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PREFACE

Wage earners have good reasons for saving,
well known to many who make real sacrifices in
order to save. They do not make these sacrifices
to finance expenditures of millions of dollars by
wealthy politicians and powerful financiers. Yet
that is often the result in the final analysis. When
governments default, banks fail, or prices rise,
savings are threatened with destruetion. Thou-
sands of persons lose their savings while the rich
and powerful remain rich and powerful. That is
just what wage earners desire definitely to avoid.
Whether they spend or save, they want the bene-
fits from their work.

Many thoughtful persons believe that both un-
employment and loses of savings are avoidable.
Some may have already developed the solutions
suggested in these pages. Effective measures will,
it is hoped, continue to be supported until they
are put in practice. '

111



The first essay deseribes a triple-reserve fund
to protect small savings against the worst finan-
cial disasters. The second essay shows how to
determine the prudent investment of savings in
home ownership. The third essay gives an ex-
ample of increasing debt which often precedes a
destruction of savings. The fourth essay deseribes
a plan to furnish full employment and check in-
creasing debt; the result, of course, is conserva-
tion of small savings. ’

Wreianm L. Barmix, Jr.

562 West 113th Street -
New York 25, N. Y.
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PROTECTION OF SMALL SAVINGS

Small savings are funds usually accumulated
by hard work and real saerifice. They are saved
for many years to buy a home, to help children ob-
tain a college education, to aid during misfortunes
like sickness or unemployment, to strengthen self-
confidence, to give a feeling of importance or a
sense of security, to provide for retirement, or
to comfort old age. They amount as a rule to less
than the saver’s total earnings for four years
even though they require many years of effort to
save.

Insurance policies often include a savings fea-
ture in the form of a cash-surrender value. But
they have great advantages as insurance and
should be held for such benefits, To surrender
insurance for cash is ill-advised when a savings
fund has been accumulated for use.

Adequate proteetion for small savings must in-
clude protection of their purchasing power. In-
deed safety for the purchasing power of small
savings can be more important than safety for
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their principal amount and income combined.
As an example a savings bank may pay interest
on deposits for years; yet if prices rise rapidly
during the period, the good record of the savings
bank will not prevent loss to depositors. The
purchasing power of their savings will rapidly
decrease. When the purchasing power of savings
is lost, repayment of their principal amount
brings little comfort.

If prices were always held from rising,” the
greatest safety might be found in insured bank
deposits and national government bonds. In reality
the safest bank deposits and government bonds
are price speculations. They are speculations that
prices will not rise in the future the way they have
often risen in the past. History shows that prices
can rise almost without limit. Widespread in-
creases of prices mark the last days in great ex-
pansions of debt. These high-price explosions of
debt cost thousands of persons the savings from
years of hard work.

One of the best ways to protect savings is
through proper diversification. Such diversifica--
tion must concentrate on the safest assets. To put
half of savings in government bonds and half in
risky stock speculations is not the way to safety.
Unnecessary risks of speculation may destroy the
safety sought by diversification. An example of
proper diversification is one-third of savings in
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precious stones and metals reserve, one-third in
insured bank deposits and national government
bonds cashable on short notice, and one-third in
the safest common stocks bought during the right
time,

Precious stones and metals reserve.

The precious stones and metals reserve is the
foundation of savings. The diamond solitaire
which symbolizes love also represents concen-
trated purchasing power of high security. Dicta-
tors may call in all engagement rings and soli-
taires. They will not necessarily succeed in getting
all of them. Fortunes are moved out from nations
during revolutions and even after conquests by
secret shipments of precious stones and metals,
Rich men often keep great wealth in precious
stones and metals reserve. They choose this
proved foundation on which to build their se-
curity.

Precious stones have a maximum of purchasing
power in a small space, but their prices fluctuate.
The prices at which they can be sold are often less
than their original costs. Bargains are sometimes
found with diamond merchants and at reliable
auctions such as those of the Provident Loan
Society of New York. Some good purchases and
sales can be made through newspaper advertising,
Precions stone jewelry gives aesthetic returns
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which may compensate for the possible losses
should it be sold.

The buying and selling prices of serap gold in
the United States have been stabilized for years,
Purchases can be made from local dealers within
several per cent of the mint priece. According to .
regulations under the Gold Reserve Act of 1934,
any individual may own thirty-five ounces of fine
gold in scrap form without -a license. Collector’s
pieces of 14K watcheases can be gathered from
serap gold. A reserve of such pieces is easily tested
by selling & few to the mint.

Platinam can be purchased without limit dur-
ing peacetime from refiners and local dealers. Its
price is sometimes less than that of gold and some-
times more. The spread between bid and asked
prices is small, and the quantity purchased makes
little difference. Platinum jewelry scrap provides
an interesting collection. Pieces can be remade
into jewelry for wear or for sale at retail prices.
Platinum is tested easily by beating white-hot over
a blue flame: when cooled it shows no tarnish,

The price of iridium varies more than that of
platinum or gold. In peacetime its price is often
about the same as that of platinum; but when war
breaks out, the price of iridium may jump 500 per
cent or more. As there is no easy test for the
purity of iridium, it should be bought only from a
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very reliable dealer, If purchased in large quanti-
ties samples should be taken and assayed by a
gkilled assayer,

Proper diversification within the reserve can
include equal purchases of diamond jewelry for
wear, collector’s pieces gathered from scrap gold,
platinum jewelry made from scrap, and iridium
plate. A larger quantity of jewelry may be held
since it is least likely to be called in by a dictator.
It should be bought at prices easy to realize when
sold. Iridium plate is most likely to be called in
during a war. Nevertheless it is a good hedge
against wartime price increases because its price
rises early and fast. Even when called in iridium
plate may bring a high price.

The precious stones and metals reserve should
be the last resort for cash. The reserve should be
used only when the purchasing power of other
savings is gone and the need for cash is urgent,

Cash reserve.

The cash reserve is the most simple portion of
savings to build.” One-third of it can be insured
savings deposits in mutuval savings banks. The
insurance must be strong or it may fail when
most needed. It should be guaranteed by the
national government or by the commereial banks
of the nation.
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At least one-third of the cash reserve belongs
in the Postal Savings Bank. Postal savings de-
posits are obligations of the national govern-
ment. If the mutual savings bank deposits are
not strongly insured, they might better be put
in the Postal Savings Bank.

