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WHEN THE WAR ENDS

STUART CHASE has been commissioned by the Trustees of The
Twenticth Century Fund to make a series of exploratory reporis on
postwar problems. These are being published under the general title,
"When the War Ends,” and the books are appearing at intervals
during 1942, 1943 and 1944. The frst volume, The Road We Are
Trave%ing : 1014-1942, explored basic issues and fundamental trends;
the second volume, Goals for America: A Budget of Our Needs and
Resources, made some economic recommendations for the postwar
United States. This volume, the third in the series, shows how our
financial system operates and how it might be used to support full
employment after the war is over. Later volumes will also examine
specific questions of postwar readjustment. The list of titles follows:
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FOREWORD

Monms BEFORE the United
States went into the war, the Twentieth Century Fund de-
cided to devote an increasingly large proportion of its re-
sources to studying the problems of postwar readjustment.
As a first step, the Fund retained Stuart Chase to write a series
of books to give the public a stimulating and provocative
picture of some of the problems which the United States will
face ""When the War Ends” (the title of the series}. The
entrance of the United States into the conflict has made these
books even more timely. The first concern of everyone must
be, of course, to win the war. But challenging objectives for
the peace are dynamic aids to fighting morale.

The first volume of the series, The Road We Are Travel-
ing: 1914-1942, was published in April 1942. It gave a mov-
ing and colorful picture of the revolutionary trends in our
social and economic life which took place between the two
world wars and laid down a sort of base line for a preview
of the future. In the second book, Goals for America: A
Budgei of Our Needs and Resources, published in November
1942, Mr. Chase put into ringing words the demands which
the American people are making for a better world after the
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war, and, using over-all figures of the goods and services these
call for, he argued that we now have the resources to produce
them. In the present volume Mr. Chase carties the discussion
one step further. He maintains that, not only shall we have
the man power and plant to meet these postwar demands, but
we shall be able to finance that prodigious undertaking. In
those volumes still to come Mr. Chase will face other prob-
lems involved in achieving a full employment economy after
the war.

This series is designed to provoke thought and to stimu-
late discussion. Mr. Chase has been given entire freedom
of authorship. However, he has had the advantage of advice
and criticism in preparing the manuscript from the Fund's
Economist, J. Frederic Dewhurst, and several other author-
ities—for which both Mr. Chase and the Fund are grateful.
But the opinions and conclusions expressed in these books
are those of Mr. Chase. The Trustees and Fund staff have
taken no position either for or against them. '

This series of books is one of several Fund publications in
the field of postwar reconstruction. In May 1943 a second
edition of the directory of national agencies engaged in post-
war problems research and education was published under
the title, Postwar Planning in the United States: An Organ-
ization Directory as well as a new study and discussion man-
ual entitled Wartime Facts and Postwar Problems, designed to
give the general reader a sort of descriptive catalogue of the
profound changes that have taken place in our economy dur-
ing the war and the specific problems of the peace which are
likely to result. During the next few months the Fund will
also publish a volume by Lewis L. Lorwin summarizing the
postwar plans of governments and leading private agencies
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of all the United Nations. For publication in 1944 will be
the results of a major investigation, now under way, designed
to estimate, with as much precision and detail as may be pos-
sible, the needs and resources of the United States in the post-
war world. This survey is being carried on by a special re-
search staff under the direction of Dr. Dewhurst.

The Fund hopes that all these activities will contribute
to a wide public understanding both of the unequaled op-
portunity of the postwar period and of the difficult problems
it will present. The Fund is especially indebted to Mr. Chase
for his challenging contribution to this end.

Evans CLARK, Executive Director
The Twentieth Century Fund

330 WEST 42D STREET

NEW YORK 18, N.Y.

JuLy 1943



—
.

e e e e Y )
WMeoa W N = O

I N

CONTENTS

BEHIND THE DOLLARS

On D-Day

PostTwar GOALS

THE PoTaTo MODEL
Numsers WHicH MovE
THE Dorrar CIrCUIT

Tue Crcurt RoLLs

THE CRCUIT SLows Down
DoLLARS IN WAR

Facing THE NatioNaL DERT

. WHEN WAR SPENDING STOPS

A CoMPENSATORY ECONOMY

. FurLL EMPLOYMENT
. SocIiAL SEcURITY

. "NoTtHinG To FEAR BuT FEAR”

Page

22
29
37
48
58
69
83
97
111
126
142
157
170



1
BEHIND THE DOLLARS

IN 1925, Russia had been
through a devastating war and a violent internal revolution.
Her currency had been destroyed in a runaway price infla-
tion, she was the world's worst financial risk abroad 2nd she
had very little gold. Yet by the end of the first Five Year Plan
in 1933, Russia had invested some 60 billion rubles in fac-
tories, new cities, hydroelectric developments, armaments,
houses, schools. There stood the new plant, ugly and solid.
Without it Russia could never have met the onslaught of
Hitler's armies.

W here did the money come from?

In 1933 it was freely prophesied that Italy could not in-
vade Ethiopia. She had no credit abroad and almost no gold.
The effort would bankrupt her. Italy went ahead, conquered
Ethiopia, and emerged without financial collapse.

W bere did the money come from?

Hitler took over a Germany which was technically bank-
rupt. It had defaulted on its foreign obligations. When he
proposed to build a powerful army, together with all kinds
of grandiose public works, he was laughed at in London and
New York. Germany was insolvent, and the whole idea was
preposterous. The nations of Europe which have trembled
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under the thunder of panzer divisions know that Hitler built
even more terribly than he promised. :

W here did the money come from?

When Japan began to rattle her sword in the direction of
Indo-China and challenge the United States and the British
Empire, wiseacres said it was 2 bluff. The long years of the
war in China had reduced the Japanese economy to a bag
of bones. She was bankrupt and could not sustain a real fight,
Yet she opened a new attack with devastating fury, and with
military equipment in planes, tanks, artillery, ships, that
was as excellent 2s it was unexpected.

Where did the money come from?

In 1939, the United States Congress declined to appropri-
ate $4 billions for highways, conservation, hospitals, freight
cars, in the bitterly contested “lend-spend™ bill. It was widely
held that the bill would lead to ruin and national bankruptcy.
Yet since the fall of France in 1940, Congress has appropri-
ated almost $300 billions for armaments—seventy-five times
as much as the lend-spend bill—and a large fraction of it
has already gone into tanks and guns. Far from being ruined,
our national vitality has never been more vigorous, and great
financial moguls (see page 9) assure us that we shall be
able to swing the national debt.

W here did the money come from?

After the war America will need to maintain full employ-
ment, operate its industries at substantial capacity, provide
the essentials of life for all its own citizens, and help for-
eign peoples who are starving and unable to pay for the sup-
plies. There will be a towering political demand for a world
delivered from chronic depression.

W here will the nioney come from?
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It is clear from these examples that what a great nation
can “afford” in periods of crisis depends not on its money
but on its man power and its goods. Russia, [taly, Germany,
Japan, the United States, all used money in the situations
mentioned, but moneg was obviously not the dominant factor,
Man power and materials were the dominant factor. Yet at
other times, whea crisis was not so acute, the money for
necessary tasks could not be found. Unemployment, insecur-
ity, want, dragged on. This is a puzzling paradox. At certain
times a nation can afferd what at other times, with no less
money, it cannot afford. At certain times we are afraid of
national bankruptcy, and at other times we give it hardly a
thought.

Is there any way to smooth these ups and downs; any way
to balance the things we can afford in terms of money with
the things we can afford in man power and materials? The
methods used in total war produce results but they are pretty
rough ones, even in non-Axis nations. Can more gentle tech-
niques be designed for peacetime which will also produce

results? These are the questions we shall try to answer in
this book.

The Disaster Economy

Adolf Berle tells of walking through a tenement district
in New York with a friend a few years ago. What they see
depresses them. They want to clean it up. But the moment
they begin to think of ways to abolish slums, all kinds of
difficulties loom across the path—the high cost of land, the
difficulty of getting materials, exorbitant rates of interest,
graft and corruption in the building trades, the avarice of
landlords, the general apathy of everybody. As they walk
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along, listing the difficulties, any idea of improvement grows
more and more remote.

But wouldn't a goed, rousing earthquake solve everything ?
It would not only open up the ground, it would open up
people’s minds. The disaster would generate action, bold and
immediate. The slums would be abolished once and for all.
“Is it too much to ask that the driving quality which can be
called forth by a great cataclysm might be made available
for continuous and steady action? Is it necessary that some
scourge of God, driving by brute fear, shall create a common
will 21

We recall the story of the man who was apprehended for
going along the street smashing windows. He defended him-
self by saying it was good for trade. So it was—even if not
for the owners of the buildings. If unemployment is rife,
smashing windows, plowing under cotton, pouring milk into
ditches, are all good—for trade. Even better is a raging flood,
or a devastating hurricane, '

For some years the potential output of the power age has
tended to exceed the available cash in the hands of consumers.
Gradually we have come to live in what might be called 2
“disaster economy,” where waste and loss stimulate trade,
where thrift and good quality depress it. Many examples
come to mind. Advertising pressure has encouraged us to
throw perfectly good things away and get a new model. The
original AAA program was designed to boost prices and
benefit trade by destroying crops. Long before the Triple A,
a statue was erected to the boll weevil, one of the best things
for trade that ever hit the cotton belt.

But the best thing of all for trade is war. In the United

1. A A Berle, Jr., New Directions in the New World, Harper, 1940.
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States alone, the war has already provided an 80 billion dollar
annual market, with $100 billions shortly to come. This
terrific demand is running us into a man-power shortage in
jig time. There are more orders on the books than there are
men to fill them. Women, boys, old men, are being hauled in,
but it looks now as if only a drastic conscription of labor can
ease the shortage.

Conversely, we have the cynical phenomenon of “peace
scares.” Take this headline in the financial section of The
New York Times for June 16, 1943:

PEACE TALK DEPRESSES COTTON
Rumors of Rumanian Feelers Send Futures Market Of 4-6 Points

With the fall of Mussolini, the New York stock market
went into a nervous collapse. The good tidings were bad for
trade. The financial editor of the New York World-Telegram
wrote on July 27, 1943: “"What the market said yesterday was
that corporations, particularly those most heavily engaged in
making war materials, will be unable to do as well financially
in the postwar period as they have been doing in the last year
or two. That is tantamount to saying that wars make for

prosperity.”

The Blight of Abundance

H. G. Wells has well summarized the situation in which
abundance became a curse, and destruction a blessing to
trade:?

The war [1914-1918] from the economic point of view bhad been
the convulsive using up of an excess of production that the race
had no other method of distributing and consuming. . . . The post-
war increase in war production, which went on in spite of endless
palavering about disarmament, did not destroy men, nor scrap and

1. H. G. Wells, The Shape of Things to Come, Macmillan, 1933,
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destroy material, in sufficient quantity to relieve the situation. . . .
The more cfficient the output, the fewer the wage-earners. The more
stuff there was, the fewer consumers there were. . . . This was the
paradox of overproduction which so troubled the writers and journal-
ists of the third decade of the twentieth century,

I don't believe that anybody likes this as a system, what-
ever temporary personal benefits glass dealers may get out of
smashed windows. It violates a deep human instinct. It makes
a mockery of the principle of "least work.” Physical costs and
sacrifices are prodigious. While the efficiency engineers save a
few drops at the spigot, a torrent is rushing out of the bung-
hole. What is the use of making two blades grow where one
grew before when the whole crop may be burned or aban-
doned? An economy that relies for its stimulation on waste
and disaster is taking the road to oblivion as surely as the
dinosaurs, those creatures that were all bulk and no brains.

The so-called people’s revolution springs, I believe, from
this paradox. The wayfaring man in every country is sick of
starving in the midst of plenty. The Germans' toleration of
Hitler was due to their blind hope that he could stop it.
Even war may seem preferable to rotting on the dole.

In 1931 the League of Nations reported thirty million un-
employed in Europe and America. Trade, in fact, was bad.
What would be good for it? The most practical window-
smashing device was spending for armaments. Spending for
welfare projects ran into difficulties, as Mr. Berle noted, be-
cause such projects, it was feared, would not “pay out.” But
nobody expects tanks to pay out. Therefore the opposition to
armament building in Europe was relatively mild. The tanks
were built with the labor of the unemployed. The vast re-
armament program in the late 1930’s did in fact end the de-
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pression, but it filled Eurcpe with guns pointing over every
frontier.

W hen Production Outruns Consum ption

One can begin to discover a rough cycle in the performance
of the modern economy, where mass production outruns mass
consumption. Machines grind and produce a mountain of
goods. The goods pile up and presently choke the machines.
The machines go on half time or stop altogether. The ple-
thora of goods must be dynamited out of the way so that the
machines can start again, and their human tenders can work
again, Only total war has so far provided the requisite amount
of dynamite.

Winston Churchill, in his book The World Crisis, vividly
illustrates our point. He is speaking of the last Armistice
Day on November 11, 1918.

A requisition for half a million houses would not have seemed
more difficult to comply with than those we were already in process
of executing for 100,000 aeroplanes, or 20,000 guns, ot two million
tons of projectiles. But a new set of conditions began to rule from
11 o'clock onward. The money cost, which had never been considered

by us to be a factor capable of limiting the supply of the Armies,
asserted a claim to priority from the moment the fighting stopped.

Instantly the problem of productive capacity and man
power in excess of demand began to make itself felt. The
“money cost” became a brake on the whole economic ma-
chine, A world “fit for heroes to live in” presently degen-
erated into 2 world of unemployment, doles and despair, the
terrible world of J. B. Priestley's English Journey.

I have in my files pictures of veritable mountains of
oranges, potatoes, coffee, marked for destruction. Nearly
every farm crop has been plagued by surpluses since the last
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war. The great extension of wheat capacity in 1915-1919 pro-
duced not only ruinous postwar prices, but the dust bowl,
where nature took a hand in helping trade by disaster. In the
case of factories, the problem of surplus is present in the
form of excess capacity, but mountains of unsold manufac-
tured goods cannot often be photographed. A factory can
close down faster than a growing crop.

If this is the sequence—TI admit that it is a very rough de-
scription—what is the way to stop it? One obvious way would
be to channel off the goods so promptly that they could not
pile up to choke the machines. Indeed, short of war and
disaster, is there any other way to make trade good? In
simplest terms, this is the postwar economic problem. The
channels for moving the goods are primarily financial, and
the dams across the channels are financial—the “money costs”
as Winston Churchill called them. They deserve the most
cold and objective analysis, if we are to avoid the fate of the
dinosaurs. What we need is the knowledge and the courage
‘to organize our economy for full employment at a lower
social cost. We shall never have full employment without
effort, but we can surely have it without war and disaster and
their toll of destruction, loss of freedom, and human lives.
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ON D-DAY

THE BELLS WILL RING on De-
mobilization Day. Everybody will have a shout in his heast.
But the American economic system will be a wonder to be-
hold. It promises to look like something from the back of
the moon. Any prophet who might have been bold enough
to picture it in 1940 would have been run in by the police as
mentally unbalanced. I remember the blank, terrified stares
of a group of businessmen, when 1 ventured to say in 1940
that the national debt would presently go over $100 billions
if the United States entered the war.

The National Debs

Fwas a rank conservative. When the war ends the national
debt will stand at two to three hundred billion dollars, ac-
cording to bank presidents, chiefs of great insurance com-
panies, and other financial experts. What is even more aston-
ishing, they seem to take the idea in their stride. To quote
Emil Schram,' president of the New York Stock Exchange:
“I am not appalled at the prospect. The American system is

1. The New York Times, April 19, 1942,



10 Where's the Money Coming From?

equal to any burden which it may have to carry.” Myron F.
Converse, former head of the National Association of Mutual
Savings Banks, says that a public debt of $250 billions will
not ruin the country if the national income remains above
$100 billions, and affirms that we are going to hold it there
under our present “managed money” methods.?

The National Income

British experience shows that the debt burden can be set-
viced without too much difficalty if it does not exceed twice
the annual national income. In 1943 the national income in
the United States will certainly reach $125 billions, By D-Day
it may be running at the rate of $150 billions at 1943 prices.
If prices have moved up by then, and they probably will move
up further in a creeping inflation, the figure will be consider-
ably higher measured in future dollars.

The War Output

The output for war goods and services is estimated at
480 billions for 1943, If the total national output in 1943
reaches 3140 billions,® the war will thus be taking 57 per
cent of American production. Where will the ratio stand on
D-Day? [ believe that 70 per cent is probably the limit, based
on British and German experience, Donald Nelson looks

2. New Yoré World-Telegram, May 7, 1942,

3. Naticnal output ot national product or gross national income is a figure
representing the value of all goods and services produced in the year. National
incame is always less than national output, for it does not include allowances
for plant depreciation, mine depletion, corporate surpluses, etc. It represents
the payments made to individuals duting the year in the form of wages, sal-
arjes, professional and entrepreneural earnings, dividends, interest, farm in-
come, etc. Neither figure can be taken as more than a rough measure of
national welfare, See the excellent analysis of their limitations by Simon
Kuznets, "National Income,” in the Encyclopaedia of the Social Sciences.
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forward to an annual war cost of $106 billions in the neat
tuture. This would be approximately 70 per cent of a na-
tional output of $150 billions.

