a b o u t  i t  o c c a s i o n a l l y ,  a l t h o u g h ,  in  t h e  g r o w t h  of  b e t t e r  i n -  
t e r n a t i o n a l  e c o n o m i c  r e l a t i o n s ,  m o s t  of  t h e s e  b a r t e r  d e a l s  h a v e  v a n i s h e d .  
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In  t h e  d o m e s t i c  e c o n o m y ,  I r e p e a t ,  I t h i n k  t h e r e  w o u l d  be  s o m e  b a r t e r .  
B u t  t h a t  i s  t h e  h e a r t  of  t h e  p r o b l e m .  I d o n ' t  b e l i e v e  t h a t  b a r t e r  c o u l d  
do  m o r e  t h a n  s i m p l y  f i l l  in  s o m e  g a p s .  W e  h a v e  to  h a v e  s o m e  s y s t e m  
of  m o n e y .  T h e  o n l y  q u e s t i o n  i s :  I s  i t  a g o o d  o n e  o r  n o t ?  

M R .  P U L V E R :  D r .  R o b i n s o n ,  on  b e h a l f  o f  a l l  of  u s  h e r e ,  I w a n t  
t o  t h a n k  y o u  f o r  s o  f r a n k l y  s h a r i n g  y o u r  v i e w s  on  t h e s e  t r e m e n d o u s  p r o b -  
l e m s .  

(12 S e p  1 9 6 0 - - 4 ,  6 0 0 ) O / m r : d w  
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