One-third of the cash reserve may be invested
in national government bonds that are cashable
on short notice. The interest return on such bonds
when held to maturity is often higher than the
interest on bank deposits. When necessary the
bonds can be redeemed for cash in a few days.
They are nearly as safe as a reserve of well-
circulated paper currency.

The cash reserve is the working fund. The sav-
ings banks are convenient for ordinary deposits
and withdrawals. If more cash is needed because
of sickness or unemployment, some bonds may
be redeemed. The cash reserve may then be re-
plenished by liquidating part of the common stock
reserve.

Common stock reserve.

The common stock reserve is the most complex
to build. Hard and fast rules may well be fol-
lowed strictly. The objective is not speculative
profit but a security of purchasing power. Only
the best stocks should be purchased and the cost
should be a bargain price. A few rules can give



AND EMPLOYMENT . 7

rcliable standards showing when to buy stocks
and what stocks to buy. Without strict cbservance
of hard and fast rules, savings may be risked in
unjustified speculation. The following rules are
proved by experience:

1.

Buy Stocks During THE Ricrt TiME

a.

b.

Buy stocks only after business activity
has decreased more than one-third from
the preceding high level.

Delay buying stocks until at least a year
after the date of the preceding high level
of business activity.

Spread the buying of stocks over a period
of fifteen months or more.

Bry Oxnvy THE BrsT Srock EquiTies

a.

Restrict purchases to the common stocks
of leading corporations with well-known
products,

The common stocks must have paid cash
dividends in each of the preceding ten
years.

The total of preferred stocks, bonds, and
other prior obligations must be less than
the sum of cash dividends distributed on
the common stock during the preceding
five years.
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* 3. Pay a Barcaiy Price

a. The market price of the stock must be
less than the total of all cash dividends
declared on a share during the preced-
ing ten years. :

b. The outlook for future cash dividends on
the stock must be good. ‘

4. Kerp Prorrr DivessirFicaTion.

a. Diversify purchases to at least eight
stocks in different fields of enterprise.

b. Have less than one-sixth of the common
stock reserve in each field.

Strict observance of these rules will usually
give more dependable results than buying on per-
sonal judgments or even expert advices. If a
choice must be made from several stoeks that
meet the four rules, the one best-recommended by
advisory servieces or personal judgment may be
chosen, '

Management of savings.

The first requirement in the management of sav-
ings is a balanced bidget. At least ten pexr cent of
earned income should be budgeted for savings.
This will help to rebuild savings when they are de-
pleted by sickness, unemployment, or financial
losses. With such a balanced budget and with sav-
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ings divided in thirds among the three reserves,
the purchasing power of savings will survive even
major catastrophes.

The entire fund of savings may be kept in a
safe-deposit box at the bank. If a major upheaval
such as a revolution threatens, the savings may be
hidden in a suitcase and carried to the safest pos-
sible place,

A dictator might call in part of the precious
stones and metals reserve. Some compensation
probably will be paid even by a dictator. This can
be used to rebuild the reserve. For example if gold
collector’s pieces are called in and paid for with
paper currency, the currency can be exchanged for
diamonds to rebuild the reserve.

Rising prices are a serious threat to the pur-
chasing power of most savings. The cash reserve
will suffer a loss of purchasing power from a
rapid rise of prices, but the triple-reserve savings
as a whole will survive. No matter how high prices
rise, the precious stones and metals reserve and
the common stock reserve will tend to hold their
purchasing power. The cash reserve can be built
up in a few years with interest from bonds and
deposits, plus dividends from common stocks, plus
savings from earned income. In these ways the
triple-reserve savings can survive any rise of
prices,
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Heavy taxation can seriously impair the com-
mon stock reserve, Tazes that compel the lowering
of dividends tend to lower stock prices. Here again
two-thirds of the friple-reserve savings are not di-
rectly affected. Moreover the common stock re-
serve can be rebuilt from interest, dividends, and
savings of earned income. The rules for timing
purchases of stocks might delay buying for several
years. During this period the common stock re-
serve might be less than one-third of savings. The
three equal reserves of savings form the standard
toward which actual policies will work according
to the rules.

The interest and dividend yield from the triple-
reserve savings will seldom exceed three or four
per cent. The holding of gold may seem absurd
when it can be exchanged for stocks and bonds
yielding a good return. The.thought to remember
is that the income from triple-reserve savings is a
minor factor. Barnings from work will usually
provide the main income, Any temptation to in-
crease the yield on small savings to more than a
few per cent is a temptation to lose the savings of
a lifetime. The same risk comes with any tempta-
tion to jeopardize small savings by incurring debt.
Safety of purchasing power for small savings is
the fundamental principle to keep in mind.

The three-reserve savings fund makes a good
beginning for a complete financial program. Cer-
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tainly some insurance should be carried. The prob-
lem of small-home ownership has so many features
that it makes an interesting study. Ownership of
a small home may sometimes be substituted for
the common stock reserve. To help diversify me-
dium-sized savings, a small business, percentage
royalties, famous liquors, fine perfumes, collec-
tions of rare stamps, and art treasures deserve
consideration as investments. The three-reserve
savings fund illustrates what is always of major
importance, the safety of the purchasing power of
savings.
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THE PROBLEM OF HOME OWNERSHIP

The problem of home ownership is mainly a fi-
nancial question. Were it not for this financial
problem nearly every family would own a home.
The financial barrier must be real, since it so
often blocks the strong natural desires for home
ownership. However, it may be less formidable
than is generally assumed. A careful study of
this barrier will indicate the best ways to sur-
mount it and own a home.

Risks of home ownership.

The risks that may cost money are not so great

as they are numerous. Pessimists will exaggerate

_ them, but only fools will deny that they exist. To

list all the risks of home ownership is next to im-

possible. Their nature may be judged by con-
sidering some of the prineipal risks.