These figures sound insane. When the National Survey of
Potential Product Capacity estimated that we could produce
$130 billions’ worth of goods and services in 1929 dollars, the
findings were laughed at as wildly and weirdly extravagant.
Yet here we are, ahead of that volume, and destined to be far
ahead of it by D-Day. None of us, not even the most starry-
eyed dreamer, ever imagined the quantity of goods the
American productive machine could fabricate once it was
given a green light for full speed ahead.

War Taxes

Do you remember when a rise of 2 per cent in the income
tax was considered practically confiscation? Our leading car-
toonists blossomed forth with sketches of homo Americanus
clad only in a barrel. Happy days! The 1942 rates would have
caused apoplexy in many editorial chairs in 1940. As for the
rates we can expect on D-Day, no substantial citizen could
have looked at them and lived. Yet we shall pay them and
live. Federal taxes are likely to amount to at least half the
annual dollar cost of the war. If that cost is running at $100
billions, we shall be paying $50 billions in federal taxes.

Lend-Lease

In the last war we loaned some ten billion dollars to our
allies, who defaulted on most of it. The unpaid war debts
were an ugly political question for many years. Senators as
well as common citizens found it difficult to see that our
refusal to take large shipments of imports made it impossible
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for the allies to pay. We prevented them from paying by
virtue of our high tariffs.

This time there will be no such debts—though I am not
sure there will be no political arguments. Congress has al-
ready appropriated some $50 billions for lend-lease advances
to the United Nations. In recent months we have been ship-
ping as much as a billion dollars’ worth of goods a month
on this account.

It is the theory of lend-lease that such shipments do not
constitute a formal loan in dollars, but rather an advance
in goods and services, which, in due course, will be offset by
goods, services or assistance remitted in return. Substantial
offsets in the shape of food for our soldiers abroad are already
being made.

T he Banks

Long before D-Day, the banking system of the country has
already become in a sense a ward of the federal government.
Let Mr. Kiplinger, the famous business service man, describe
the banks as they appear to him:*

Banks look the same on the outside as they did ten years ago.
They have the same awesome fronts, the same barred windows and
tellers’ cages. But inside they are different. They look to govern-
ment. . . . They get paid for following instructions, or “suggestions.”
The pay is the interest on the money they lend to government by
buying the government’s bonds. The pay amounts to a subsidy to
banks. . . . The business of lending has become different. It already
bas become dominated by politics. . . . The war puts government
firmly into the driver’s seat as the general manager of the people’s
money, s the social directot of the uses to which the people's savings
shall be put. . . .

4. W. M. Kiplinger, Washington 15 Like That, Harper, 1942.
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Savings

The Department of Commerce, in a release in April 1943,
estimated that savings in the hands of individuals will reach
the unheard-of figure of $60 billions by January 1, 1945. The
American people are getting more money in their pay en-
velopes than ever before in history. They cannot begin to
spend it all. They have not points enough in their ration
books. There are still many school teachers, farmers, workers,
whose pay is below the average, and who are saving nothing,
but they are offset by the new class of employees in war indus-
tries who draw more pay than they can dispose of. These
savings could start a serious postwar inflation. If wisely man-
aged, however, they can help cushion the shock of demobil-
ization.

Back oF THE MooN

The dollar figures mentioned eatlier are necessarily guesses,
but perhaps not too wild. Let us venture a few guesses about
other aspects of the economy on D-Day.

There will be at least twelve million men in the armed
services when the war ends, great numbers of them overseas.
Most of them will have been out of touch with civilian work
and civilian life for several years. Some younger men will
never have had any regular job but fighting for their country.
The whole force will have been extremely well cared for
physically—the best of food, the sturdiest of clothing, the
finest medical attention, every sort of equipment which their
terrible tasks demand. They are already seeing much of the
world. In many critical situations they are taking great re-
sponsibility. They are highly skilled in using the intricate
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machines of modern warfare. They feel that they belong, that
they have a cardinal place in the American scheme of things.
Certainly every speech they read or hear emphasizes the im-
portance of that place.

When D-Day comes, most of these men will be glad to go
home. But they will not, I think, be glad to sell apples on the
street. ‘They may not take kindly to being deprived of their
high status in the community. They may not understand such
treatment—and they promise to be very tough, well-disci-
plined and resourceful young men. We have never had such
a terrific human force in our economy before. It is a force
which will need to be treated with extreme consideration.
Representative Dewey of Chicago knew what he was talking
about when he said: “Local boards are drafting these boys
into the Army. They will come back strong, lean, seeking
opportunity and determined to have it. Why should they not
find other boards ready to induct them into gainful enter-
prise? . . . If they don’t, look out!”

I live twenty miles from Bridgeport. It had a terrific war
boom in 1918, but that was nothing to the one it has now.
Bridgeport never recovered from the devastating aftereffects
of the first boom. Citizens looked forward with dread to
another such fever. Now they have it, only worse. Bridge-
port is but one of hundreds of American cities seized with
munitions elephantiasis. On D-Day there they will be, help-
less in their bloated immensity, their chief reason for exis-
tence gone or going. The workers in Bridgeport, like the
men in the Army, have been given a vital feeling of belong-
ing to the community. Like the men in the Army, they may
not take kindly to being suddenly classed as untouchables at
the bottom of the social pyramid.
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Seventy Per Cent of Man Power

If the war ends with 70 per cent of our national effort
going for military purposes, the man-power situation prom-
ises to look something like this:

Pey Cent
In the armed services 12,000,000
In war industries and activities 33,000,000
Total for war 45,000,000 703
In the civilian industries 20,000,000 30

Total national man power 63,000,000 100

Thus some 45 million citizens may be on the federal gov-
ernment’s payroll—directly in the armed forces, indirectly in
the war industries and services. The government cannot fire
70 per cent of the working population the way a meat market
fires a butcher boy.

By D-Day the ranks of industrial labor may hold ten mil-
lion women, boys and men not subject to the Army, who, if
the war had not come, would be running their houses, play-
ing bridge, living on investments, clerking in stores, studying
in various schools, sunning themselves in Florida, or looking
for a “respectable” job. The class structure of America has
never been so rigid as that of Europe, but this wholesale
migration by the middle class into the “proletariat” is some-
thing new under the sun.

My daughter went from her college commencement to a
sanding machine with which she processed aluminum parts
for fighter planes. In my little Connecticut town I can already
count a score of professional and highly educated neighbors

5. In the second volume of this series, Geals for America, p. 116, the ratio
was placed at 50 per cent. The mach of events has made this figure obsolete.
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who are getting themselves covered with grease on the night
shift of Bridgeport factories. Suddenly, as history goes, a
great segment of our population, well-educated and ob-
servant, finds itself faced with the problems of hours, wages,
working conditions, safety—not by reading about such things
at home, but by punching time clocks and standing in the
assembly line. What is this likely to do to the official labor
movement? It is likely to push it in two directions. On the
one hand, it may make the closed shop far more difhcult in
many unions. On the other hand, it may make millions of
Americans more sympathetic to the problems of individual
workers. Women who used to keep two maids may learn how
it feels to be bawled out by the foreman.

The Great Steam Roller

One by one the barriers which divide the wealthy from the
poor will be lowered as D-Day approaches. The poor have
had their wages raised, and better still, have been delivered
from work relief and unemployment. They are self-support-
ing Americans again. Progressive income taxes are reducing
the net incomes of the well to do. Where will the levels be
when the war ends? Quincy Howe has estimated that no
family will get much less than $2,500, or much more than
$25,000—a ten-to-one range. It would take a long war, how-
ever, to reach this level,

The luxury trades will have been pretty well wiped out by
D-Day, except such mass luxuries as movies, beer and cigar-
ettes. Servants will be in the factories or fighting, and the
women who stay at home will be doing most of their own
work. Already the maid shortage parallels the gas shortage in
Suburban Heights. Will servants who have found relative
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independence in the factory want to go back to “Yes, sir,”
“No, sir” and "Please, sit’?

Most powerful of all forces making for equality may
be rationing. It will be directed more and more toward seeing
that every American family receives the essentials of life.
Mr. Byrnes has flatly said as much.® By D-Day there may be
a graded distribution of essentials—the best cuts and qual-
ities for the armed services, next best for the workers in heavy
war industries, grade three for the rest of us, with Judy
O'Grady doing just as well as the Colonel’s lady.

A great steam roller is bearing down to flatten out eco-
nomic classes and economic distinctions. The big house on
the hill is closed, while the people across the tracks have more
money than they can spend. It is not to be concluded, how-
ever, that we shall be reduced to one dead level of achieve-
ment. The steam roller promises to grind over stuffed shirts,
deflating reputations blown up by fast-working publicity men.
At the same time a new group of managers will be raised up,
men who can get things done—produce goods, organize
civilian effort, win battles, eliminate waste, bring us nearer
to victory. The war on the home front still has its aspects of
Hollywood, as Life once said. Sooner or later we have got to
replace the stage men with real men.

New Patterns for Business

D-Day will see the structure of industry drastically revised.
The so-called “concentration” movement may by then include
many consumer goods industries. Take the manufacture of
stoves. New stoves are now being produced in a few
“nucleus” plants, primarily the more efficient factories. All

6. The New York Times, November 15, 1942.
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other stove plants are converted or closed down for the dura-
tion, their labor distributed to war production. More than
eighty consumer goods industries in Britain have been “con-
centrated,” and we are beginning to follow the same road.
The closed plants may keep a skeleton administrative staff;
perhaps their brands will be kept alive by the nucleus plants.
- But in many cases, the private brands will be dropped in
favor of “victory models,” simplified and standardized stoves,
shoes, household tools, furniture, and the rest.

Quite apart from the concentration pregram, it is inevitable
that many thousands of small businesses should be eliminated
as the war goes on. The vast roadside industry has already
been hard hit—hflling stations, garages, automobile and tire
dealers, road houses. Many Main Street stores are being hit,
and will be hit harder as the volume of consumers’ goods de-
clines, By the end of 1943, inventories are expected to be sav-
agely reduced. The stores which remain in business will have
to drop trimmings, frills and special services to the consumer.
The customer will no longer always be right. The lady who
otders five frocks expecting to return four of them after closer
examination may get no service at all.

The whole great structure of competitive advertising no
longer has much point. In Britain advertising is kept pre-
cariously alive by using space to advise the public not 1o pur-
chase the advertiser's canned soup or his motor cars, In this
country advertising still keeps going on “good will” cam-
paigns, where the advertiser’s name is tied up with “buy
bonds now” and pictures of charging tanks. As the war strips
us to bare essentials, one wonders how much of this can be
retained. Salesmen are suffering a similar decline. Many are
in the Army or in overalls.
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Big business may be easier to recognize than little business
when D-Day comes, but here also there are sure to be great
changes. Many of the ablest executives are already working
for the government, their horizons widened to a real compre-
hension of the public interest. Patent monopolies and prewar
practices involving the restriction of output may be largely
broken up. Some great industries—like the automobile indus-
try already—will be working exclusively to government order
when the war ends, producing not a single item for civilian
use except possibly spare parts. It is not going to be easy to
reconstruct the old techniques, where production was del-
icately adjusted to maximum profit or minimum loss. The
market itself has disappeared for the duration.

Foreign trade in the old sense has already disappeared.
Lend-lease now accounts for most of aur exports, and such
private traders as remain can move their goods only by
permission of the Office of Economic Warfare. Perhaps we
should drop the word “trade” for the duration. There are
no free international markets left, almost no meeting of
private buyers and sellers haggling for a just price. What we
have now, and are sure to get more of, is a condition of ex-
change where the several governments decide what they will
swap to speed the war effort, or to keep raw materials out of
the hands of the Axis.

When the war ends, the economic systems of the United
States, Britain, Canada, Mexico; the Caribbean countries,
New Zealand, Australia, North Africa, may have been ham-
mered into one super system which will make the old national
tariffs, currencies, trade practices, look like remnants of the
Stone Age. To unscramble this pattern will not be the work
of a day.
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‘The American crop output is sure to be very different on
D-Day from what it was in 1941, being designed to feed
armies and foreign allies as well as to provide subsistence
for citizens on a balanced diet basis. There will be few sur-
pluses dumped to rot. The farm labor force will be greatly
changed. Perhaps squads of youngsters from the schools will
do much of the seasonal work.

The railways, highways, airways, waterways, pipe lines,
may be under one integrated control. This control, after the
bugs are shaken out of it, may be so much more efficient in
moving freight that one wonders how successful the effort
will be to dismantle it.

The great American recreation industry, shorn of its cash
customers by the restrictions on pleasure driving, may have
retreated to its condition in about the year 1900.7

This is but a modest preview of the changed national pic-
ture on D-Day. If the war is long, the picture may be still
more drastic. The date 1 had roughly in mind was early in
1946. Perhaps the end will come in two installments, the first
in Europe, the second in the Far East. A military miracle or
a sudden internal collapse of our enemies may happily move
up the date of the final cease-firing order.

.. . The free market gone; foreign trade obliterated by
lend-lease; the government ordering 60 to 70 per cent of
everything produced; new and strange contractual relation-
ships; the incentive of competition badly weakened; great
areas of little business boarded up; a scarcity of man pow-
er, and the ranks of labor inundated by a flood from the
middle class; the distribution of the national income leveled

7. See article by John R. Tunis, Harper's, May 1943.
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and shifted in curious directions; the crop pattern rearranged;
great taxes, great public debts, great levies of forced savings,
great national income; the government in complete control of
the banks; the British Empire and Latin America sitting in
the middle of our laps. . . . Is there any road back?

One cannot operate a financial system in a vacuum. Behind
the dollars lies a background of men, women and things. I
have tried to indicate the surprising nature of that back-
ground on the day when the guns cease to speak.



3
POSTWAR GOALS -

THERE MAY BE no road back
from war economy, but there is a road forward. Its direction
and destination are clear enough. We must find constructive
work for most of those citizens now engaged in the destruc-
tion of our enemies. The returning soldierss, the disemployed
workers in munitions plants, must have a place to go which
offers them security and hope.

The New York Times is not noted for a revolutionary
stand on economic questions, yet its leading editorial of
December 9, 1942, put the case with no ifs, ands or buts:

Whatever obscurity may cloud other post-war goals, one goal is
clear, All over the world masses of people have determined that the
future world must be a world of full employment and production.

1t is not too much to say, as did the Economist of Londen recently,
that this aspiration overrides all other political and social ideas.

Full employment may not be a categorical necessity on
Monday morning after armistice, but it must be in the offing
without unreasonable delay. It must be there to look forward
to. People can be patient if they have hope. But any admin-
istration which fails to give them a well-justified hope, which
shilly-shallies over the question, may presently find itself
unemployed.
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Plenty of Work to Be Done

Where is the constructive work to be found ? We may look
for it in four great categories:

1. In producing the essentials of food, shelter, clothing, medical
care, education, so that every American family can be healthy and
secure, Every family, aimost without exception, will be getting the
essentials on D-Day, but on a pretty Spartan basis. Now standards
should rise to a decent living basis for all. The department of shelter
will need immediate and drastic attention. Few permanent houses
are being built during the war. Millions of workers may be living
in barracks amid great congestion. Many will be quartered on private
famnilies, possibly by law. The private families may be thoroughly
fed up. Housing constitutes probably the greatest single outlet for
employment on the durable goods front when the war is over. To
build 1,500,000 dwelling units a year—a minimum figure considet-
ing the accumulated shortage—would require roughly the labor of
2,000,000 workers, .

2, In producing food and other essentials for countries beyond our
borders. Europe will claim the most, but there will be many claims.
North Africa is already heavily on the list. 1n an earlier book in this
series, Goals for America, 1 estimated five million possible jobs in
this division. As other natioas get on their feet again, however, our
shipments will be reduced, and the number of Americans employed
in furnishing the supplies will fall. (I also allowed for another five
million citizens continuing in the armed services and war industries.
A huge policing or defense task will undoubtedly remain.)

3. In producing mass comforts for the people—automobiles,
radios, washing machines, refrigerators, and other goods which the
war has stricken from our budgets. There will also be a demand
from the well to do for luxuries. A host of new products, made from
plastics, glass, synthetics, light metals, are being developed by the
war, and we shall want to try them out.

4. In reviving public works neglected during the war—schools,
highways, hospitals and the like—and, if the employment gap is not
filled, in new projects such as the reconstruction of cities to meet
power age conditions, the integration of the continental transporta-
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tion system, the development of other great rivers like the Tennessee.
Boys can go back to school, many women can go back to
their homes, older men may retire, their war labors done. Per-
haps this will take another five million off the labor front.
The four great categories listed above can be utilized to
provide constructive work for all who still need employment,
especially as the work week drops back to 40 hours.