1. Title, contract, and other legal problems,
The search for a clear title is only part of the
legal problems in buying a home. Options to buy,
contracts to build, and agreements to repair at a
price are not binding unless they are stated in a
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receipt for money paid. The down payment may
be as little as five or ten dollars. Every contract
or subcontract should be guaranteed with a bond
of completion by a certain date. Specifications
should be full and clear. A mortgage should in-
clude an option to pay off entirely within a few
years; it should also give permission to defer pay-
ments for a year or two years. Such provisions
avold embarrassment and losses,

2. Land problems. The land of a home is not
always good earth. Rock conditions sometimes
raise the costs of excavating and landscaping.
Filled ground may have weak substrata of ashes
and junk. The drainage system may be poor and
insufficient. Costs of avoiding swamps, founda-
tion seepage, or ice cracks in conecrete next to the
ground may be considerable.

The topsoil may be unsatisfactory and need
loads of fertilizer, sand, or loam. Grass and shrubs
sometimes have a large initial cost. Other land-
scaping such as stone retaining walls and dead
trees may cost a substantial sum, even if mere
safety rather than beauty is the purpose.

3. Building problems. Water in-the cellar is
a common building problem. Floors may be badly
braced. Building codes do not always prevent the
use of poor materials and weak construction.
Even strongly built walls will collapse when weak-



14 ‘ . SAVING, INVESTMENT,

ened by bidden termites. Metal roofs and other
flat roofs may leak beyond repair and need to be
replaced. Pipes, drains, and downspouts may be
on the verge of rusting out. Inadequate radiation
is a house trouble difficult to detect. Noises at
night due to the heating system or the staircase
or the gradual settling of a house may be very
annoying; and often the cost of eliminating them
is high. '

4. Risk of increased taxes and ordinances. The
long-time trend of tax rates is up. By the end of
twenty years most taxes on real estate have in-
creased considerably. Special assessments on real
estate to help pay for local improvements some-
{imes amount to a large sum. New ordinances
put home owners to additional expenses for safety
devices and changes in construction. These risks
eventually raise the costs of home ownership.

5. Risk of neighborhood deterioration. When
a neighborhood is ounly partly built-up, new houses
may be built cheaper than the first homes. The
whole neighborhood then tends to deteriorate.
After a neighborhood is built-up, it begins to grow
old. Then a gradual decline of the neighborhood
often results. The decline is sometimes acceler-
ated by zoning changes that permit business
establishments and tenements. -

6. Risk of vacancy and sale losses. The owner
of a home may be required by a change of em-
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ployment to move to another place. If the house
he owns stands vacant several months, it may
suffer damage and rapid deterioration. This va-
cancy loss exceeds normal depreciation. Some-
times an owner may be compelled by circum-
stances to sell his home. If he paid a good price
for it, he may take a considerable loss by the
forced sale. The loss can be extreme if the home
has a mortgage and the real estate market is de-
pressed.

Many of these risks will not be immediately ap-
parent when buying a house, but they should be
anticipated. They are so numerous they are likely
to inerease the cost of any house. The conservative
policy takes the known cost of a house and in-
creases it between ten and twenty per cent to
prediet the actual cost of the house. For example
if the price of a house is $7,000 and the verified
costs of commissions, fees, preparations for occu-
pancy, and all other known costs are $300, the
total known cost of the house is $7,300. Several
years after the house is bought the actual cost
may be found between $8,000 and $8,700.

Costs of hame ownership.

When the actual cost of a home is determined,
the cost on a monthly basis can be compared with
rent, This will show whether it is cheaper to rent
or to own a home. The cost of home ownership on
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a monthly basis is stand-by expense, the minimum
expense of having a house available for use. The
stand-by expenses of owning a home include in-
terest, depreciation, taxes, insurance, and mainte-
nance. They accrue whether a house is oceupied or
vacant. In the following analysis these expenses
are all given as percentages of the actual cost of a
house and lot.

1. Interest or return om investment. All the
money to buy or build a home might be borrowed
on collateral loans or from friends. Or part of the
money might be borrowed in these ways and the
rest on a mortgage, The interest is usually set at
4% per cent to 5%% per cent of the amounts box-
rowed. If the buyer owns enough stocks and bonds,
they might be sold for cash to buy the home. The
loss of income on securities would be obvious.
When part of the cost of a home is borrowed and
part is raised in other ways, the expense of in-
terest and return on investment is not so easy to
determine. This annual expense may be figured
conservatively at from 41% to 514 per cent of the
actual cost of a home. '

2. Depreciation. Income tax laws limit the al-
lowance for depreciation fo 2 per cent a year on
brick and stucco houses and 3 per cent a year on
frame houses. Actual depreciation for resale is
often greater during the first few years after a
house is built and less after the house is twenty
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or thirty years old. The expense of depreciation
should be figured at least from 11/ to 134 per cent
a year.

3. Taxes, The expense of taxes depends upon
the tax rates and the assessed valuation of a
house, If a house is bought for less than the as-
sessed valuation and the total of tax rates is 514
per cent, the expense of taxes will be more than
515 per cent of the price paid for the house. An
ample allowance for the expense of taxes ordi-
narily would be from 234 to 434 per cent.

4. Insurance. Insurance rates vary consider-
ably, but at most their amount is relatively small.
The only stand-by insurances necessary on a house
are fire and publie liability. Others such as wind,
flood, and war damage may be earried. A liberal al-
lowance for annual insurance expense would be
15 to 35 per cent of the cost of a home.