Plenty of Skills

Meanwhile the labor force will not only be skilled beyond
any other generation of Americans, but will have the last
word in modern plant and machinery to assist it. The De-
fense Plant Corporation is now pouring $8 billions into new
factories and equipment. Our output of electric energy is
expected to be half again as great as in 1940, our machine
tools to be increased threefold. Shipyards, mines, airfields,
pipe lines, will be enormously expanded. True, the task of
reconverting to peacetime goods will be great, but hardly
greater than the task already accomplished in converting from
peace to war.

There stand the workers, the tools and raw materials to
work with, and the tasks to be done. The outlock from the
physical standpoint is clear and hopeful. Unless the war lasts
beyond limits not now imagined, we shall have all the physi-
cal requisites for building a great, expanding civilization in
America, while helping the rest of the world to its feet.

We could achieve full employment and distribute the
budget of necessities and comforts by a complete system of
rationing, if there were no other way. Perhaps some iterns
rationed under pressure of war—say milk for school children
—will be kept on that basis. But rationing for a whole
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economy is a clumsy device, and demands totalitarian controls
of the most drastic kind. The entire population becomes a
disciplined army. Work and you will get your food and uni-
forms—maybe even cigarettes. Stop work and you go to the
guardhouse. This may be good enough for Hitler, but it is
not good enough for us. We shall have come close to it
during the war, and we shall want no more of it.

Is Money Stronger?

Money is a far more flexible tool of distribution than ra-
tioning. It can also be a far more democratic tool, for it per-
mits free choices in goods and in jobs. America will probably
go on indefinitely using money for most purposes of distribu-
tion. We must try to employ it intelligently, for it is one of
the most useful social inventions ever made. But, as in the
case of mechanical inventions, we must be its master, not
its slave. :

Where is the money coming from to keep this fine physical
structure in motion and so achieve the goals that we desire?
Some people with whom I have discussed the matter throw
up their hands. They do not believe that what the editors of
the Times say must be done, can be done. They grant the
strength of the physical structure, but declare that that isn’t
what counts. They say that the use of money is so charged
with fear and emotion that we cannot have the physical things,
because men will waste their efforts in fighting about who is
to have the money. They point to the depression, when the
physical structure did not in the least warrant the misery we
endured. Like Mr. Berle's friends, they do not see how slums
can be cleared without an earthquake, or a bombing.

Ah, a bombing! Is there any question that the slums of
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London will be rebuilt as civilized housing after the war?
None at all. Ask any Englishman. In war we are discovering
that things which are physically possible are financially pos-
sible. We never had a total war before, and, as I tried to in-
dicate in the last chapter, it is shaking our institutions to theix
foundations. What we did about all sorts of things, includ-
ing meney, before the war, forms no reliable pattern of what
we can do, or will do, when the war is over. Money is slave,
not master now; the lack of it does not halt the production of
a single bomber.

When 1 grow discouraged about the passions men lavish
on pieces of paper stamped with numbers, I repeat once and
I repeat again, like Mr. Coué: What is physically possible is
financially possible. Sooner or later, and perhaps as a direct
result of total war, the world is going to believe this principle
and act on it.

Learning from Stone Walls

I do not pretend to argue that because a thing ought to be
done and can be done physically, it will be done. But I do
believe that stone walls have a certain educational value. We
have hit a lot of them already, and we are going to hit more.
Closed minds are being knocked open. “You can’t do that”
is being replaced by "You can and must.” Look at Mr.
Kaiser's ships. Hope, vitality, confidence in our military and
industrial ability, are in the air. There is 2 good fighting
chance that this spirit will carry over into the peace.

In his budget message to Congress in January 1943, Pres-
ident Roosevelt called for $100 billions plus to be added to
the $200 billions already appropriated for war. The total of
more than $300 billions is greater than some estimates of the
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whole national wealth in 1932. The President indicated an
annual Treasury deficit of $50 billions. This is greater than
the total federal debt in 1939, a burden then believed by many
citizens to be intolerable. Yet in one year of war we are going
to swallow it up, and more.

We cannot stand in front of such figures as this, armed
only with traditional concepts of sound finance. They indicate
rates of spending, of debt, of deficit, as well as of production
and national income, which have broken through the utter-
most limits of what most Americans have hitherto believed
possible.

The Old Yardsticks Are Broken

If we should try to use the old yardsticks, our hearts would
freeze, our hands grow limp. How would it be possible to
face, let alone handle, such stellar dimensions with orthodox
ideas about annually balanced budgets, about national bank-
ruptcy, about government spending as the road to ruin, rigot-
ous economy as the road to prosperity, heavy taxation as an
unmitigated evil, and all the other widely accepted concepts
of 19402

“We shall find,” says Walter Lippmann, as he stands trans-
fixed by the 1943 budget, “that in the presence of this demon-
stration of American productivity, the change of scale, the
new order of magnitude of things, will compel us to re-
examine all our common assumptions on such matters as
taxes, the national debt, tarifls, international commerce, fi-
nance, imports, exports, and investments. . . . We have to
find radically new premises from which to think about it at
all.”

Our enemies as well as our Allies show little sign of being
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defeated by budgets relatively greater than our own. What
have they learned that we have yet to learn?

Thinking on the old premises can lead only to despair.
Fortunately there are new premises from which these vast
spendings and debts can be judged. There is a way to look at
them without being blinded by their immensity, and paralyzed
by their implications. In the pages to follow we shall try to
outline a financial scaffolding on which Americans can stand
and look unflinchingly at one hundred billion dollar budgets.

To do it we shall have to go back to first principles for a
bit 2nd get a good grasp on certain facts about the nature and
behavior of money.



4
THE POTATO MODEL

WHEN AN AIRPLANE designer
wants to know how a given plane will work, he makes a
model and puts it in a wind tunnel. He varies the wind pres-
sure and sees what happens to his ship.

A great money system is a product of complex factors,
hard to measure in action. Many models have been con-
structed to illustrate it—the favorite locus being Robinson
Crusoe’s island. Of all the models I have seen, including a
few I have built myself, I prefer that of a Minnesota banker,
which has become a classic in the last few years. Its perform-
ance in the wind tunnel is significant. It is simple to under-
stand, some may say too simple. True, it does neglect many
major characteristics of the big reality, and we must use it
with caution. It shows, however, how dollars flow around the
money circuit, and exactly how the flow can be broken and
repaired again. Arthur Dahlberg calls it “basic and vital to
an understanding of all recovery plans related to the mon-
etary mechanism.”?

The designer of the model is Ralph Manuel, president of

1. Recovery Plans, Temporary National Economic Committee, Monograph
No. 25, 1940. Mr. Dahlberg describes Mr. Manuel's model at length, quoting
his earlier testimony before the TNEC,
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the Marquette National Bank of Minneapolis. He asks us to
consider a small community where people produce and con-
sume nothing but potatoes. Monotonous, if you like, but easy
to grasp. They appoint a managing committee which gives
out claim checks for work in the potato fields—a check for a
day's work, or a week's work, or what you will. After the
harvest is in, it is found that there are, say, 4,000 bushels in
the warehouse and that 2,000 claim checks have been dis-
tributed. Thus each check is good for two bushels of potatoes.
(Any combination of figures can be used. If it were 2,000
bushels and 4,000 claim checks, then each check would be
good for half a bushel.) The members of the community line
up, present their claim checks and haul away their share.

Here we have an economy where the money is clasim checks,
and where perfect balance is maintained between goods and
money. It can never suffer from unemployment, booms or
depressions. It can only suffer from droughts, plagues and
frosts—genuine disasters. The money flows out to the pro-
ducers, the goods flow in to the warehouse; then the money
flows in to the warehouse, and the potatoes flow out to the
producer-consumers. Finally the claim checks are torn up.
Everything is under control. This is the money circuit in its
simplest form.

W hen Claim Checks Are Saved

But suppose, continues our banker, that the claim checks
are not torn up but used over and over again. Now the door is
open for trouble. Some members of the community decide to
save some of their claim checks against a future harvest. They
hide the checks under the hearthstone and take less from the
warehouse. The potatoes represented by their hidden checks
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are not claimed. They stand in the warehouse and presently
spoil.

Next season the managers arrange for a smaller crop. This
means less employment for all or total unemployment for
some. It also means less to eat. Our little economy is sliding
into a depression. If there is any more saving, it will get
worse. Presently things may become so bad that the people
will say to hell with it, throw out the claim check system,
and go back to barter.

When members of the potato commuaity want to save their
claim checks, there is just one way to do it without wrecking
the system. They must give the checks, or loan them, io some-
body else to take to the warehouse. In that way all the cuzrent
claim checks get back to clear the current crop.

Now let us speculate about the savers a little more. We
can use the potato model to indicate roughly the processes of
investment. Suppose the savers are not just foolish hoarders,
but men with itnagination, who see a way to increase the out-
put of potatoes, and so benefit the whole community. They
reduce their own consumption of potatoes and give what they
save to other workers. These workers are asked to stop hoeing
potatoes and go to work making wheelbarrows. This the
workers do, meanwhile living on the extra potatoes they have
been given,

Next season, with wheelbarrows on hand, the community
can produce more potatoes per man-hour. The savers have
proved themselves to be beneficent investors. Why should
they not get their claim checks back, plus a bit more for the
good they have done? The community can afford it, for it
now has a larger crop. The savers, by turning into investors,
have made progress possible,
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Claim Checks for Newcomers

Let us put the model through one last maneuver. Suppose
a group of strangers comes over the hill. They have only a |
small supply of food and no claim checks. No member of the
community has claim checks he can afford to give them. In
brief, there is no money. So the outlanders must starve? Not
at all, say the managers. Here are the fields. Go to work like
the rest of us, and we will give you claim checks as you pro-
duce. We can afford the money if you can afford the work.
Thus the community expands its production and its money
supply simultaneously. Observe, however, that if the man-
agers had just handed out new claim checks to the strangers
for nothing, they could have cut in on the potatoes and re-
duced the share of all the regular workers. This may be chat-
ity, but hardly justice. '

In more complicated communities, where people are
puzzled about the performance of money, it is often held
that unemployed or destitute people cannot be put to work
because the community cannot afford it. Where is the money
to come from? If they had studied Mr. Manuel's model they
would not ask this question. It would be apparent that if facil-
ities are available, any new production is warrant for new
claim checks.

This potato model illustrates three fundamental character-
istics of the money mechanism. First, that claim checks paid
out during the course of production must come back to the
warehouse if the crop is to be cleared. Second, that claim
checks can be saved without breaking the circuit, provided:
the savers transfer them to somebody else to take to the ware-
house. If the transfer encourages the production of wheel-
barrows or other improved tools, the savers become helpful
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investors, aiding progress. Third, a community can afford
to distribute more claim checks in return for more production.
Not money but work is the deciding factor.

The Big Community

Now let us widen the model to the dimensions of the
whole American economy, but still keeping it pretty simple.
Suppose that in the course of a year businessmen and other
agents of production pay out 100 billion dollars in wages,
salaries, interest, profits.? The whole amount represents the
cost of goods and services produced during the year, plus the
profit expected from them. The whole amount lands in the
collective pocket of the nation. So if the nation lines up at
the counter prepared to spend 100 billion dollars for goods
and services, the year's production will be cleared at the prices
asked. Of course competitive conditions may cause some pro-
ducers to lose out, but others will gain, and the economy as a
whole will continue on an even keel.

But suppose, as is often the case, that the nation saves 20
per cent of its income. If it is all hoarded, only 80 billion
dollars will come back on the market. There is 2 yawning
gap of 20 billions in the circuit. The agents of production
are in a pretty fix. Their prices fall headlong, inventories pile
up on the shelves, crops are left to rot or are deliberately
destroyed, workers are turned out on the streets. Banks call
their loans in 2 hurry,

If the savings are invested, however, not in speculative
run-arounds but in job-producing enterprises, then the 20

2, When the economy as a whole is considered, the money paid out for
materials becomes somehody else's income, and 4e pays it out in wages, sal-
aries, interest and profit. Materials have no use for money, and it all Jands
up in some petson’s pocket.
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billions get back on the market and the gap is closed. But the
action must be prompt. The gap opens not only because of
hoarded money, but because of money destined for invest-
ment which creeps slowly along frozen channels,

1t is the rate which counts, The rate of spending must equal
the rate of production. ($100 billions each, in the model.)
The rate of spending in turn is composed of the rate of direct
spending ($80 billions), and the rate of investment ($20
billions). Obviously if the investment rate is only half the
savings rate, then 2 10 billion dollar gap opens. It must be
offset somehow, or a depression will surely develop, and the
economy will go on part time.

W here Economists Agree

It has been said that if you laid all the economists end to
end they would never reach an agreement. The wisecrack has
merit, but there is at least one exception to it. Economists
will agree, almost to 2 man, on the potato principle. They
will affiem that the money paid out in the course of pro-
ducing goods, whether it be potatoes, thumb tacks or loco-
motives, is substantially enough to buy the product back. The
Nationa!l Resources Planning Board phrases it .in this way:

Full employment cannot be maintained unless there is returned
to the income stream in each period all that is paid out in the previ-
ous period. Whatever individuals and corporations wish to save out
of full employment levels must necessarily be offset by net invest-
ment expenditures. . . .3

The Brookings Institution at Washington reinforces the
statement:

Inadequacy of consumptive demand is not . . . attributable to the

3. War Time Planning for Coniinuing Full Employment, NRPB Report,
August {942,
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alleged fact that market prices of commodities necessarily exceed the
sums disbursed in connection with their production. The truth is
that there is an identity between the market price of a commodity
and the sums received by those who have engaged in its production.
I $100 is paid for a commodity, $100 is received by the seller, and
any difference accruing to him over and above the disbursements to
others for materials, interest, wages, etc., is profit. Since profits are
also available for expenditure, they must obviously be included in
the picture; and when included, selling prices and the income of
praducers necessarily must be equal. . . .

The failure of consumptive demand to equal in magnitude the
volume of goods that might have been produced is attributable . . .
to the fact that a substantial portion of the income was not expended
for consumption goods but was diverted to savings channels, where
much of it failed to be used productively.4

So long as our dollars come back to the market at about
the same rate we receive them, the national economy remains
in balance—assuming that costs and prices remain reasonably
stable. If they vary too widely, of course, the flow of goods
and dollars will be distorted or intercupted, just as the dis-
tribution of potatoes would be interfered with if their price
in claim checks were arbitrarily changed. It is important that
the dollar circuit be kept free from stoppages of this kind too.

Unlike the potato community, our great system has no tidy
season of production followed by a season of distribution. In
our big community the seasons overlap. It may take only a
few weeks to complete the circuit in eggs, and several years
to complete it for a giant turbine. The process is dynamic,
with production and selling going on together. A given yeat
intersects the process at both ends, with many cycles incom-
plete. There is no way to halt the economy in motion and

4, Harold G. Moulton, The Formation of Capital, Brookings Institution,
IS, -
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look at it carefully. That is why the potato model is helpful.
1t halts ene process and gives us an indication of the rhythms
of them all.

But if we never saved our money progress would be im-
possible. There would be no claim checks for new wheel-
barrows or better mousetraps. There would be no capital for
investment, no debts, no interest, no bonds, stocks or mort-
gages. There would be nothing to be called “capitalism.” The
whole output would be consumers’ goods. Profits would not
be invested but would be spent for consumers’ goods as fast
as they were produced. This would constitute a 100 per cent
consumption economy, the normal pattern of mankind for
thousands of years, and of many primitive peoples today.
There is no progress and there is no unemployment.

In recent years we have had great sums in the form of
savings set aside for progress, but because they were not
promptly invested we have had terrible unemployment. Part of
out trouble has been that one set of people make the decisions
about savings, and another set make the decisions about in-
vestment, and their incentives are different. Those who make
investment decisions are naturally more cautious and temper-
amental than the savers, with the result that the rate of sav-
ing tends to be steadier than the rate of investment.

Somewhete between the extremes of a 100 per cent con-
sumption economy, and an economy which saves too much,
the balance must lie. What we want is a2 community in
which savings flow into investment channels in a steady
enough stream and in sufficient volume to employ all our
people and to keep the dollar circuit closed.
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NUMBERS WHICH MOVE

No COMMUNITY in the world
has ever had a money system as simple as Mr. Manuel’s po-
tato economy. Even a barter system is more complicated, and
when barter gave way to the use of some sort of currency,
people had to learn its use. Money has always been a man-
made bundle of conventions, rules and taboos. Children
bave to be taught how to behave about money, much as they
are taught how to behave about going to church.

Until recent years, money has also been a physical thing,
valuable in itself. This physical currency has varied from
cattle (Latin pecus, hence pecuniary) to slaves, wampum,
mats, furs, coconuts, rice, the great stone wheels of Yap, cop-
per, iron, bronze, silver and gold. Thus, to complete any
exchange, three physical things were involved. You swapped,
say, maize for wampum; then at your convenience you
swapped the wampum for a bow and arrow. When straight
barter becomes too slow and clumnsy, men have always turned
to money. It is a social invention which can speed up trans-
fers and so help produce more goods. But as long as the cut-
rency in itself had value, the exchange could stop in the mid-
dle, so to speak, leaving the seller with his cows or furs or
decorative wampum.



38 Where’s the Money Coming From?

During the last century, and especially since the last war,
the wampum quality has been fading out of money. Today
in 1943, every civilized nation has virtually dropped its
wampum. Citizens swap physical things for pieces of paper
with numbers stamped upon them, The paper is valueless.
For small change, token coins are stamped with numbers,
but they have little value as metal. Some, coins are already
going synthetic. Wooden nickels on a plywood plastic form-
ula would be quite satisfactory if they carried the stamp, and
would fit the slot machines. “Fiat currency” has long been
a term of reproach for money which had no solid metal
behind it. Today the whole world deals in fiat cutrency—
paper stamped with numbers. Its validity rests on production,
output, labor, machine-hours.

A Little Experiment

When I was first told that money was numbets it sounded
like nonsense to me. The gold reflex was deep in my cerebel-
lum. But I was willing to learn. So I left the endless talk
about money, and proceeded to observe what I did with it in
a year’s time. | shut my mouth and looked at my hands, I
imitated what the physicists call the operational approach.
Instead of using words when they want to define a theory,
physicists perform an operation in the laboratory. The defini-
tion comes out of what they do.!

I found that all [ received during the year from my vari-
ous labors came in the form of pieces of paper with numbers
written or stamped on them: "Pay to the order of Stuart
Chase . . . $100.” I found almost all I paid out during the
year was in precisely the same form: “Pay to the order of

1. See P. W. Bridgman, The Logic of Modern Physics, Macmillan, 1927,
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Sears, Roebuck . . . $18.51.” In addition I handed out some
pieces of paper with numbers engraved on them by the gov-
ernment, and some small coins with numbers stamped on
them. I got the cutrency by swapping a check for it, of the
same number: “Pay to the order of Cash ... $10.”

At first I thought the checks themselves were money, but
strictly speaking I found they are not. They are orders to
pay money. The money itself is numbers on a ledger in a
bank. This can readily be demonstrated by the fact that losing
a check is not disastrous, but receiving 2 "no funds” state-
ment is. The fighting numbers are in your account; the check
is only an order on the bank to release them. If checks were
money, we could all get blank checkbooks and go to town.

I handled no gold during that year, nothing solid at all
except the aforesaid small stamped coins. All my income
came in the form of checks and my outgo went in the same
form, except that perhaps 10 per cent of the outgo was in the
shape of pocket currency. Thus I dealt in bank money almost
altogether; currency was a minor matter. When the numbers
in my bank account were relatively high—as per the monthly
statement—1 felt good. When they were low, I felt terrible.

Having performed this little experiment, I never expect to
handle a gold piece—or a negotiable cow—as long as I live.
Why should I? The numbers exchange for whatever [ want
and can afford, and a cow would mess up my study. A little
looking about me, still with my mouth shut and the textbooks
closed, made it clear that my behavior was typical of every-
body in the country, including corporations. Wage earners
deal more in paper currency and less in checks—but both
are numbers on paper. Every man jack of us is swapping
things for numbers, and numbers for things. More than 90
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per cent of all exchanges in the country in a normal year's
time are made by check. )

Traveling in Mexico, I used to go around loaded down
with silver pesos, like a commando loaded down with lethal
hardware. It was a relief to get back to the States and load
up with a checkbook. The sheer inconvenience of hard money
would doom it if any more convenient system could be found.

Good as Gold

Gold still has some medicinal value as a fortifier of con-
fidence. Many eldetly people feel easier knowing that it is
there in a vault somewhere. But every nation has abandoned
the gold standard internally, while lend-lease has made it
superfluous in settling most balances between nations. When
the United States left gold in 1933, the dollar was supposed
to be worth 59 cents forthwith, but the internal price level
bhardly quivered. Five cent cigars still sold for a nickel. Many
authorities believe that gold had lost its function as active
money long before the recent flight from the gold standard.
Says E. H. Carr, for instance:?

The international gold standard currency of the nineteenth century
was, like all other currencies, a "managed” currency. Thanks to the
supremacy of the London money market, which financed a consid-
erable proportion of international trade, and was a frequent and
lavish lender to overseas countries, this international currency was
“managed” by the bankers and bill-brokers of London. The gold
standard was the symbol and the instrument of British financial
hegemony; it was, in fact, just as much a sterling as a gold standard.

Asthur Dahlberg traces the following historical sequence:?

1. Gold was adopted as active money and passed from hand to
band in buying and selling goods.

2. Conditions of Peace, Macmillan, 1942. 3. TINEC Monograph No. 25.
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2. Warehouse receipts were substituted for gold, being easier to
carry around ; but gold to the full value of the receipts was held in
the banker’s vaulis,

- 3. Gold certificates displaced the warehouse receipts. Bankérs
found that as the gold itself was not often demanded, they could
issue certificates, and so make loans, against more gold than they bad
in their vaulis.

This happened long ago in the countinghouses of Europe,
but it was the beginning of modern credit money. The total
money which people used ceased to be backed by an equal
amount of gold. A part of it was pure numbers on paper.
That part has been growing ever since, until now the physical
thing has all but disappeared, and been supplanted by paper
money “managed” by bankers or by the state. Awareness of
this fact, says David C. Coyle, “will prevent undue astonish-
ment when the money of a nation appears and disappears like
a scene in a movie,”4

The United States abandoned the gold standard in 1933,
but did not quite abandon gold. After 1933, no American
could get gold to use as money; he had to take paper, and
not even gold certificates at that. People who expected the
world to end were surprised. They did not realize how far
numbers money had already displaced hard money. The
Treasury continued to buy gold from abroad, and from
mining companies, for 35 paper dollars per ounce, and buried
it in Fort Knox. The effect of this policy was to give foreign-
ers and mining companies the wherewithal to buy American
goods in exchange for nothing useful. It can be defended
on similar grounds to lend-lease. The Treasury's gold still
acts as a theoretical brake on the amount of new money the
banks can create, but as the Treasury now has most of the

4. David Cushman Coyle, Roads 10 a New America, Little, Brown, 1938,
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gold in the world the brake is only a figure of speech.

W kere Does New Money Come From?

As matters stand today, what I use as money, you use as
money, the nation uses as money, consists of:

1. Demand deposits in banks, subject to check.

2. Currency—paper dollars and stamped metal coins.

The total stock of money can be increased in four ways:

1, By the banks' making new loans to commercial enterprises—
in excess of loans retired.

2. By the banks’ making loans to the government in exchange for
government bonds,

3. By the government’s creating new dollars through bonds de-
posited in its own central bank—the Federal Reserve, in our case.

4. By the government’s priating new currency.

How does a bank create new money? You go to your bank
with a proposition for $10,000. It is accepted. The bank takes
your note for $10,000, and puts it in the safe. You are then
given a deposit account of $10,000 on the bank’s ledgers—
less the bank’s discount or profit. You are given a checkbook,
and told to go to it. You can draw checks up to the full
amount of the account, and they are accepted in all monetary
transactions. i

When the time comes to pay off your note, you may do it
by drawing a check to the order of the bank on your account
in the bank. Whereupon, presto! $10,000 disappears from
the total money in the national system.

Observe that the bank has created no new currency, ot
money in the sense of legal tender, but it has brought new oum’
bers into the system. Your proposition for $10,000 was pre-
sumably for the creation of new wealth—corn you proposed
to plant, or shoes you proposed to manufacture. The numbers,
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accordingly, were not issued against nothing. Wealth to be
produced in the future was “monetized.” You can call it an
extension of credit if you wish, but the fact remains that you
can spend that credit by drawing checks on a new deposit
account.

A similar thing happens when the government sells a
$10,000 war bond to the bank. Uncle Sam gets a new deposit
account forthwith, and can draw checks up to $10,000—less
the discount. ‘This is happening now on a tremendous scale.
New numbers are being pumped into the system so fast that
the country is in terror of inflation. We shall examine this
point further in Chapter 9.

The Number of Dollars in the System

On any given day there are exactly so many dollars in the
system. In early 1943, there were about 60 billion units in
bank deposits subject to check, and 15 billion units in pants’
pockets, purses and tills—75 billion altogether. The Treasury
statement for November 30, 1942, showed the following
currency in circulation:

* Federal Reserve notes (“bills”

of various denominations) $11.667,000,000
Silver certificates 1,731,000,000
Coins 793,000,000

Other currency ("bills” of vari-
ous kinds and denominations) 614,000,000
Total currency $14,805,000,000

Thus most of our currency is in the form of Federal Reserve
notes—the usual dollar or five-dollar bills. There was $22,-
743,000,000 of gold in the Treasury as of November 30,
1942, but it was not counted as money, and properly so.
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In 1929 there were only some 31 billion units in the system
as against 75 in 1943, and unemployment was at a minimum.
In 1939 there were 45 billion units in the system, but almost
10 million persons were unemployed. T'hese figures reduce to
nonsense proposals for always bringing prosperity by pump-
ing more dollars into the system. With 14 billion fewer dol-
lars in 1929 than in 1939 we had practically full employment.

What is the answer? The answer is that the 1929 dollars
were moving, working, while many of the 1939 dollars were
idle, unemployed. If men are to work, dollars must work too,
in the sense of traveling briskly around the circuit. In the
potato community, when claim checks were hoarded, the crop
was not cleared and unemployment began.

I am not trying to instruct you in the detailed workings of
the banking system. They are highly technical and beyond the
scope of this book” I am trying to make just two points:
first, that the banks, under the rules of the Federal Reserve,
have the power to create and to cancel money; second, that
the place of gold in controlling that creation is now pretty
nebulous. In some countries it is completely absent.

The total number of dollars in the system is a figure of
some importance, but far more important is the rate at which
dollars are exchanged for things, as we noted in the last
chapter. One hundred dollars in my pocket, or in my bank
account, may make me feel good, but it is of no material
value to me until it is exchanged. I cannot eat it, wear it, .
admire its glitter, any more than I can a page of algebra.
Modern money is not wealth but a ticket which may be ex-
changed for wealth—now, or at some future date. If prices

5. For a clear description of the complicated process of creating bank
money, sec John Philip Wernette, Money, Business and Prices, 1933.
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change in the future, then the wealth I can claim will be dif-
ferent from what [ can claim now. If prices should go up
out of sight, I could claim practically nothing. The fear of
inflation lies in this possibility.

A Store of Value

It should be pointed out here that money has another
characteristic than the one emphasized in this chapter; name-
ly, it constitutes a “‘store of value.” While modern money is
no longer valuable in itself, it does give the holder a claim
on goods in the future, and unless inflation intervenes, this
claim does not depreciate. If you should store butter for
future claims on other goods, it would depreciate very rap-
idly. Most fabricated things depreciate to some degree, al-
though some, like Old Masters and rare postage stamps, go
up in value, But money tends to remain at par. People realize
this in' their behavior when they try to keep a considerable
fraction of their property in cash.

No Production, No Money

Suppose everybody in the country has $5,000 in the bank.
So everybody decides to call it a day and take it easy. But
after the store shelves are cleared out, the money soon
becomes useless as buying power. With nobody working,
nothing is brought to market. Production having stopped,
money stops too. No production, no money. What good are
claim checks if there are no potatoes? This is the extreme
case of money which does not move, but it serves to show
that modern money receives its credentials primarily from
labor and production. No community can get rich, except
by the work of men and machines.
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We all know this. The trouble is that we do not always
act as if we knew it. When a depression threatens, many of
us try to convert securities and other assets into cash. This
stops the flow of money into goods and makes the depression
worse. Obviously the more liquid we get, the more slowly
money moves, the more workers lose their jobs, the fewer
goods are produced.®

Hard Money Cuts Deep

Money now is numbers. You swap your wheat crop for
some numbers and then you turn around and swap the num-
bers for a new piano. Everybody uses numbers, but not every-
body knows in his mind what his hands are doing. Gold has
cut deeply into human consciousness and the marks are still
there. Many of us think of money as something glittering,
durable, valuable in itself, though the money we use burns
like autumn leaves. We think of money as an entity, as a
fixed fund—in the sense that what one man gains another
must lose.

Even when Congress appropriates ten times more money
for a couple of years of war than the dollar value of all the
gold mined since the Java Man, people stili cling to the hard
money concept. That is why they ask: "Where's the money
coming from?"* They find it difficult to grasp the newer con-
cepts, where money is dynamic, like an electric current, not
static like a ton of pig iron; where the numbers are really
based not on gold but on production. There is no untested
theory in this statement. It is a cold description of what the

money managers of every belligerent nation are now doing.

6. Bassett Jones, an engineer who used the operational test for money, nas
defined it as “a rate of transfer of numbers.” That is, without movement of the
numbers, money ceases to mean much of anything.
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If they did not do it, they would lose the war in very short
order by limiting production to the hard money available.

Whether the numbers are tied to gold or not is unimpos-
tant so long as the gold does not cripple their movement.
John Maynard Keynes and the U.S. Treasury have recently
released tentative plans for a postwar world bank, or clear-
- inghouse, which would use some gold in settling balances
between nations. The prospects for employing the gold stand-
ard internally by any nation after the war look remote.

The science of managing money as numbers is now being
forged in the furnace of war, and great progress is being
made, as we shall see. The techniques are often complicated,
but the principles are simple. Let us repeat them again:

Keep the dollars moving. Get the claim checks back to
the warehouse.

Never pump new dollars into the system faster than goods
are being produced. If you do, the excess of dollars will force
up the price of goods and the spiral of inflation will begin.



6
THE DOLLAR CIRCUIT

NOW THAT WE have tried to
shed some light on the nature and behavior of money, let
us go back and look more closely at the subject of savings
and investment. If savings are not promptly invested in pro-
ductive work, trouble begins. This is, I believe, the most
important trouble to be found in the modern financial world.

The Brookings Analysis

The Brookmgs Institution at Washington has studied tlus
dilemma in a series of four excellent books,! and we will
follow their analysis part of the way.

Savings, the Brookings Institution finds, were large during
the 1920's. The distribution of the national income was such
that the well to do were quite unable, as a class, to spend
their whole income on consumers’ goods and were forced to
save a large amount. Of the $15 billions of savings estimated
for 1929, $13 billions belonged to 10 per cent of the popula-
tion. Sixty thousand families with high incomes saved as

1. See its publications: America’s Capacity to Produce, 1934; America’s
Capacity to Consume, 1934; Formation of Capitd, 1935; Income and Ero-

romic Progress, 1935, These four titles have also been issued in one volume,
Distribution of Income in Relation 10 Economic Progress, 1936.
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much as 25 million families with low incomes. People with
incomes of $10,000 and over accounted for two thirds of the
whole savings fund. There was 2 progressive increase of such
persons from 1900 to 1929. It meant that opportunities for
productive investment had to increase as fast as the savings,
or idle capital would result.

Orthodox economists, say the Brookings authors, have
never worried about this situation, They have argued that if
income were not spent directly it would be promptly rein-
vested, and so returned to the income stream.? This theory
seems to have grown up while the world was chronically
short of capital in the eighteenth and nineteenth centuries,
a period when four great continents were being developed.
The economists got used to the rhythm and expected it to
continue indefinitely. Savings, they thought, would always
automatically find productive investment.

The demand for consumers’ goods, and the investment of
savings in the new plant, were thought to be independent of
one another. Plants would be built, capital would find pro-
ductive outlets, even if consumer demand were declining.

No! says the Brookings Institution, and proceeds method-
ically to prove its case. The statistical record shows that new
plants are built chiefly when consumer demand is increasing.
This not only is statistically proved but it makes sense. Why
run up a new shoe factory if the demand for shoes is falling
off? The two curves are not independent, as the orthodox
economists believed, but firmly linked. New shoe factories

2. Arthur Dahlberg, in TNEC Monograph No. 25 referred to above, ex-
plains cheir attitude by quoting Say's “law” about the dollar circuit. The Jaw
held that over-all demand for goods always equaled the supply of goods and,
except for temporary ups and downs, sfabilizy automaitically prevailed, The
otthodox, relying on Say's “law,” have never faced the fact of & chronic de-
cline in demand, due to excess savings.
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are a function of the demand for shoes; their curves go up
and down together.

It may be objected that when consumers spend briskly they
do not save so much, and thus capital for new shoe factories
is hard to find. This is a logical objection. If people are tak-
ing all their claim checks to the warehouse for potatoes,
where is the money for wheelbarrows to come from? There
would be none available in the potato community. But in our
greater community, there are ways to get it, as Brookings
points out and as every banker knows.