5. Maintenance. The expense of repairs and
other maintenance for a house depends on whether
brick or wood, copper or iron, tile or linoleum, and
the like were used in construetion. As a rule, the
more expensive the construetion is, the less the
cost of maintenance. Painting, plastering, plumb-
ing, replacement of downspouts, and repairs to -
the heating system are examples of the usual up-
keep. A reasonable amount for annual mainte-
nance would be from 1 to 1145 per cent of the cost
of a home,
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The stand-by expenses are stated as percent-
ages of the cost of a home to permit their addi-
tion. These are the only expenses of home owner-
ship that acerue whether a house is occupied or
vacant. They are the expenses that help determine
rent, Their sum will show whether it is cheaper
to rent or to own a home,

STAND-BY EXPENSES OF HOME OWNERSHIP
EXPRESSED IN PER CENT OF COST OF A HOME

- Expense Per Cent a Year

1. Interest or return on investment.. 4l6— 514
2. Depreciation ................... 14— 184
3. Taxes oo iviiriiiii i 23— 43/
4. Insurance ..........o.cv.iiun.. Yo 84
5. Maintenance .........ocooevn... 1 — 1%
) 95, —137

The total stand-by expense 1s between 934 and
137 per cent a year of the cost of a home. A
round average of these figures is 12 per cent.
This equals only Ong Prr Cenxr a Moxrm and
gives the useful Per-Cext Rure: If the monthly
rent of a house is more than one per cent of the
cost of a house, it is cheaper to own a home. For
example the stand-by expense on an $8,000 house
is $80 a mounth. If houses like it are renting for
$90 or $100 a month, it is a bargain to own.
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The per-cent rule is useful as a guide, but other
considerations may influence the final decision to
rent or to own a home. Even when rent is more
expensive than home ownership, a person’s em-
ployment may not be permanent enough to war-
rant buying a house. Moreover opportunities
for advancement often necessitate moving to a
new location. The risks of home ownership may
justify paying high rent during a speculative
boom. A person with only a few thousand dollars
may not wish to put all his savings in one in-
vestment. Some persons may be unable to obtain
even the down payment for a house. Such con-
siderations may eontrol the final decision. The
per-cent rule always helps to determine the rea-
sonable rent for a house and whether it is
cheaper to own a home,

Steps toward home ownership.

The joys of home ownership often outweigh the
financial consideration, Even the pleasures of
planning to own a home are great. This planning
is financially worth while as well. Books on home
maintenance should be read along with books on
how to buy and how to build. Problems should be
discussed with friends and others who own their
homes. Such interesting anticipation gives a
working knowledge of the facts of home owner-
ship.
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Knowledge of home plans and constroction
should be broadened by visits to model homes and
by tours of neighborhoods. Favorable locations
may well be chosen with consideration of changes
in these neighborhoods. Such trips are some of
the most pleasant experiences in planning a home,

When the decision to buy or build a home is
made, the need of care begins. Consulting serv-
ices of an architeet and a lawyer are essential
for safety. The architect should check construe-
tion, appraise the worth of a house, and make
suggestions for repairs and maintenance. He
should give artistic plans for making the home
attractive. The lawyer should prevent any legal
complications. These alds more than pay their
costs. They show ways to save and to avoid mis-
takes. They assure a home that will offer se-
curity, pleasure, and satisfaction,

Clear thinking with reference to savings and
advantages helps to solve the problem of home
ownership. When the faets are faced courage-
ously and the decision to own a home results,
optimism is justified. The joys of owning a home
are only part of the benefits. A home gives recrea-
tion and relaxation, It provides hobbies and
avocations such as interior decorating and gar-
dening. Home ownership is a natural basis for
the full life.
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DEBT IN THE UNITED STATES

Debt in the United States on December 31, 1943,
as shown by Table I, was only a little more than
half a trillion dollars. In other words the total
debt was merely fifty-one cents times ten to the
twelfth power.

Net debt is an amount substantially less than
total debt and is figured by deducting part of the
debt from the actual total. For example several
billion dollars of national government bonds are
held in the social security trust funds which are
agencies of the National Government. These bonds
should be deducted from the total national govern-
ment debt according to the net-debt principle since
they are held by national government agencies. If
they and the rest of the social security trust funds
were held by insurance companies, the several
billion dollars of bonds would form part of the
net debt of the Government. But as long as the
bonds are entrusted to any agency of the National
Government, according to the net-debt principle
they should be excluded from net debt.
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TABLE I. DEBT IN THE UNITED STATES, 1900-1943 2
(End of year figures in billions of dollars)

1900 1905 1910 1915 1920 1925

NaTioNaL GOVERNMENT

Deprd 1.0¢ 9e 9er L0ef 24.0°( 20.0¢
Srare anp Locay Gov- .
ERNMENT DEBTC 17ep  23¢0 34e) 570 82 133
Privarg Deprd 26.0¢] 35.5¢) 47.6¢] 61.3¢) 81.5¢| 114.9¢
Subtotal 287 387 519 | 680 (1137 | 1482
Oruer Naronar Govr,
ORLIGATIONS I
Gorp CerTIFICATESE 28 J5e .8 1.6 5 17
SriveEr CERTIFICATESE Aol .5 .5¢ 5 e Ae
Currency Norgsh i Aol 3] 3 -3 3ol 3
Subtotal 10 1.3 1.6 24 9 2.4

Frperar, RESERVE BANK

LiasiLrries? — — — 6] 60| 48
INTERBANK DEposirsk 1.2e) 19| 22 2.8 3.1¢f 42
Arr OruEr Bank

Desosrrs! 73 114e] 153 191 | 370¢ 492
NaroNaL Bang Notes® Je A2 e 7 7e .6°
Subtotal T8 | 137 | 182 | 232 468 | 588

InsurANCE LIABILITIES :
70 POLICYHOLDERS ! 15| 231 32| 42| 647 101

Depr x tHe Unrrep
SratEs 4001 560 7491 978 {1678 | 2195

2 Source: Estimated and compiled as detailed in the footnotes
with the cooperation of Miss Helen R, Hinman.

b Interest-bearing and non-interest-bearing debt of the Natxonal
Government as usually reported. Omits non-interest-bearing debt
when issued as currency. Source: The World Almenac, 1944
(The New York World-Telegram, New York, 1944), p. 515 (fig-
ures estimated for end of year, 1900- 1925) ; Indebledness in the
United States, 1929-41 (U. S, Dept. of Commerce, Bureau of For-
eign and Domestic Commerce, Economic Series—No. 21; S.
Govt. Prtg. Office, Washington, 1942), p. 19, Table 2 (ﬁaures for
end of year, 1930- 1941) The World Almamzc 1944, p. 515 (figure
for end of year 1942); figure for end of year 1943 estimated.
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TABLE 1. DEBT IN THE UNITED STATES, 1900-1943 2
(End of year figures in billions of dollars)
(Continued)