If a community uses only gold for active money, the sole
way to introduce more money into the system is to dig or
import more gold. Not so with modern credit money, as we
have seen. New numbers can be created by the banks—up to
the limit imposed by their “reserves.” Bank credit makes it
possible to spend more, save more, reinvest more, This ex-
treme flexibility is both an asset and a danger.

New plants, then, are dependent on the demand for con-
sumers’ goods. But, according to the Brookings studies, new
plants have no direct statistical relation to the volume of
savings. From 1922 to 1929 savings showed an increase year
by year, but plant investment in private enterprise did not in-
crease at the same rate. In 1929, of total savings of $15 bil-
lions only $5 billions were so invested. In nearly every line
of activity, plant capacity during the twenties exceeded market
demand. Even in that boom year of 1929, capacity was esti-
mated at 19 per cent above demand, for the plant as a whole.

Our capacity to produce consumer goods has been chronically in
excess of the amount which consumers are able, or willing, to take
off the markets; and this situation is attributable to the increasing

proportion of the total income which is diverted to savings channeis.
The result is a chronic inability—despite such devices as high pres-
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sure salesmanship, installment credits and loans to facilitate foreign
purchases—to find market outlets adequate to absotb our full pro-
ductive capacity.?

So much for the Brookings analysis. Now we return to
Chase. :

One Dollar Out of Five

In a comparatively normal year, the American people, in-
cluding corporations, save about one dollar out of five. They
put it in savings banks, regular banks, life insurance pre-
miums, building and loan associations; into stocks, bonds,
mortgages and depreciation reserves. Sometimes they put it
under the mattress, but usually straight hoarding does not
amount to much. In 1932, however, people were putting cur-
rency, and even gold, into safe deposit boxes—more reliable
than mattresses, but with precisely the same disastrous effect
on the dollar circuit. When there. was a crying need that
money should move, people did their best to freeze it.

If most savings in normal times go to the banks and other
institutions, why is not that an investment? Because the insti-
tutions may not think there is a good opportunity to invest
your money. Their cash piles up, and their rate of investment
is cautious and slow. Mr. Manuel tells of a businessman who
had $85,000 on deposit in his bank during most of the de-
pression. The numbers sat there doing nothing. The savings
banks and insurance companies have been stuffed with un-
invested cash for years, Now they are stuffed with war bonds,
and the cash has gone into war factories and pay rofls.

The Lag in Investment

Why have investments declined relative to savings? The
3. Income and Economic Progress, p. 46.
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economists laid end to end certainly do not agree on the
answer to this one. Among the various explanations which
- they advance, the following make the most sense to me:

The leveling curve of population, with its leveling effect on real
estate values, among other things.

The end of continental expansion in the United States,

The collapse of foreign investments, beginning in 1928 and 1929,

The increasing efficiency of a dollar of new plant investment today
over what it used to be.

Greater caution among investors when government policies alarm
them. The individual saver hesitates to take a chance, and keeps his
money in the bank.

A series of pendulum swings during one phase of which invest-
ments overreach our needs while in the other they fall short.

So long as we use money as an economic tool, we must re-
spect its limitations. It cannot do everything. It is a tool for
distributing potatoes and other goods. Its smooth operation
has little to do with the justice of the distribution, but de-
pends directly on having all the goads distributed to some-
one, so that the circuit is completed.

Dated Money

Theoretically the claimn checks should be canceled after the
curtent crop is cleared. If money had no purchasing power
after a given date, we should fall over ourselves to spend it or
invest it while it was still good. Professor Irving Fisher and
others have drafted plans for dated money. 1t would work-
splendidly in the potato economy, but I am not so sure about
our own. There is no date when all production is completed
and the cycle begins again. A thousand kinds of production
are all operating simultaneously in different time cycles. It
would do no good to date currency unless bank money were
dated too—and where is a reliable method for doing that?
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1f Professor Fisher or somebody could devise a workable
scheme, and if it were adopted, I venture to say that most of
the mystery and confusion about money would disappear.
People never get hot and bothered about railroad tickets. The
ticket is good from Chicago to St. Louis, and no farther. The
conductor punches it, clippity-clip, and that is the end of it.
Similarly, with a dated money system, the dollar created by
somebody’s contribution to the general pot of production
would go to buy back one dollar’s worth of that production,
whereupon, clippity-clip, its task is done. There would be
scarcely a money crank left in the country after a year or two
of this. Even Wiiliam Jennings Bryan could have kept his
shirt on, had dated money been in force.

H the proposal is too difficult to introduce, then we need to
use our more or less timeless numbers in ways which give
substantially the same effect—get them back into the market
before the potatoes begin to rot.

Printing Press Money

There is an artificial way which we have already mentioned
to close the gap between demand and goods, but it is a dan-
gerous one. That is for the government to print dollars and
give them to people to spend.! This clears the potatoes all
right, but shoots a stream of new claim checks into the system
for which no potatoes have been produced. There is no work,
no wealth, back of such numbers.

It is at this point that sober citizens protest most vigor-
ously against “government spending,” and with good reason.
A government which makes a practice of printing money to

4, Printing bonds and giving them to the banks, who then create "bank
maney for the government to draw on, has a similar cffect.
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offset savings is bound to land in a runaway inflation. ‘The
system gets so loaded with numbers that it finally explodes.
Then the community may have to begin all over again with
a new kind of claim check, as Germany did in 1924, when
the old mark was replaced by the Reichsmark. It is not the
end of the community by any means—witness Germany—but
it is ferociously hard on many citizens, especially those with
fixed salaries and incomes.

Criticism should be leveled at a particular kind of govern-
ment spending, not at all government spending as such. There
has been too much of the latter kind—indiscriminate criticism
based on fear and ignorance. The men in government, after
all, are responsible for keeping the community afloat. A point
comes where they are obliged to take steps to clear the po-
tatoes—steps that nobody else is willing or able to take.
Businessmen certainly cannot do this job in a depression.

The government does not necessarily have to print money.
Instead it can go after the frozen money already in the
system. If it taxes idle savings back into the stream of spend-
ing, there is no creation of new dollars, no increase in debt,
no danger of inflation. There will be squawks from the savers,
but the dollar circuit can thus be closed. This problem is vital
today in financing the war. The more old numbers the gov-
ernment can collect through taxes, the fewer new numbers it
will need to borrow from the banks.

Again, if the government prints money and gives it to
workers for producing, say, a Boulder Dam, the danger is
reduced, for the new dollars are backed with new wealth,
just as they are when new bank money is spent for private
construction. If the procedure is financed by borrowing old
numbers from savers there is no danger of inflation at all. If
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it is financed by new money which later can be retired, as full
employment and high levels of national income are reached,
the risk may be justified by the probable gain. Only if the
public works projects are useless in gene:ating future activity,
while forcing the national debt up year after year, can the
procedure be condemned out of hand. Dams, highways,
schools, hospitals and the like, open new opportunities for
permanent employment and new opportunities for private
investment. Look at the roadside industries which used to
spring up along a fine new highway—and will again.

Can We Trust the Managers?

It may be objected that you cannot trust the men in charge
of the government. But who else is there to trust? What other
agency has the power to close the circuit when savers will not
invest ? There is no other agency. The argument that the gov-
ernment is too corrupt or incompetent to do it is 2 counsel
of despair. It means that we must surrender helplessly to the
financial conventions we have created.

Peter F. Drucker believes that during the past ten years
the knowledge and understanding of money have made great-
er strides than any other branch of the social sciences.> He
cites the techniques of the Exchange Equalization Fund in
international finance, and those of government “deficit spend-
ing” in internal finance. This knowledge, be it observed, has
come in as we have learned that the internal price level can
be kept stable when currency is released from gold.

Summary of the Dollar Circait
Let us gather up the threads of the last three chapters.

S. Harper's, May 1941,
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1. Modern money is not a physical entity but the transfer
of numbers according to a set of rules. The numbers are in
bank ledgers or stamped on bills and coins. Their connection
with gold is remote. '

2. The numbess must move from hand to hand, encourag-
ing production and employment, to be of use.

3. The act of production always releases enough numbers
to buy the product back, and thus to keep the economy in
balance.

4. But the money must be spent, either directly, or via the
investment route. If it is not spent, a gap will appear in the
circuit and unemployment will begin.

5. 'The gap can be closed by printing new money, by tax-
ing old money back into the spending stream, or by borrow-
ing. Either printing or borrowing is dangerous unless new
production is behind it. Either can stuff the system with dol-
lars uatil it blows up in a runaway inflation.

6. As a community grows, new money is needed from time
to time, even when no gaps appear in the circuit. The banks
have the power to supply it by crediting a borrower’s account
with the amount of his note. They can also reduce the num-
bers in the system by reversing the machinery—calling their
loans.

7. When people think of money as gold or silver, they find
it hard to see that the unemployed can be put to work. They
think of 2 fixed sum, which, if shared with the unemployed,
would impoverish the rest of the community. But modern
money is not a fixed sum. It is so dynamic and flexible that
it can always be expanded to finance new work or new pro-
duction if there is any slack in the economy at all. Far from
being impoverished, everyone gains when employment goes
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up—gains to the extent of the new wealth created by those
hitherto unemployed.

8. An economy on part time should follow different rules
from an economy on full time. When everyone has a job, the
dollar circuit is functioning satisfactorily and it is unwise to
monkey with it. But severe and chronic unemployment is
prima-facie evidence that the circuit is broken. Energetic and
specific steps must then be taken to close it or the whole finan-
cial mechanism will presently fall apart—as it did when the
American banks shut their doors in 1933. Never again can a
modern state afford to wait, as we waited from 1929 to 1933,
for some unknown god from some machine to come and
save us.



7
THE CIRCUIT ROLLS

IN THIS CHAPTER and the next
we shall attempt to trace the performance of the dollar cir-
cuit in America over the past century, with special attention
to the way the principles we have studied earlier worked out
in practice. We shall not try to write economic history so much
as we shall look for breaks in the circuit and observe how
they were filled.

It is hoped that the reader will get from these chapters a
sense of the actual forces which generate prosperity or de-
pression. Equipped with this sense, he may be better able to
understand the grave problems which will follow D-Day.

The Rbhythm of a Century

The numbers were rolling smoothly around the dollar cir-
cuit in 1913. To a young man fresh from Harvard—such a
young man as I pictured in The Road We Are Traveling—
money and business looked sound and serene. There had been
no serious price inflation since the Civil War, and the gold
standard ranked with home and mother in the national af-
fections.

After 1820 . . . the spectacular grawth of American population
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guaranteed constantly expanding markets. The great burst of turn-
pike, canal and railroad building promised to make those markets
accessible at every season of the year., The high rate of profit for
successful firms drew more and more capitalists into factory entes-
prises and made it easier to finance rapid plant expansion.!

For a century the dollar circuit had been expanding. It
would slow down from time to time as a result of excessive
speculation, but it always got under way again, In a rough
and general way, the American economy followed this
thythm:

Savings were invested in new plant and equipment, providing
employment for construction workers.

The new plant employed more people and turned out more goods.

The greater flow of goods raised standards of living, increased the
national income, and made more savings possible.

The additional savings were again invested.

Toward the close of the period, one worker in five came to
be employed in the making of capital goods. In financial
terms, about 20 per cent of the national income was saved and
invested, most of it in private enterprise, including railroads
and utilities. A similar cycle prevailed in Europe.

The first world war interrupted this thythm. It was never
recaptured abroad. Here we seemed to have recaptured it in
the 1920's, but on a somewhat different basis. It lasted seven
years, followed by the worst depression in our history, and
then chronic stagnation with a fifth of our working people
unemployed.

Venture Capital
During the expanding century, investment was considered
synonymous with risk, and investors took chances which

1. Thomas C. Cochran and William Miller, Tde Age of Enserprise, Mac-
millan, 1942,
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would paralyze our modern cautious trust officers. A safe 3
per cent was not so popular as double your money or bust.
Risk-taking was in the air, and winners had the odds on their
side. You bought in a property on the 60 million population
level, and sold out on the 80 million level. Ask any real estate
dealer what the probabilities of profit are in this situation.
Those who lost their shirts contributed just as effectively to
closing the circuit as did the winners. If they put their money
into wooden nutmegs or guessed wrong on a railroad termi-
nal, the money was none the less spent. The dollars were not
lost to the community as a whole; they kept on making the
rounds.

Into canals, railroads, new cities, mines, rolling miils, lum-
ber mills, wheat lands, oil fields, went the savings of Amer-
ica, and some from Europe as well, for we were a debtor
nation. Capital was in huge demand. Whoever tightened his
belt and added to the fund, helped to build up the country.
Monetary thrift, accordingly, came to be classed with the
eternal virtues, but what we might call monetary daring, the
gambler's courage, was close behind it.

I did not happen to plunge in the stock market in the soar-
ing twenties, but I was persuaded for various reasons to put
some savings into the following ventures: (1) a patented
kitchen mixer—which got mixed with the patents of a large
corporation, jealous of its rights; (2) a platinum mine in
northern Canada—which froze up; (3) a southern oil well
—which practically reached the center of the earth before we
would admit that we were licked. I still have some pretty cer-
tificates. But the oil drillers, the miners, the factory workers
and the lawyers got my dollars, and they passed them on for
bread, beans and potatoes. I take what satisfaction I may in
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e fact that I did my bit to keep the circuit closed. I did not
vard my savings; I put them to work. Every loser does the
me if he invests in enterprises which make jobs.

My little flings with venture capital were not so typical of
e 1920's as of the period before World War L In 1910, ail
vings institutions had assets of only $16 billion. In 1937,
ey had $69 billions of savings, divided as follows:

Life insurance companies - $28,775,000,000
Time deposits in commercial banks 14,359,000,000
Mutual savings banks 11,572,000,000
Building and loan associations 5,712,000,000
Government funds, postal savings 2nd
baby bonds 8,659,000,000
Total $69,077,000,0002

After the war, as life grew more complicated, we gave our
vings increasingly to these great institutions and trusted that
ey would invest the money for us. Sometimes they did, and
ymetimes they did not. They are a more cautious lot than
e hero of the classical economists, the venture capital man.
1 the 1930's, the great institutions were loaded down with
santities of our cash which they could not, or dared not,
vest,

orld War 1

In 1914 a depression was developing. It might have become
rious, if orders from the Allies for food and munitions had
ot come flooding in from Europe. By 1916 we were back to
ibstantially full employment. When we entered the war in
pril 1917, the dollars really began to roll. Some 25 per cent

2. Oscar L. Aluman, Savimg, Investmenst, and National Income, TNEC
saograph No. 37, 1941.
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of our man power was drawn off into the Army, Navy and
munitions industries, but the standards of living of the mass
of the people actually rose. Everybody had a job, and every-
body had money to spend. There was very little rationing.

How did the circuit work in wartime? Up to the end of
1921, the war had cost the United States some $36 billions.?
Most of this outlay was met by a series of great bond issues,
to a totzl of $22.8 billions. The balance, or a little more than
a third of all, came from taxes, mostly income and excess
profits taxes. Some of the bonds were placed with the com-
mercial banks, who gave the government bank money in re-
turn and thus pumped new dollars into the system, Methods
of controlling inflation were primitive, and wages followed
prices in an ascending spiral. By 1920, many commodities
had doubled in price over 1915, and the High Cost of Living
was as familiar a phrase as Remember Pearl Harbor is now.

When the books were closed, it was found that many of the
new dollars had come to rest in corporation surpluses, as the
result of large war profits, and in the bank accounts of the
well to do. Many manual workers lived better while the war
lasted, but by the time the short, sharp-depression of 1921-
1922 had got through with them, their Liberty Bonds and
other savings were pretty well cleaned out. We were left with
a national debt of $25 billions. In 1914, the debt had been
only one billion. k

The dollar circuit had been closed magnificently by great
injections of deficit financing. Indeed it had been more than
closed, as the inflation bore eloquent witness. In Europe, in-
flation was far worse than it was here.

3. Figures prepared from anpual reports of the Secretary of the Treasury,
presented at TNEC hearings, May 1939, and reported in Monograph No. 37.
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The Big Boom

Prosperity lasted seven years after the depression of 1921,
from late 1922 to the stock market collapse in the fall of
1929. As the Brookings Institution pointed out, savings,
especially in the higher income groups, were large throughout
the period. Tremendous sums found their way into the great
savings institutions, as we noted earlier,

Meanwhile corporations more and more financed new plant
and equipment from their own savings—internal accumula-
tions from depreciation reserves and profits not distributed to
stockholders. At the TNEC hearings in May 1939, Mr. Ed-
ward Stettinius, then of the Steel Corporation, testified that
from 1921 through 1938 his company had invested no less
than $1,220,000,000 in plant and equipment, and that 96 per
cent of it came from internal funds of the corporation, not
from outside sources.

Mr. Leon Henderson asked: “You are not at any time in the im-
mediate future going to give any great amount of business to undet-
writing firms; you ate not going to tap individual savings very
much ?”

M, Stettinius replied: "“That is correct.”

Dr. Oscar Altman during the same hearings presented
charts which summarized the situation for 4// American cot-
porations. From 1923 through 1929, they invested an average
of $8.5 billions each year in plant and equipment. Of this
amount, $6.4 billions, or 75 per cent, came from internal
sources. According to the studies of Dr. Fabricant of the Na-
tional Bureau of Economic Research, depreciation and deple-
tion allowances alone, for all American corporations, amount-
ed to $5 billions in 1929. In that year only $2 billions of new
productive capital was obtained from outside sources.
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It is clear from these figures that corporations were doing
much of their own saving, thank you, and did not need your
savings and mine, at least on the old scale. Good accounting
practice in recent years demands that depreciation allowances
be set aside annually, whatever the earnings of the company.
Evidently we have encountered here a basic reason for the
decline in opportunities to invest the savings of the general
public. It makes no difference to the workings of our econ-
orny as a whole, of course, whether savings are made by indi-
viduals out of their own incomes or by corporations out of
profits which they might have paid out in dividends or higher
salaries. The point is whether s014/ savings exceed total in-
vestments.

The Rate of Savings

Gross savings for the period, including the internal savings
of corporations, have been estimated by Dr. Lauchlin Currie
as follows:*

Grost National Estimated Per Cant of
Income Savings National Income
(In Billions)
1922 $64.3 $11.2 17.4
1923 74.8 15.1 20.2
1924 75.2 14.7 19.6
1925 79.7 15.5 19.4
1926 84.8 16.7 19.7
1927 82.7 15.6 ’ 18.9
1928 86.2 15.3 18.0
1929 90.0 16.9 188

Thus during the age of jazz, flaming youth and flagpole

4, TNEC Monograph No. 37, 1941. Gross national income, as we noted
on page 10, is larger than the figure vsually quoted as “'national income™; the
difference represents depreciation and depletion allowances, ete,
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sitters—the age, you remember, when stern moralists were
telling us that we were wallowing in soft luxuries—the Amer-
ican people were salting down from 17 to 20 per cent of all
the income they received. Roughly half the total was saved
by corporations, half by individuals.

This situation put the dollar circuit, so to speak, on the
spot. Where were productive investments to match this colos-
sal thrift? Could private plant and equipment absorb it all ? It
could not. Despite the growth of the automobile, radic and
electrical industries, despite new skyscrapers towering high
above many towns which had no real need of them, the in-
vestment in private plant and equipment absorbed only 53
per cent of our total savings during these eight years, accotd-
ing to Dr. Currie.

W here Did the Savings Go?

This left a wide gulf to be filled. Where did the balance
of our savings go? Into five major channels: (1) residential
housing; (2) government highways, schools, public works;
(3) foreign loans; (4) fnancing instaliment buying; (5)
building up inventories.

The war had left us with a housing shortage which ab-
sorbed billions until it was made up—made up, at least, to
the point where profits in housing developments were no
longer attractive. In 1927, the housing boom began to taper
off. In Florida it collapsed with a resounding bang.

The federal government, under Secretary Mellon, was re-
tiring some of its war debt during the period, but this defla-
tionary measure was offset by deficit financing on the part of
states and cities, primarily to build roads for the new auto-
mobiles to run on.
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Foreign loans by citizens and corporations soared in the
1920's. Not until 1928 did the hopeful investors begin to feel
a cold draft about their necks. By 1930 they were frozen stiff.
Observe, however, that they had made their honest contribu-
tion to close the dollar circuit. Their savings were advanced,
let us say, to Poland, but the dollars probably never left this
country. They were deposited in 2 New York bank. Poland
ordered machinery, motor cars, victrolas, or whatever it might
be, and the dollars were paid to American businessmen and
workers. Even if Poland took the dollars and spent them in
France, in due course Frenchmen would buy American goods,
with the same beneficent effects on the circuit. Only when the
investors wanted their interest or principal did the foreign
loans become bad news. This illustrates again the little under-
stood fact that losses suffered by individual investors are not
necessarily losses for the economy as a whole.

Installment credit represents a use of the nation’s savings
only when the total of loans is going up. From 1923 to 1929
the total was going up, from 1930 to 1933 it was coming
down. This type of investment is only a temporary shot in the
arm, with no future to it. The limit of installment credit has
hovered around $6 to $8 billions. We reached this ceiling in
1929,

Inventory accumulations are even less reliable than install-
ment credit as permanent offsets to savings. These goods in
warchouses or on merchants’ shelves go up and they go down,
often very rapidly. They are not like a solid dam or a factory
which is there ready for work all the time. The best kind of
investments, from the point of view of the dollar circuit, are
those which not only put men to work while they are being
built, but keep men at useful tasks after they are built.
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Savings and the Stock Market

What about the stock market; did it not absorb savings at
a great rate? It did, but the only people it put to work were
customers’ men, astrologers and investment counselors, who
instructed us in how to lose our money scientifically. The
security markets in their role as gambling houses—they have
other more useful roles as well—are a kind of circuit within
a circuit, where the transfer rate of numbers is prodigious,
but nothing productive happens, except perhaps the stimula-
tion of the luxury trades. Confidence, however, may be gen-
erated by the activity of these markets, with good effects
on more tangible investments.

Six men, sitting down to an all-night poker game, give us a
small model of this phenomenon. Money changes hands
rapidly; some gain, some lose; but the dollars stay within a
closed circuit. The only productive spending involved is when
the kitty finances another case of beer.

It is important to get clear that the only investments which
buy the wheelbarrows are those which put saved dollars into
the hands of people who will go to the warehouse and spend
for potatoes. This means normally into the hands of people
who wotk. Savings which go into any kind of gambling,
whether in stocks or lands or poker chips or commodities,
tend to become tangled in a paper spiral. The net effect may
be equivalent to hoarding, by holding money out of produc-
tive use.

It was not the panic on the stock market in October 1929
which broke the dollar circuit and plunged us into the depres-
sion. The circuit was in precarious balance before that, be-
cause of the end of the housing boom, the decline of for-
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eign loans, the ceilings reached in installment credit and in
inventory accumulations. Opportunities for investment at the
scale required to balance savings had dried up. There would
have been a depression without the stock market crash,
though not such a spectacular one.

The depression was indeed world-wide. Natives in remote
jungles gathering copra felt its blasts, as well as the unhappy
citizens of Wall Street. Presently bankers began to call their
loans, pulling dollars out of the system, and making matters
worse. People stopped spending as though their right hands
were paralyzed. The rules of the circuit were violated at a
hundred points. So it virtually ceased to function.



8
THE CIRCUIT SLOWS DOWN

IN THE 1930's, the dollar cir-
cuit went through two phases—violent contraction, followed
by moderate expansion. In the latter phase there were more
dollars in the system than in the 1920’s, but they never moved
as fast. In the first phase, the rate of transfer was glacier-
like; in the second, like a sluggish stream, and so it remained
until the war orders of the 1940’s. The phases are dramati-
cally shown in a continuation of Dr. Currie’s figures:

Savings in the Depression

Gross National Estimated Per Cens Savingt do
incomel Savings National Income
(In Billions)
Deown phase
1929 $50.0 $16.9 18.8
1930 79.8 13.8 17.3
1931 63.9 9.5 14.8
1932 47.4 48 10.1
1933 46.2 2.8 6.0

1. Net national income was $82 billions in 1929, and close to $40 billions
in 1933, the low point.
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Gross National Estimated Per Ceni Savings to
1Iucome Savings Narional [ncome
(In Billions)
Up phase
1934 55.8 43 7.8
1935 61.7 8.4 13.7
1936 69.8 13.1 18.8
1937 78.2 15.0 19.2
1938 70.9 10.8 15.2

Gross national income was cut from $90 billions in 1929
to $46 billions in 1933—almost exactly in half. It recovered
to $78 billions in 1937, then dropped to $71 billions in 1938,
primarily because of the checking of public works and othet
government outlays. For a time in 1937, the federal budget
was actually balanced; receipts exceeded disbursements.

The Down Phase

Savings, the table shows, fell with the national income, and
climbed with it. In the blackest year, 1933, we still saved §
per cent of the national income. By 1937 we had climbed to
19.2 per cent—the ratio of the prosperous 1920’s. As national
income falls, most people are forced to spend relatively more
of their personal income for food and shelter, often drawing
on past savings to keep going. Loans are made on life insur-
ance policies, savings bank accounts are cleaned out, stocks
and bonds are thrown on the market for what they will fetch.
The more fortunate citizens tend to hoard any surplus of in-
come they receive, while the nervous ones draw out currency
and even gold from the banks and put it in safe deposit boxes.
The net effect is a lower ratio of saving to national income,
but more straight hoarding of what is saved.

In the down phase, all the investment opportunities that
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had helped absorb our savings in the twenties showed a
drastic decline. Businessmen reduced their outlays for plant
and equipment. Foreign lending practically ceased. Hardly
any new houses were built. Installment buying went into
reverse. State and local governments made heavy cuts in their
budgets for highways and other public works. The federal
government expanded its outlays slightly, but not nearly
enough to offset these reductions.

So less and less money was spent, fewer and fewer goods
were bought. The whole financial system ground to a stand-
still when the banks closed in March 1933. Bank money had
ceased to operate.

The Up Phase

Mr. Roosevelt got the banks functioning again by applying
some unusual pressures. He took us off the gold standard,
gradually depreciated the dollar in terms of gold, and insured
bank deposits. A certain measure of confidence returned. In
1934 the upward phase began. It was inaugurated and sus-
tained by the spending of the federal government—for public
works, relief, RFC loans, loans to homeowners, AAA pay-
ments to farmers, and the rest.

From 1931 through 1938, the federal debt increased by $21
billions, reflecting these outlays. Many harsh words were
spoken about government spending, of which “boondog-
gling” was one of the mildest. Some of the projects were
foolish enough, but that was not the main point. The main
point was the attempt to close the dollar circuit. Spending for
any project, even bailing out Great Salt Lake, would have fur-
thered this end. A study of a billion dollars disbursed by the
PWA revealed that after contractors had taken their profit
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and paid the balance out to workers, the workers spent it as

follows:

For food $350 million
For shelter 244 "
For clothing 130
For transportation {mostly

automobile) 109
For recreation 65
For health services 50

The claim checks got back to the warehouse, and close to a
billion dollars’ worth of savings were offset.
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During the 1920’s, federal debt had declined while local
debt increased, leaving total government debt about on a
level. Private long-term debt, however, had gone up like the
side of Vesuvius. In the 1930's, the curves were reversed.
Federal debt took on the outlines of Vesuvius, local govern-
ment debt leveled off, and private debt performed an accom-
plished swan dive.

The Failure of Pump Priming

What happened is clear enough. In the 1920’s our savings
were invested primarily in private long-term debt, including
foreign loans and housing mortgages. In the 1930s, as
private debt declined, the federal government deliberately at-
tempted to offset savings and close the gap. The effort was
not altogether successful. The government never spent
enough to overcome stagnation and unemployment. Pump
priming failed as such. Private investment picked up after
1934, but not sufficiently to take over the burden from the
government. Stronger medicine than pump priming was need-
ed. The role of the government can be shown in the following
figures, taken from Dr. Currie’s testimony:

Percentage

Expenditures as Six Prosperous Tbhree Recovery

Offsets to Savings Years 1923-28 Years 1935-37
Private plant 53 44
Government outlays 3 20
Housing 32 9
Inventory accumulation 3 19
Installment buying increases 4 8
Foreign loans 3 0

Total 100 100
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Mr. Henry S. Dennison presented charts at the TNEC hear-
ings to show the relation between public and private outlays
for construction work alone, including maintenance. During
the 1920’s public construction ran from 20 to 25 per cent of
all. In 1933 it rose to 50 per cent of all. In 1938 it stood at
44 per cent. Despite this relative increase, the dollar total for
public construction was no greater in 1938 than in 1930.

Contrary to popular belief, the government (federal and
local combined) did not spend appreciably more for con-
struction in the middle 1930's than in the late 1920's. But it
maintained its expenditures, while private construction, es-
pecially housing, declined drastically. The result, of course,
was a far higher government ratio, and a net decline for the
economy as a whole. On this formula, stagnation and unem-
ployment were bound to continue. The idle money bred idle
men.

At the time the banks closed, there were a thousand or
more self-help groups in the country, using claim checks of
their own devising. They worked, after a fashion, but the
trouble was that they could not be exchanged for legal dol-
lars. No self-help group can provide for all its food and sup-
plies in our highly specialized economy. I visited some of
these little potato communities and wrote an article about
them. It was pathetic to see them trying so hard to do what
could not be done. They were a bundred years too late.
America, for better or for worse, is now a single economic
organism, and must swim or sink as a unit.

Monopoly a5 a Barrier
Another difficulty in the attempt to get back to normal
employment was due to monopoly, and the so-called “admin-
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istered prices” of large corporate groups. These groups were
outside the free market; they more or less set their own
prices. As the depression deepened, they dismissed their work-
ers in great numbers, but they did not reduce their prices
much. Two companies, for instance, control sulphur produc-
tion in the United States. From 1926 to 1938, the price of
sulphur never quivered from $18 a ton.? The price of wheat
tumbled to 30 cents a bushel, but the price of farm machin-
ery held its own. Wheat was subject to extreme cotnpetition,
while the prices of farm machinery were “administered.”

These policies dealt buying power a double blow: the dis-
charged workers lost their wages, while those still employed
were discouraged by the relatively high prices still prevailing.

Labor unions, trade associations and other pressure groups
also tried to shield their wages or prices from the cold blasts
of free competition, and many succeeded. If the market had
not been full of “sticky prices,” the depression would not
have been so severe.

Explanations W hich Failed to Explain

Not many citizens saw clearly what was going on in the
early years of the depression. We were all stunned by the
mountain that had fallen on us, and we did some things
which in retrospect look strange indeed.

To begin with, we pretended that nothing had happened.
On January 24, 1930, three months after the big gong sound-
ed on Wall Street, 2 New York newspaper came out with
these headlines:

Trade Recovery Now Complete, President Told.

2. For a full account of this monopoly, see Robert H. Montgomery, The
Brimsione Game, Vanguard, 1940.
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Business Sutvey Conference Reports Industry Has Progressed By
Own Power.

No Stimulants Needed.

Progress In All Lines by the Early Spring Is Forecast.

On December 10, 1929, Charles M. Schwab said: “Never
before has American business been as firmly entrenched for
prosperity as it is today.” On October 16, 1930, he said:
“Looking to the future T see in the further acceleration of
science continuous jobs for our workers.” Not until February
7, 1931, did he give up and admit: "I am not predicting
anything.”

On August 17, 1930, Henry Ford was still undaunted: “I,
personally, am very hopeful because I think the country has
ceased to be sick, is now well, and will soon be strong and
active again.” These statements, of course, were deliberately
intended to restore confidence and reverse the trend, but they
did not work.

When it became evident that thinking the right thoughts
was not putting smoke in factory chimneys, 2ll kinds of cam-
paigns were launched for “economy.” Economy!--which was
precisely the disease that the dollar circuit was expiring of.
We were told by earnest gentlemen that prosperity had been
a drunkard’s spree and that now we must sober up and get
along with bare essentials. It would do us, and the economic
system, good. They did not stop to think what would happen
to the makers of automobiles, refrigerators, radios, moving
pictures, electric power, gasoline, if we all stopped buying
these products.

A determined drive was also made to lower wages, on the
theory that if costs were thereby reduced, businessmen would
be encouraged to produce more. It was part of the philosophy
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to let the depression heal itself by shaking out certain “sticky”
elements, get to the bottom, and then start up automatically.
This philosophy had worked in earlier depressions. In 1932,
however, with the national income cut in half, no man could
say where the bottom would be. J. M. Keynes saw the logical
end of such drives:

I we carry “economy” of every kind to its logical conclusion, we
shall find that we have balanced the budget at naught on both sides,
with all of us flat on our backs starving to death from a refusal, for
reasons of economy, to buy one another’s services.3

There was human flesh and blood to be considered. People
could endure only so much. The demand to make them en-
dure more, because somewhere in the depths there might
be an automatic turning point, was too uncertain and too
cruel. No one could prove that there was such a point. But
it could be proved—and was—that government spending
could relieve the depression whenever the word was given.
Despite this proof, “spending™ throughout the depression
continued to be a-disreputable word.

Mr. Roosevelt in his 1932 campaign hoped that he could
balance the budget, amid the applause of the highest author-
ities. It was a pious hope, but nothing could have been more
fatal to the dollar circuit. If federal offsets to savings were
cut off, the only element which might restore the circuit
would be gone. Depression would indeed become bottomless.
The theory was that the act of balancing the budget would
so stimulate confidence that businessmen would promptly
take our savings and enlarge their plants.