1930 1935 1940 1941 1942 1943

Nartonar, GOVERNMENT
b

Degr 179 41.57 53.1 | 66.4 | 113.9 | 170.0¢
StarE aNp LocarL Gov-
ERNMENT DEnre 185 194 | 202 | 202 | 19.6¢| 186e
Private Dgprd 159.5 | 123.4 | 126.6 {132.9 [129.0¢| 120.0
Subtotalf . 195.9 [184.3 [ 199.9 | 219.5 | 262.5 | 308.6
OruER NatioNaL Govr.
OBLIGATIONS
GoLp CERTIFICATESE 18| 77| 198 | 206} 206 | 196
SILVER CERTIFICATESY 4 8| 17| 17| 18] 16
CurreNcy Noresh i 3 8 5 5 61 11
Subtotal 25 93 220 | 228 230 223

FEpERAL RESERVE BANK
LiasiLiTiesi 481 107 1 229 | 240 | 284¢| 33.8¢
INTERBANK Drposirsk 45 7.5 10.0¢| 108§ 111 | 11.0°
ALL OrHER Bank
Deposirs! 5301 4901 650} 70.8 | 88.5 |105.0°
NarioNaL BANK Notes® S| OO O] @ Q]
9

Subtotal 629 | 67.2 | 979 | 1056 [128.0 | 1498

INSURANCE L1ABILITIES
10 PoOLICYHOLDERS® 167 | 209 | 279 297 | 31.6 | 33.5¢

Desr 18 rae UNiTeED
SraTES 2780 | 281.7 | 347.7 |377.6 [445.1 {5142

€ Source: Statistical Abstract of the United States, 1941 (U. S.
Dept. of Commerce, Bureau of the Census; U. S. Govt. Prig.
Ofhce, Washington, 1942), p. 238 (figures estimated for end of
year, 1900-1910) ; The Economic Almanac for 1943-44 (National
Industrial Conference Board, New York, 1943), p. 391 (figures
estimated for end of year, 1915-1925) ; Indebtedness in the United
States, 1929-41, p. 19, Table 2 (figures for end of year, 1930-1941) ;
figures for end of year 1942 and 1943 estimated.

4 Private debt as usually reported,  Omits liabilities of banks and
insurance companies. Source: The Economic Almanac for 1943-44,
p. 383 (figures estimated for end of year, 1900-1925, by adding 70
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An extension of the net-debt principle is the
owed-to-themselves point of view. According to
this view, interbank deposits should be excluded
from the total of bank liabilities because the banks
viewed collectively owe these deposits to them-
selves. Billions of dollars of deposits are owed
by New York City banks to banks in other parts
of the United States. Increases and decreases
of these deposits tend respectively to shift cash
reserves into and out of New York City banks.
Such interbank deposits are usually omitted from
published figures on total deposits of all banks
in the Nation.

A further extensioﬂof the net-debt principle
excludes all bank deposits from the figure for net

per cent to the total private long-term debt) ; Indebtedness in the
United States, 1929-41, p. 19, Table 2 (ﬁgures for end of year,
1930-1941) ; figures for end of year 1942 and 1943 estimated.

¢ Egtimated.

f These figures approximate the debt in the United States at the
end of the year as usually reported.

¢ Source: Annuql Report of the Director of the Mint for the
Fiscal Year Ended June 30, 1901 (Govt, Prtg. Office, Washmg{ton,
1901), p. 38; ibid,, 1906, p. 80;. ibid., 1910, p. 55; 7bid, 1916, p.
252; Jbid,, 1921 p. 127, bid., 1976 8 107, ibid., 1931 p. 1115
Federal Reserve Bulletin (Jan 1936) 18; (Feb 1936) p. 90;
(Mar,, 1941), p. 221; (Dec, 1941), p. 1245 (’VIar 1942), p. 229;
(Dec 1942), P 1211 (Jan 1944), p. 67; (Febh., 1944), pp. 153,

bSource: Figures for end of year, 1900-1915, estimated from the
Annual Report of the Divecior of the M, 1901 p. 38; 1906, p,
80; 1910, p. 55; 1916, p. 252; figures for end of year, 1920- 1943
taken from the Federal Reserve Bulletin (Feb., 1921), p. 254;
(Feb, 1926), p. 143; (Feb, 1931), p. 99; (Feb., 1936), p. 90;
(Dec., 1941), p. 1245’ ( Dec., 1942), p. 1211; (Jan 1944), p. 67;
(Feb., 1944), p. 159,
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debt in the United States on the basis of offset.
Deposit liabilities of the banks are offset by their
loan, investment, and cash resources. Net debt
in the United States on this basis is the same
whether the Government sells bonds to individ-
uals or to banks. The great differences hetween
selling bonds to individuals and to banks are ex-
cluded from reflection in the figure for net debt.

By similar processes of thinking the long-term
debt of industrial corporations may be largely
offset by their holdings of cash and government
securities to figure their met debf., Indeed the
Nation may be considered as a whole, and the net-
debt principle extended to this grand basis. The
net debt may then be viewed as very small; an
amount with little significance, merely owed by

i Since August 1, 1935, National Bank notes and Federal Reserve
Bank notes have been obligations of the National Government.

iSource: Figures computed for end of year from the Federal
Reserve Bulletin (Feb, 1916), p. 94; (Jan,, 1921), pp. 117, 118;
(Feb., 1926), p. 131; (Jan, 1931), p. 42: (Jan, 1936), p. 18§;

wenty-seventh Annual Report of the Board of Governors of the
Federal Reserve System, Covering Operations for the Year 1940
(U. 8. Govt. Prtg. Office, Washington, 1941), p. 33; 1bid., Twenty-
eighth (for 1941), p. 29: Federal Reserve Bulletin (Feb., 1943),
p. 150; (Jan,, 1944), p. 64.

¥ Source: Annual Report of the Comptroller of the Currency to
the First Session of the Sixtv-fourth Congress of the United
States, December 6, 1915 (U, S. Govt. Prtg. Office, Washington,
1916), Vol. 1, p. 124 (figures estimated for end of year, 1900-1910) ;
figures for end of year, 1915-1942, estimated from the Federal
Reserve Bulletin (Aug., 1919), p. 784; (Jul., 1921), p. 851; (Mar,,
1926), p. 209; (Mar., 1931), p. 176; (Oct.,, 1936), p. 780; (May,
1941), p. 458; (Dec., 1942), p. 1249; (Oct., 1943), p. 1031; figure
for end of year 1943 estimated.
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the Nation to itself; and more than offset by re-
sources,

The facts remain that rapidly inereasing debt is
a sign of inflation, and inflation is a rise of prices
that tends to destroy the purchasing power of
savings. Inflation may be gradual, as in France
during the twentieth century, or it may be rapid,
as In Germany during 1923. Savings deposits,
bonds, and currency may lose only a part of their
purchasing power, or they may lose all. Inflation
is usnally proportioned to the amount of debt:
the larger the debt, the higher the inflation of
prices. Debt often increases before prices rise and
in this way gives a warning sign of inflation,

1 Source: Annual Report of the Comptroller of the Currency,
Decemwber 6, 1915, Vol. 1, p. 124, (figures estimated for end of
year, 1900-1910) ; Twenty-fourth Annual Report of the Board of
Governors of the Federdl Reserve System, Covering Operations
for the year 1937, p. 106 (figures for end of year, 1915 and 1925-
1935) ; Federal Reserve Bulletin (Jan.,, 1944), p. 69 (figures for
end of éear, 1940-1942) ; figures for end of year 1920 and 1943
estimate:

m Source: Aunual Report of the Comptroller of the Currency,
December 6, 1915, Vol. 1, p. 124 (figures estimated for end of
vear, 1900-1913) ; figures for end of year, 1920-1930, taken from
the Federal Reserve Bulletin (Feb., 1921), p. 254; (Feb., 1926),
p. 143; (Feb, 1931), p. 99.

n Source: The Insurgnce Year Book, 1929-1930, Life Insurance,
57t Annual Issuwe (The Spectator Company, New York, 1929),
pp. A-306, A-307 (figures fqr end of year, 1900-1915), pp. 494, 495
(figures computed for end of year 1920 and 1925) ; The Spectator
Insurance Year Book, 1941-1942, Life Insuronce Volume, 69th
Annual Issuwe (The Spectator, Philadelphia, 1941}, pp. 138A,
139A (figures computed for end of year, 1930-1940) ; tbed., 1943~
1944, 71st Annual Issue (1943), p. 138A (figures computed for
end of year 1941 and 1942) ; figure for end of year 1943 estitnated.
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EMPLOYMENT FOR ALL WITH A
BALANCED BUDGET

This cash plan of employment is a plan to bal-
ance the national budget. A balanced budget is
made possible by the maintenance of full employ-
ment. In addition, the plan supplies large cash
reserves and government revenues so that a bal-
anced budget becomes the best policy for a nation.

The cash plan of employment has proved work-
able. A good example is the return of general
prosperity after the gold discoveries of 1849, In
December 1848, business activity in the United
States was below average. Many persons were out
of work. Then the mining industries were ex-
panded and thousands of persons obtained em-
ployment, Some went to work in mining, others in
related industries, and even more in general busi-
ness which benefited from the expansion of min-

ing.

Large amounts of gold, silver, and copper were
added to the currency, By December 1853, employ-
went had increased substantially; and business
activity was more than ten per cent above aver-
age. Such favorable conditions make possible
large government revenues and a balanced budget.
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Definition and purpose of the plan.

The eash plan of employment is a currency. re-
serve system that provides for a balanced budget.
In fact a balanced budget is the true purpose of
the plan. Maintenance of employment is just one
.of the methods that enable a nation to balance the
budget. Full employment is fostered by building
up the currency reserve of a nation,

This cash plan diseredits the excuse that unem-
ployment justifies unbalanced budgets. If a poli-
tical machine is loading a government with debt,;
unemployment will not be a legitimate reason.
Full employment can be maintained by the cash
plan. .

With full employment provided, a balanced
budget is reasonable. Even the maximum effort of
a war is possible under the cash plan. The war
effort may be viewed in its financial aspeet. Armed
forces and war industries require expenditures of
billions of dollars. Heavy taxes can curtail non-
essential spending. The cash plan equates these
factors without retarding productive efforts.

Hiustration of the plan.

A simple illustration will show the working of
the plan. This illustration begins with business
depression and widespread unemployment in the
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United States. The first measure would be a large
increase in United States Treasury holdings of
copper and nickel. Government purchase contracts
with producers would require operation of mines
at capacity. In return the Government would agree
to buy copper and nickel at set prices that would
yield reasonable profits. The Treasury would pay
for these metallic reserves with issues of United
States curreney.

The problem of unemployment at copper and
nickel mines would be solved. Relief expenditures
for the miners could be curtailed. Tax revenues
from the mines would be increased. With refer-
ence to these mining areas the budget would be
balanced.

Currency reserve under the plan.

If this plan proves beneficial with reference to
copper and nickel, it might be extended to other
metals. Iridium is only one of a number of metals
that are imported. If the Treasury had large re-
serves of these metals, the Nation would be in a
strategic position to bargain with foreign export-
ers. Accordingly domestic mines of these metals
should operate at capacity during a business de-
pression to supply such reserves,

Contracts could be negotiated with foreign ex-
porters when prices are down. When international
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cartels put prices up more than double, purchases
from foreigners could be stopped. The accumu-
lated reserves could be sold to citizens for use
within the Nation,

|
Another main division in an adequate currency t
reserve embraces essential war metals. The ad-;
vantage of large currency reserves in essential |
war metals has received little recognition. War |
requires at once huge quantities of essential
metals, and reserves of these should be built up

during peace when manpower and time are avail-

able. The currency provides means to finance such

stock piles. The essential war metals at the same

time add to the metallic reserve for the currency.

A complete currency reserve for this modern age

should be at least one-tenth aluminum. Other es-

sential war metals include platinum, pig iron, and

lead. Without large supplies of these metals in

reserve the Nation is not fully prepared.