Businessmen Are Not Fools

The studies of the Brookings Institution cited earlier show
3. John Maynard Keynes, Eisays in Persnasion, Harcourt, Brace, 1932,
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that it just could not happen. Plants are enlarged when busi-
ness is good. Competent businessmen do not expand their
factories because of moral acts in Washington. They expand
when their sales are increasing, and their sales in 1932 were
going to the damnation bow-wows. Look again at Mr.
Currie’s figures for national income. Mr. Roosevelt changed
his views about the budget, but many others did not—until
the war shelved the whole discussion and restored “spending”
to respectability.

Another drive was launched for cheaper capital. It was

hoped that by reducing interest rates and making credit
“easy,” businessmen would come into the market for loans.
But again, competent businessmen have no use for loans,
even at zero per cent, when their stock of goods is freezing
up. Interest rates fell throughout the period—as they have
been falling for a generation—but the effect in encouraging
new capital outlays was negligible. The economy had gone
far beyond the point where such weak medicine could effect
a cure. .
A similar discussion raged around the matter of plant
obsolescence. It was pointed out that thirty, fifty, eighty bil-
Lions could well be invested in bringing plant and equipment
up to date, thus increasing its productivity. Perhaps it could
in Utopia, but not in a world where the present plant was
operating at something like half of its capacity. Increasing
plant capacity in the depths of a depression is always fine for
the other fellow, but not for any particular businessman still
certified as sane.

Afraid of the Impossible
Perhaps the most curious of all the agitations, seen in
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retrospect, was the widespread terror of inflation. This fear
seized the country as the federal debt began to rise. I re-
member debating the subject, along about 1935, with a dis-
tinguished financier who worked himself and the audience
into such a panic that I began to have misgivings myself. I
was defeated hands down. Yet there was not the remotest
chance of a runaway inflation when millions of our citizens
were unemployed. As Dr. Hansen puts it:

The fact is that no price inflation is possible so long as vast un-
employed resources of men and machines can be drawn upon to
produce an ever-increasing output of goods and services. So long as
there are unused resources, every increase in demand is matched by
an increase in supply. Thus any incipient price rise is held in check.
There can be no general price inflation until scarcity conditions, ow-
ing to full employment, become general over a considerable range
of industry.4

In Summary

It is fascinating to follow the historical course of the dol-
lar circuit. Its behavior is almost completely mechanical. If
the claim checks do not get back, the potatoes are not cleared.
How they get back is immaterial. Any method will do, even
printing currency. But some methods, like running the print-
ing presses, are far worse than others for the cycles which
follow.

The circuit was closed before 1914, mostly by investment
in private enterprises on a continuously expanding scale,
along with the expansion of land and population. Dangerous
slowdowns occurred, as when the era of transcontinental rail-
road building came to an end, but they were always repaired
without chronic stagnation.

4. Alvin H. Hansen, Full Recovery or Stagnation, Norton, 1938,
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War outlays closed the circuit from 1915 to 1920. In fact
too many dollars were injected, the result was serious infla-
tion. We recovered from the effects here, but in Germany and
Russia, inflation ran clean off the map, while in France and
Italy the currency had to be devalued, wiping out the invest-
ments of the middle class.

Our seven years' prosperity after the war was not shared
abroad—except for the brief and spotty assistance of our
loans. These same loans helped the circuit here, together
with the housing boom, installment buying, inventory ac-
cumulations, and the expansion of the automobile industry,
with its collateral highway construction. Prosperity collapsed
when these outlets for savings were saturated. Government
interference had nothing to do with the collapse; the con-
fidence of investors in Hoover was no less than their con-
fidence in Harding and Coolidge. In his farewell address to
Congress on December 4, 1928, President Coolidge said:

The great wealth created by our enterprise and industry, and saved
by our economy, has had the widest distribution among our own
people, and has gone out in 2 steady stream to serve the charity and
the business of the world, The requirements of existence have passed
beyond the standard of necessity into the region of luxury. Enlarg-
ing production is consumed by an increasing demand at home, and
an expanding commerce abroad, The country can regard the present
with satisfaction, and anticipate the future with optimism.

This was less than a year before the Wall Street explosion,
but it reflected the almost unanimous attitude of business and
financial leaders.

The depression apparently had no bottom on a policy of
waiting for automatic recovery. That policy was tested for
more than three years. Only when the federal government
began to offset savings by a positive program of credit control
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and spending was the spiral reversed. Without this action,
the rules of the dollar circuit indicate that we should have
been driven to rationing, or to chaos. Not until the war came,
however, did the government spend enough to generate all-
out production and full employment.



9
DOLLARS IN WAR

THE TASK OF FINANCE In
war,” says the London Economist, "is to see that nothing is
decided on financial grounds.” The fifth Lend-Lease Report
concurs: ““The normal considerations of international com-
merce, finance and foreign exchange, are not permitted to
interfere with fundamental war needs.”

These statements emphasize that there are no immutable
“laws” in the financial world, national or international. A
law is something you cannot monkey with, whatever happens.
We cannot set aside the laws of ballistics to give our guns
longer range in wartime. But we can set aside the "law” of
supply and demand—and every warring nation has done so.
It is not possible, however, to set aside for very long the lim-
itations of the dollar circuit, if money is to be used at all.
These limits are perhaps as close to financial “laws” as we
can get,

Control Levers in Reverse
Marriner Fccles, Chairman of the Federal Reserve Board,
has given us a dramatic account of how war reverses the con-
trol levers of the circuit.! Some people thought that Mr.
Eccles was an inveterate “spender,” because he advocated
1. Foriune, August 1941,
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more government outlays during the depression. They are
surprised and a little shocked to find that he has now turned
into an implacable “saver.” Small minds may accuse him of
inconsistency, but there is no more consistent follower of the
principles of the dollar circuit than Mr. Eccles. If he calls for
different action now, it is becanse he realizes that when the
tub is full of water it is time to turn off the faucet.

For ten years, he says, we have been struggling to overcome defla-
tion. Now we must struggle against inflation.

We have tried to discourage savings. Now Wwe must encourage
them.

We have used deficit financing to good effect. Now there is no
sense in it, and it should be kept to the minimum consistent with
the war effort.

We have tried to stimulate public works. Now we should cut
them to the bone.

There is no inconsistency here. When the economy is on
part time, with great unemployment, the task of financial ad-
ministrators is to increase the rate of spending and invest-
ment. When the economy is on full time, with little or no
unemployment, their task is to hold down the rate of spend-
ing, lest inflation upset the system.

Armistice Among Econonists

Indeed, now that capacity operation has come, there is no
longer a real quarrel between “spenders” like Mr. Eccles,
Alvin Hansen, John Maynard Keynes, and the more orthodox
economists. Both camps are united on a number of points.
They agree that we must impose high taxes, stimulate or
“force” savings, avoid borrowing from the banks any more
than is absolutely necessary, control wages and prices, and
ration scarce goods.



Dollars in War 83

The camps divided originally because the orthodox econ-
omists assumed that a part-time economy could not long con-
tinue; automatic action would soon right it. The Keynes
school believed that a part-time economy might become
chronic unless positive action were taken in the direction of
offsetting idle savings. Now that the two schools have got
together, on the field of battle as it were, one sincerely hopes
that they can stay together. We are going to need every com-
petent economist we can lay hold of before this war and its
aftermath have run their course.

How Germany Pays For the War

Germany has been operating a war economy for almost a
decade. Let us follow Dal Hitchcock and watch the wheels
go round.?

When Hitler came to power, a third of all German workers
were unemployed, debts were unmanageable, and a mood of
despair prevailed. The dreadful inflation of 1923 was a
haunting memory. Hitler called Dr. Hjalmar Schacht as finzn-
cial adviser. In 1934 he launched a huge government spend-
ing program for public works and rearmament. Financial
authorities in other countries said that Germany would be
bankrupt in a few months as a result of this action. Where
was the money to come from? That was nine years ago, and
Germany is still solvent. The great housing and highway
projects have been built, together with the most terrible war
machine the world has ever seen.

Some people discount this achievement by saying that it

2. Harper's, February 1941. This account is the clearest that I have seen,
Data are hard to get, and it will remain for history to disclose the full story
of German financing. Since the war began, the Nazis have made full use of
the assets of conquered nations.
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is a fiat structure, enforced by the boots of the Gestapo. Mr.
Hitchcock believes that such discounting amounts to danger-
ous wishful thinking. *“The Nazis were forced to do the im-
possible financially, and the fact that they have succeeded
makes it essential that we understand what they have done.”
Dr. Schacht borrowed ideas from both Keynes and the great
Swedish economist, Gustav Cassel. He moved cautiously at
first, putting the new theories into tangible operation.

He began by issuing short-term government notes. These
were deposited with the Reichsbank (akin to our Federal
Reserve), which opened checking accounts for the govern-
ment, thus creating new bank money. The government used
the money to order tanks, let us say, from Krupp, at a good
price. Krupp put unemployed men to work, paid out wages,
and had a nice profit left. The company was then “invited"—
a touch of the strong arm here—to use its nice profit for
the purchase of long-term government bonds. When the
invitation was accepted, Krupp's check went to the Reichs-
bank and the original notes were canceled. Krupp was given
bonds, but bank money was squeezed out of the circuit, and
the danger of inflation was reduced. The government debt of
course stayed up. Along with the government spending went
government regimentation. Wages and salaries were frozen
at depression levels—and really frozen, along with prices.

Next Dr. Schacht clamped down on currency expansion by
getting excess currency converted into government bonds and
stamps. The conversion was presently hastened by a forced
savings program, similar to the program that the British have
—and to the one that we shall probably have.?> Subscriptions
for bonds were deducted from pay rolis.

3. See John Maynard Keynes, How to Pay for the War, Harcourt, 1940,
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Profits were encouraged, but Schacht saw to it that all sav-
ings were promptly invested either in government bonds or
i new plant and equipment. The money circuit was kept
turning at a strong, even rate. No idle money was permitted
to accumulate. While Keynes was expounding ideas on this
subject, the Germans were putting them into practice. With-
out rigid enforcement of wage, price and cost controls, how-
ever, inflation would have wrecked the whole program. “The
belief has been widespread that there was something mysteri-
ous, or even miraculous about the German armament achieve-

ment. . . . It was nothing of the sort. . . . The achievement
was rendered possible by holding civilian consumption . . .
close to . . . minimum levels . . . and diverting to armament

production nearly all of the increment to national income
which resulted from the full employment of men, materials,
and equipment.”™

The Principles of War Finance

Similar financial stories could be told for Britain,’ Canada,
Australia, Italy, Japan. The principles of war finance are
simple, however complicated the technical details.

First, money must be made immediately available for the

equipment of the armed services, up to the limit of industrial
capacity.

4. Crum, et al., Fiscal Planning for Total War, National Bureau, 1942.

5. A London dispatch by David Anderson in The New York Times, April
26, 1942, describes the control of inflation in Britain. "Here is how it warks:
The British people today are carrying in their pockets more cash than ever
before, and at the same time have less to spend it on. This would be an ideal
set-up for inflation were the public able to compete in the face of rising prices.
But they are not. The government applies a three-way brake in the form of
(1) taxation, (2) savings campaigns, {3} the strictest rationing of consumers’
goods. Thus the government syphons off most of the surplus cash, and has
managed to keep price levels even.”
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Secand, provision must be made for a minimum standard
of life for the rest of the population. Otherwise morale will
suffer. Cold and hungry citizens cannot produce their quota
of munitions. _

Third, war costs should be met so far as possible by taxa-
tion. As the stock of consumer goods declines, while wage
and salary levels remain high, taxes are easier to pay during
the war than after it. They are also positive guards against
inflation.

Fourth, the next best thing to taxes is the sale of bonds to
the public, which are paid for with dollars already in the cir-
cuit. This method is also anti-inflationary. It does, however,
increase the government debt, while taxes do not. If the pub-
lic will not buy enough bonds voluntarily, then forced savings
are in order.

Fifth, in so far as taxes and bond sales to the public fail to
cover war costs, the balance must be raised by borrowing from
the commercial banks, or from the central bank—the Federal
Reserve. For every dollar so borrowed, as we saw earlier, a
new dollar of bank money is shot into the system. This is the
raw fuel of inflation, and the method should be held to a
minimum. It was not held down in the last war, and the world
has been suffering from the results ever since.

Sixth, inflation can also be checked by direct methods—
price fixing, wage and salary fixing, rent fixing, priorities,
and by rationing consumers’ goods. The aim is to find meth-
ods which produce the fewest complaints, the smallest op-
portunity for evasion, and some approach to equality of sacri-
fice. Such methods were only crudely used in the last war.
Both Germany and Britain are streamlining them in this war.

Seventh, large loans to foreign governments should be
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avoided. The friendlier the governments, the more resolutely
should we deny them credit. Our allies can never repay large
loans, and no better method has ever been devised to turn
friends into enemies. Make gifts or swaps—not formal loans.
Lend-lease follows this rule. '

Paying For the War in America

How well is the United States following these principies?
Not so well as Britain and Canada but better than China—
where inflation has got badly out of hand, with some prices
up forty-fold since 1937.¢

Suppose we cast a rough model of the dollar circuit for
1943, as forecast by high authorities at the beginning of that
year. A glance at it will tell us where the trouble is. Remember
that there is no trouble about getting all the money we need
to pay for guns and tanks. The trouble lies in the future,
especially in the threat of further inflation.

Just five figures will give the over-all picture for 1943.7

(In Billions)
(1) Expenses for war, estimated at $30
(2) Civilian goods and services 60
"Total gross national income T $140
(3) Federal taxes at 1942 rates $20
(4) Sales of bonds to the public
{old money) at 1942 rates 12
(5) New dollars to be borrowed from
the banks . 43
‘Total to meet war bill T $80
Increase in government debt (44-53) $60

6. Wendell 1. Willkie, One World, Simon and Schuster, 1943.

7. As this book goes to press it looks as if the ratio of taxes to war outlays
might be pushed up to 33 per cent, and that sales of bonds to the public
might also show a higher ratio. This will not affect the general principles we
are trying to establish.
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What is wrong with this picture? Plenty. Not nearly
enough of the war cost is being met by taxes, not nearly
enough by bond sales to the public, far too much by borrow-
ing from the banks. There appear to be 48 billion dollars of
potential inflation in the picture as it stands—though we shall
find some qualifications later. By contrast, look at the approx-
imate picture for Britain today, in percentages:

Percentage
Met by taxes® 50
Met by bond sales to public
{including forced savings) 25
Met by borrowings from the banks 25
Total war cost T 100

Can We Do as Well as Britain?

To do as well as Britain, we should have to double our
taxes and turn over $40 billions to the government instead of
$20 billions. We should have to increase public subscriptions
to bonds—with probably a forced savings plan to help us—
to $20 billions instead of the present $12 billions. In this
way bank borrowings could be reduced from $48 billions to
$20 billions. The five figures would then {ook like this:

(I» Billions)
(1) War expenses as before $80
(2) Civilian goods and services as before 60
Total gross national income ~ ~ $140
{3) ‘Taxes at revised rates $40
(4) Sales of bonds to public at
revised rates 20
(5) New dollars borrowed frombanks 20
Total to meet war bill T $50
Increase in government debt $40

_ 8. In New Zealand 67 per cent of war costs are met by taxes.
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In this picture the government debt increases by $40 bil-
lions instead of $60 billions, while the pressure for inflation
is greatly reduced. How great is the pressure? It is impossible
to set an exact figure, but we can venture a guess, based on
the original five figures for 1943.

The Inflationary Gap

If $80 billions of war expense and $60 billions of civilian
goods and services are paid for at current prices, it follows
that $140 billions will be received during the year by the
workets, farmers, the manufacturers and stockholders—in
short, the people of the United States. The people make the
goods and receive the wages, salaries, interest, profits, which
form the money outgo for the costs. They have in their
pockets the full amount to “buy the goods back” on the good
old potato principle. This, we remember, was one statement,
at least, on which all economists could agtree. The act of pro-
duction automatically creates the income to clear it.

The people take out of theit pockets $20 billions for fed-
eral taxes, $12 billions for buying bonds. That leaves $108
billions in the national pocket. Qut of this some oid debts
will be paid off, which is bound to result in liquidating a cer-
tain amount of bank loans, and will thus reduce bank money
in the system. Bank statements show that this is actually tak-
ing place. It will act as an offset to the 48 billions of new
dollars created by government borrowing. Also out of the
national pocket some money will be invested in civilian enter-
prises, some will be set aside as reserves by corporations, and
some will be hoarded.®

9, The New York Times, November 15, 1942, carried a story on the high
rate of hoarding in 1942,
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Assume for example that these payments out of the na-
tional pocket for retiring loans, for investing, for reserves
and for hoarding, amounted to $18 billions—a guess, but I
think a conservative one. Then $90 billions would be left in
the national pocket with which to buy civilian goods. But if
the civilian goods produced amounted to only $60 billions,
as assumed in the table, then there would be an “inflationary
gap,” or excess pressure, of $30 billions.