Metallic currency reserves fall into three main
divisions: (1) coinage metals, (2) import metals,
- (3) essential war metals, Currency reserves of
coinage metals should be at least twelve times the
amount of coin in eireulation. A large part of
these reserves should consist of coin ready for
circulation to meet abnormal demands. Such coin
reserves should be sunfficient to counteract a dis-
appearance of coin from circulation.
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Currency reserves of metals that must be im-
ported should equal at least three years’ consump-
tion. These are large enough reserves to place the
Nation in a strong bargaining position when deal-
ing with international cartels. Currency reserves
of essential war metals should be sufficient for a
seven-year war. Shortages of these essential
metals can be disastrous; therefore reserves
should always be more than adequate.

Some currency reserve metals fall into more
than one division. Nickel, for example, is a coin-
age metal and also an essential war metal. Iridium
is an essential war metal and is largely imported.
The metallic currency reserve may be defined in
terms of the metals comprising it. No single metal
should form more than thirty per cent of it, Every
one of the following metals should be included in
the currency reserve:

Gold
Silver
Nickel
Copper
Iridium
Platinum
Lead

Iron
Aluminum



32 : SAVING, INVESTMENT,

Redeemability of the currency.

Any citizen could demand redemption of cur-
rency in one or more of the metals when available
from the currency reserve. The redemption price
would equal the cost of the metal to the Govern-
nment plus seigniorage,

Timing of purchases for the currency reserve.

The signal for expansion of the currency re-
serve would be a fifteen per cent decrease in em-
ployment. The Treasury should open bids to sup-
ply metals. All bids lower than the average price
for a metal during the preceding year should be
accepted. Purchases should continue at these
prices until employment increases fifteen per cent.

The mint prices of coinage metals are regulated
by statute, The mint selling price of any other
metal in the currency reserve should be set by
law at double the average cost of the metal to the
Treasury, The difference between the price paid
by the Treasury and the mint selling price for a
metal should be reckoned as seigniorage.and
should be held as a surplus reserve available for
war financing.

Stabilization of exchange.

The Exchange Stabilization Fund should be
continued. Seigniorage on gold could be made suf-
ficient to strengthen the Fund. The Treasury buy-
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ing price for gold should be set at $20.67 an ounce.
The Treasury selling price could be double this or
$41.34 an ounce. The exchange value of the dollar
would then be regulated in terms of exchange
without fixing the price of gold.

Any nation seeking to stabilize its currency in
relation to the dollar could buy and sell gold for
this purpose, The world market price of gold
would not be fixed around $35.00 an ounce, but
would vary with supply and demand between
$20.67 and $41.34 an ounce. Such policies would
relieve the Treasury and the Exchange Stabiliza-
tion Fund from gold transactions involved in
rigidly fixing the price of gold. This increased
freedom would strengthen the Treasury and the
Fund in dealing with foreign currencies. The Fund
could concentrate on stabilization of exchange.

Peacetime operation of the plan.

Peacetime operation of the cash plan of em-
ployment can be illustrated by assuming the plan
in force beginning December 31, 1932. At that time
unemployment was widespread and many mines
were operating at only fractions of capacity. The
Government would have begun a program of ex-
pansion in the currency reserve. The quotas of
additions to this reserve would have been the
largest possible by pushing prodaction. The Treas-
ury would have issued sufficient currency to pay
the cost of these additions to the currency reserve,
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TABLE IL

PATTERN FOR BALANCE SHEET

OF THE CURRENCY RESERVE,
DECEMBER 31, 1937

ASSETS
MerarLic RESERVES
at cost
Gold $ 4,000,000,000
Silver 500,000,000
Nickel 1,000,000,000
Copper 1,500,000,000
Iridium 500,000,000
Platinum 500,000,000
Lead . 1,000,000,000
Iron 3,000,000,000
Aluminum 2,000,000,000
SEICNTORAGE,
of CUrrReNcy
RESERVE 14 000,000,000
PREPAREDNESS
CORPORATION
Srockr *1,000,000,000
Torav $29,000,000,000

LIABILITIES
AND SURPLUS

CURRENCY IN
- Crreurarion . $15,000,000,000

Surerus 14,000,000,000

Torary $29,000,000,00¢
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Table IT shows the growth in the currency re-
serve that might result from such an expansion
program. By December 31, 1937, the currency in
circulation might be as much as $15,000,000,000
with a full-cover metallic reserve. Large reserves
of import metals and essential war metals would
be held. The stock in Preparedness Corporation, a
leader of war industry, shown in Table I1 would
be bought with currency issued on the basis of
seigniorage. This corporation would specialize in
research and development of war production.

The increased currency should not be consid-
ered inflationary since it is backed by a full-cover
metallic reserve. The reserve on December 31,
1937, shown in Table II would be sufficient to
cover and redeem $28,000,000,000 of currency.
Any part of the currency could be redeemed and
retired if necessary to prevent inflation.

Wartime operation of the plan.

To prepare for war and fight it -out, the cur-
rency reserve would be loaned to war industries.
The metals would be formed into planes, tanks,
hips, and guns. In return for loans of metals,
the industries would contract to repav equal
quantities of metals during a period of time after
the war. The balance sheet of the currency re-

-
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TABLE III. PATTERN FOR BALANCE SHEET
OF THE CURRENCY RESERVE,
DECEMBER 31, 1941

" ASSETS
Mgrarite RESERVES
at cost
Gold $ 5,000,000,000
Silver 00,000,000
Nickel 300,000,000
Copper 200,000,000
Iridium 50,000,000
Platinum 50,000,000
Lead 100,000,000
Iron 200,000,000
Aluminum 100,000,000
Merars DUE FRoM
InpusrrRIAL
CORPORATIONS :
Gold 1,000,000,000
Silver 500,000,000
Nickel 1,700,000,000
Copper 2,800,000,000
Iridium 950,000,000
Platinum 950,000,000
Lead 1,500,000,000
Iron 4.800,000,000
Aluminum 3,900,000,000
SEIGNIORAGE
or CURRENCY
RESERVE 25,000,000,000
PREPAREDNESS
CORPORATION
. Srock 10,000,000,000
Torat $60,000,000,000

LIABILITIES
AND SURPLUS

CURRENCY IN )
$35,000,000,000

CIRCULATION
SureLUS 25,000,000,000
ToTAL $60,000,000,0¢
m
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serve on such a wartime basis is shown by Table
II1.

During the war the Preparedness Corporation
would expand to the limits of available resources.
The Corporation would subcontraet orders to use
the facilities of existing industries. In addition
it would construct new factories needed in the
war effort. The resulting balance sheet of the
Preparedness Corporation on a wartime basis is
illustrated by Table IV.

TABLE IV. PATTERN FOR BALANCE SHEET
OF PREPAREDNESS CORPORATION,
DECEMBER 31, 1941

LIABILITIES
ASSETS AND CAPITAL
Casn $1,000,000,000  Accounts
ACCOUNTS PavasLk $ 900,000,000
RECEIVABLE 500,000,000 Taxes ACCRUED 800,000,000
INVENTORY = DivipExp Pavasie 300,000,000
]Geii'i(:ntr?lent g()]glﬁON STocK
Planes 1,000,000,000 jeperoy CUrTEnCy
Tanks 750,000,000 reserve 10,000,000,000
Guns 500,000,000
Ships 750,000,000
Trucks 500,000,000
AIRCRAFT A
FacTorIgs 3,000,000,000
Atto anp TANK
Facrorixs 2,000,000,000
SHIPBUILDING
Yarpg 1,000,000,000

Gun Facrorixs 1,000,000,000
ToraL ~ $12,000,000,000 TorarL $12,000,000,000
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In order to combat inflation the Government
should levy substantial wartime taxes. These will
curb non-essential spending while they help to
finance the war. Graduated sales, income, inherit-
ance, and social security taxes should all be ap-
plied for large yields. Sales taxes should be
graduated to place their burden on luxury goods
and high-price lines of other goods. For example
the sales tax on low-price perfumes might be 20
per cent compared with 80 per cent on high-price
perfumes. Sales taxes on automobiles might be
graduated from 10 per cent on low-price cars to
30 per cent on high-price cars, while those on

-overcoats might be as moderate as 3 per cent
to 8 per cent.

If necessary to prevent inflation, the reserve
requirements for banks could be strengthened.
For example the minimum requirement of legal
reserve might be twenty-five per cent of deposits,
the requirement in the National Bank Act of
February 25, 1863.

These suggestions are only part of a complete
plan to block inflation and balance the budget.
A comprehensive plan would have many features
besides large reserves and adequate taxes. Ra-
tioning and price controls are useful. Employ-
ment training and placement are fundamental.
Factors such as these may involve the whole
economy of the Nation.
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Certainly ten or twenty billion dollars of
seigniorage would be insufficient to finance a
major war. The cash plan of employment is only
one part of a balanced-budget war program. The
Preparedness Corporation of this plan would be
merely the research and production pilot of
nation-wide industries. The cash plan for its part
would provide many billions of dollars of essen-
tial war materials. It would supply large cash
reserves to facilitate payments of heavy taxes.
Moreover it would yield many billions of dollars
to help finance the war. In such ways the cash
plan makes a balanced budget the best national

policy.
Advantages of a balanced budget.

‘With this cash plan for a balanced budget the
maximum war effort is attainable. A balanced
budget through proper taxes curtails excess pur-
chasing power that might lead to reckless spend-
ing. Problems of price control are simplified. The
Government is in position to direct spending to-
ward the winning of the war.

A balanced budget aids in restricting wartime
millionaires. Profiteers can be exposed and prose-
cuted most effectively when the finances of the
Nation are stabilized and controlled. If the
budget is not balanced, it is impossible to prevent
some persons from making wartime fortunes.
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Politicians may promise to prevent the growth of
wartime fortunes, but they cannot possibly keep
this promise while they vote for issues of billions
of government bonds to individuals and corpora-
tions. Thousands of persons will sacrifice their
all while others get rich quickly.

An unbalanced budget often defrands small
savers. By bard work and sacrifice a wage earner
can save several thousand dollars. In a few years
of unbalanced budgets the Government may issue
billions of dollars to other persons, who suddenly
become rich. -

In comparison with the fortunes of these new-
rich people the savings of the wage earner appear
small. His thrift looks like the hard way not fol-
lowed by most smart people. When he started
to save, he considered a thousand dollars a large
sum of money hard to accumulate. By the time
years of saving yield him his thousand dollars,
ten-thousand-dollar fortunes are common. He is
worse off than he was in comparison with others.

The final blow to this wage earner comes when
he has to spend his savings.. Prices are found
high compared with what he was first paid. Often
a large part of the purchasmg power of his sav-
ings has been lost.

A balanced budget. gives small savers a good
assurance that savings will retain purchasing
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power. This builds confidence in the currency.
Moreover such a budget can avoid the injustice
of some persons growing wealthy from a war in
which others are making supreme sacrifices. For
these reasons a balanced budget is the right way
to inspire a whole-hearted maximum war effort
in the Nation.

Conclusions: application of the plan.

The cash plan of employment has an immediate
application as a measure of fiscal policy. If
budgets are unbalanced, the reasons for the deficits
should be examined ecritically. Widespread un-
employment in mining areas cannot justify large
issues of government bonds when employment for
all is obtainable by the cash plan,

The cash plan provides a full-cover reserve for
the currency. Issues of currency can be'limited
by law to the amount of metals on hand or under
contract, figured at the mint selling prices. In time
of war all the reserves on hand of some metals
might be required for war production. They could
be loaned to war industries in exchange for con-
tracts to return equal quantities of the metals
after the war. These contracts for metals plus
any metals on hand would always provide the
full-cover reserve. The reserve shown in Table
IIT would be sufficient for $50,000,000,000 of cur-
rencey.
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In addition to the advantage of a full-cover
 reserve, the cash plan supplies adequate cur-
rency. Issues of currency are not limited by silver
reserves or some ratio to gold reserves. When
currency ‘in circulation is inadequate, it can be
increased until individuals and corporations have
plenty of cash,

The greatest benefit from the cash plan of em-
ployment is a balanced budget. A nation that
runs on deficits is headed for disaster. The cash

" plan shows how the budget can be balanced. In-
deed this is the fundamental purpose of the plan.