Some $90 billions of hot money may be trying to buy $60
‘billions of goods. Price ceilings are likely to be shattered
right and left. If they somehow hold, then black markets
appear in back streets, like speakeasies during Prohibition.
Time describes black markets in gasoline, sugar and tires.'®
“In New York City, OPA broke up a gascoupon pool that
sounded like the Al Capone days, including gangsters called
‘Red,” 'Lefty,” “The Mutt,” and ‘Bananas.” A Utica ring stole
8,450 B and C books, peddled them through a long chain of
racketeers, who kept hijacking each other.”” Black markets
in meat are a national problem as I write. The country will
be crawling with this kind of thing if we bave a lot more
money in our pockets than we can spend for the goods avml-
able at prices fixed by the OPA.

But if we can achieve the British ratio for paying war costs,
the inflation boiler rapidly loses its pressure. Pickings for
“Lefty” and “Bananas” become scarce. If we could drain off
from the national pocket $20 billions more in taxes, and $8
billions more in bonds, then the $30 billions of steam calcu-
lated above would drop to $2 billions—a negligible figure.
The Reichsbank claims it has reduced inflationary pressure
to zero. That is the challenge we have to meet.

10. December 21, 1942.
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Paying for the War in Utopia

In Utopia, when they have a wasr, they pay for it completely
out of current taxes, which eliminates both inflation and an
increase in national debt. If the annual cost is 80, then Utopi-
ans hand over 80 out of the 140 they receive during the year.
This leaves them 60 for food, clothing and shelter. But it
leaves them nothing to retire debts, nothing to invest or save
for any purpose. The political and administrative difficulties
of collecting the full cost of the war out of taxes could be
surmounted only in Utopia. In 1940, federal taxes totaled
about $6 billions. Could we raise them to $80 billions in
1943 ? We could not. But we have raised them to $20 billions,
and we could raise them to $40 billions. At least Britain,
Canada and Germany have achieved that ratio.

The Spendings Tax

There is no painless way to increase taxes, any more than
there is a painless way to win a military battle. But some
ways are better than others, fairer to more people. Treasury
officials have proposed a “spendings tax,” which they claim
is fairer to more people, and I am inclined to think that they
are right. The details of administration may be complicated,
but the principle is clear.

Each citizen figures out what he spends in a year for con-
sumers’ goods. Below a base line of subsistence—say $1,200
for a family—he pays no tax at all. Above that line he pays
taxes that amount to, say, 10 per cent of his consumer goods
spendings. Above a higher line, he pays, say, 20 per cent, and
so on up. The more ritzy he becomes, the higher the per-
centage he pays. The effect would be to induce all of us to
keep our spendings down to bedrock, and thus reduce the
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pressure for inflation. Yet everyone would be assured the
essentials of life, completely untaxed. This is a great advan-
tage over a general sales tax, which tends to “soak the poor.”

You do not have to stand on your head or wrap one foot
around the chandelier to understand the spendings tax, as
some Congressmen have alleged. You compute your own
spendings: your spendable assets at the beginning of the year
plus your year’s income and other cash receipts less savings
and investments as defined by the Treasury, equals your
spending for consumers’ goods subject to taxation. The tech-
nical details of administering the tax are the Treasury’s
headache. They propose to combine it with the income tax.

The major alternatives are either a general sales tax—
which hits the lower brackets hard—or stiffer rates and a
broader base on the present income tax. I think the spendings
tax is fairer than the current income tax, because it does not
soak citizens on that part of their income which they invest
in government bonds, in life insurance premiums, in paying
off debts, or in productive enterprises. It soaks them only if
they want to indulge in fancy standards of living.

Ezgi)ty Billions For Peace?

It is now proved that a modern nation can devote 60 per
cent or more of its energy to the wastes of war, still live frug-
ally on the remaining 40 per cent, and have no trouble about
finding the money. There will be trouble later on, however, if
the money is found by faulty methods. Nearly everyone who
can work has a job, and most of us feel that we have a real
place in the national economy, where before the war many
of us felt that we had none.

Suppose we let our imaginations roam for a minute, and
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consider a point in history where there is no more war. The
dreadful thing is done with. The 60 per cent of the national
effort which went for fighting and for bombers and TNT,
can now be turned to prefabricated houses, health ceaters,
private airplanes which land on a dime, cars with transparent
plastic tops, super highways, tesearch laboratories.™

A rise of some 50 per cent in living standards is indicated
at this imaginary point in history. Everyone has a job, as in
the war—though he works shorter hours. Everyone pays high
taxes, as in the war. The federal government passes back part
of the taxes for social security benefits, part for public works
valuable in their own right. But let us suppose that the largest
fraction of our taxes is distributed by the government to
every family, rich and poor, in the form of rationing stamps
for food, clothing, health, shelter—enough stamps to guar-
antee the essentials to every last person in the country. The
stamps are good at any store, good for rent ot its equivalent,
good for medical care of any kind. Citizens can choose what
they like within these four categories. Businessmen receiving
the stamps turn them back via their bank to the Treasury for
cash. The Treasury finds the cash from the taxes we have
paid. There is no borrowing at all.

Let us leave the speculation here, without any more details,
for it is another kind of point I want to make: We pay high
taxes, but instead of underwriting a war with them, we undet-
wtite our own security. Instead of howitzers we buy houses
with them. At the same time we provide businessmen with
a market nearly as vast as the war gives them, and far more
dependable.

11. Substantially the budget proposed by Henry J. Kaiser in his historic
speech before the National Association of Manufacturers, in December 1942.
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Paying for the Peace in Utopia

I am not now advocating such a plan. Probably I never
shall. It is simply 2 model to stretch our imaginations. It gives
us a glimpse of what the dollar circuit could do if we really
wanted to use it all out. The circuit operates to meet a similar
situation today, except that the market is largely for economic
waste. The imagined market would be for economic wealth,
and it could be met equally well, especially as it would not be
complicated with inflation or any increase in the public debt.
It would be a pay-as-you-go market, in which the circuit
would always be in balance. Dollars earned in the act of
production would roll into the national pocket, that is, the
people’s pockets. They would roll out of the national pocket
to the stores, and to the government as taxation. They roll
back from the government to the people, somewhat redis-
tributed in the form of stamps for the purchase of the essen-
tials of life for everybody.

The chief difficulty with any such plan is that it requires
new concepts about taxation. We are getting such concepts
now, to be sure, but we associate them with war sacrifices.
Could we extend them to sacrifices for the achievement of
full employment and all-ont production in peace?
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FACING THE NATIONAL DEBT

] LET US RETURN to the world
of 1943, and try to face squarely the matter of the national
debt. Inflation can be held down, if Congress has the courage,
by means of higher taxes, forced savings, adequate price and
wage controls, rationing. But the debt is growing by leaps and
bounds. It will continue to grow so long as we are short of
Utopia—that perfect land where all the war costs are cov-
ered by current taxes.

What is to be the end of this huge national war debt?

$250 Billions in 19467

On the basis of our 1943 estimates, shown in the table on
page 89, the debt will increase by some $60 billions." On
January 1, 1943, the total federal debt was just over $100 bil-
lions, so we can expect $160 by the end of the year. If by
1944 we can match the British tax ratio of 50 per cent of war
costs, we can hold the increase in debt to some $40 billions.
That makes $200 billions by the end of 1944. If the war lasts
through 1945, the total might not exceed $250 billions at the

1. For the fiscal year ending July 1, 1944, President Roosevelt, in his
message to Congress last January, estimated a deficit of $57 billions.
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end of that year. At an average rate of 2.5 per cent, this
would make the postwar interest burden $6.25 billions a
year—larger than the whole federal budget in 1929. On a 2
per cent basis the burden would be $5 billions a year.

Even more serious than the interest burden may be the in-
flationary effect of the new debt. How many new dollars will
be pumped into the system? For 1943 we estimated roughly
$30 billions (page 92), a dangerously high proportion. But
assuming again that we boost taxes and sales of bonds to the
public to the British ratios by 1944, then the new dollars
pumped in might be relatively negllg1ble Assume, for in-

stance, that five billions are injected in 1944, and an equal
number in 1945. That would give us on January 1, 1946,
40 billion more dollars in the system than we have today.

At that point we should have a choice of two courses: ac-
cept a higher price level after the war, or use taxes to retire
some of the dead weight debt and thus cancel out the new
dollars. My guess is that we shall accept the higher price level.
The London Economist guesses the same way:

It seems highly unlikely that after the end of this war we shall
revert to the cycles of inflation and deflation which characterised
the nineteenth, and the first four decades of the twentieth centuries,
The pull of a metallic standard . . . has probably ceased to operate
forever. . . . At the close of this war there will be ample inflationary
potential to carry further the gradual depreciation of money, and
in the immense tasks of reconstruction there will be more than ade-
quate material for harnessing that potential. On the other hand,
there will be no . . . conventional monetary criterion to urge us
on the road of contraction, retrenchment and deflation.

The monetary histary of the world provides . . . one long illustra-
tion of the safety valve of currency depreciation easing the load of
debt which othcrwise would have stifled all economic progress.
Given the rate at which national debts are piling up the world over,
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the need for such indirect alleviations of the real weight of debt
will be stronger at the end of this war than in any previous pericd in
history. The task will then be to cvolve practical methods of avoid-
ing the disasters to which an over-rapid decline in the value of money
has always given rise in the past.2

A little postwar inflation may be a good thing in so far as
it eases the load of debt. But a runaway inflation has always
produced disaster and will again unless it is prevented. There
is no doubt that a creeping inflation is in progress now and
will continue throughout the war.

On the Concept of Debt

I was born in New England of a2 sturdy middle-class fam-
ily, and all my life I have fought against getting into debt.
1t is an old New England heritage. Only twice have I been
in the toils of creditors, both times when I built a house. I
got out as fast as I could, at some cost to the living standards
of the family. Being in debt gives me a kind of claustropho-
bia. I do not even buy 2 cart on the installment plan, but insist
on waiting until I have accumulated enough numbers.

If anybody ought to quake at a national debt of two hun-
dred and fifty billions on D-Day, it should be I. But one
simple mental adjustment keeps my quaking at a minimum.
I bave learned not to identify the national debt with my per-
sonal debts. It is not something akin to a mortgage on my
house, but something with quite different characteristics. I
am so convinced of this that I can sleep soundly even on
nights when the debt is going up at $115,000 a minute.

Because two things have the same name, it does not follow
that their characteristics are identical. Hitler is a “man,”
Churchill is 2 “man'"; are their characteristics identical ? It is

2. April 19, 1941,
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really a problem in semantics. We should be able to think
more clearly if the national debt were called something else
—say the "national reserve.” If people think on the Aris-
totelian principle of “A is A,” “'a debt is a debt”; and that all
“debts” are bad, they are likely to lie awake worrying about
the mortgage from eleven to one A.M., and about the govern-
ment’s credit from one to three. The rest of the night they can
devote to worrying about the war debts of our Allies.

One needs only a preliminary course in semantics to break
this spurious identification of personal with public debt.
Debt, is not debt;, any more than Smith, is Smith,. Every
type of debt, like every type of man, has different character-
istics, and to say that “'a debt is a debt” and no more nonsense
about it, is as meaningless as to say that “snow is snow.”
Every skier knows than snow, is not snow,. His health de-
pends on this knowledge. He can do fine Christie turns on
powder snow, and fracture his leg trymg to do the same thing
on breakable crust.

A little semantic analysis is useful too in making one real-
ize that a given debt cannot be intelligently discussed by it-
self. It is only half the story. The other half is investment.
“Debt” has sad associations, “investment” pleasant ones; yet
they are bound together like Siamese twins. Thete can be no
debtor without a corresponding creditor. One does not borrow
from the gods, the stars or the mountains. One borrows from
some other human being, looking hopefully for a safe place
in which to invest his savings, or the savings of others left
in his care.

If nobody had any savings, nobody would make any invest-
ments. If nobody made any investments, we should enjoy a
debtless world. Our dollars get into the system mostly as a
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result of debt contracted by someone. Bankers are merchants
of debt—and by the same token, merchants of investment.
Most durable goods are sold “on time,” which means one
kind of a debt. Margin trading on the stock market would
be impossible without facilities for manufacturing debts
quickly and easily. Storekeepers could not carry their inven-
tories, farmers could not carty their crops, without borrowing
from time to time. Promoters could not organize new busi-
nesses without first going into debt. Governments could not
build roads or water systems, let alone fight wars, without
contracting debts—at least they never have.

The dollar circuit as such is innocent of debt and could
function as well without it as the potato economy did; but
our actual financial system is packed in every nook and cranny
with debt-investment. Capitalism can be defined as the profit-
able investment of capital—which means a debt for some-
body, unless the investment is in corporation stocks, or one’s
own business.

Thus when people who do not look like communists tell
me that we ought to get rid of debt, I stand amazed at such a
revolutionary proposal. They are saying in effect that they
want to abolish the capitalist system. No debts, no banks, no
bonds, no stock markets. Even the Russians have not gone to
such lengths. _

A financial system is of course conceivable on an “equity"
basis, where all investments are in common stocks, and there
are no long-term debts at all. Conceivably it might be a better
systern than what we have. Such a system was tentatively de-
scribed by Jerome Frank before the TNEC. But what a revo-
lution in thinking and behavior that would requite! It would
be far more drastic than changing our thoughts about tax-
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ation and idle rﬁoney. On the whole I am for it, but s0 am
I for Mzr. H. G. Wells’ World State. I do not expect either
for some little time.

Let us make a series of statements about the national debt,
in an attempt to get all the major characteristics in and so
understand it better.

Statement One

The national debt is at the same time an investment by
citizens. You have invested in it, I have invested in it, so have
your insurance companies, your savings bank, your regular
bank, your trust funds, your college endowment funds, your
charities. It is the place where our savings have chiefly gone
since 1929. On June 30, 1942, 38 per cent of it was held by
commercial banks, 17 per cent by purchasers of savings bonds,
17 per cent by life insurance companies and mutual savings
banks, 14 per cent by social security and other government
trust funds, the balance by miscellaneous organizations. 1f by
some miracle the debt were paid off tomorrow, we should
have such a stupendous pool of idle money in the system that
the government would be forced to open the subscription
books again lest the whole financial structure collapse. The
power of the farm bloc would be as nothing compared to the
pressure group which would arise if the government proposed
suddenly to liquidate its debt. Most creditors do not want it
paid off. Where would they find a safer place for their
money ?

Statement Two
If the national debt is all internal, as ours is, the nation can
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hardly go bankrupt. The American people are on both sides
of the balance sheet. Nations do not hand themselves over to
outsiders in settlement of internal debts. Indeed they do not
hand themselves over in settlement of external debts. I cannot
remember that we did any foreclosing on the assets of Brit-
ain, France and Italy when they defaulted on their war loans.
The idea of national bankruptcy in the modern world is a
verbal bugaboo. The only way a large nation can go bank-
supt today is to run out of men or materials. 1 should like to
quote the Finance Minister of Canada on this point:

How can we use such a term as bankrupting the nation to
describe 2 process under which this country {Canada] has doubled
its national income in three years, has wiped out unemployment, has
multiplied its production of many things, and learned many types
of new skills, has expanded and divessified its equipment, has mul-
tiplied its government revenue by more than four times, has enabled
millions of its citizens to acquire a nest cgg for the future, has
mobilized its full strength as a producing machine? . . . No country
goes bankrupt in that way.>

Statement Three

There is no compelling reason why an internal debt should
be paid off completely. In fact the United States is said to be
the only nation which has so far followed a policy of paying
off its debt in a substantial way. The British are still carrying
part of their internal debt from the Napoleonic wars. At cer-
tain times, when full employment has been reached and in-
flation threatens, it is advisable to retire some of the debt,
but if we retire too much of it, we run into the aforesaid in-
vestors, who want their savings in a safe 2 or 3 per cent secu-

3. J. L. Iisley. Speech reported in The New York Times, March 4, 1943.

4. Gaston Jeze, "Public Debt,” in the Encyclopaedia of the Social Sciencer,
Macmillan, 1933.
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ity. France even went so far as to issue rentes perpeixelles,
practically guaranteeing the thrifty Frenchmen who bought
them that their investment would never be disturbed.

Statement Four

If private long-term investment declines, public investment
must increase, or idle savings will cripple the system. This
is axiomatic in an economy such as ours. It works both ways:
if opportunities to invest in private debt or equities increase,
then the public debt can be retired to a like extent. The savers
have another outlet for their funds.

Statement Five

A national debt which is approximately twice the annual
national income can be borne without too much difficulty,
according to British experience. In 1936 the debt of the
United Kingdom was 224 per cent of the national income.?
On this basis, if we come out of the war with a national in-
come of $150 billions (at 1943 prices) and can manage to
hold it at that level, a debt of $300 billions could be
sustained. This outside figure, however, should include state
and city indebtedness for fair comparison with England.

Statement Six

The principal of the debt is a less important figure than
the interest charge. A debt of $300 billions at 2 per cent
would be no more difficult to bear than one of $100 billions
at 6 per cent. It is possible, and even respectable, to convert
a public debt to a lower rate of interest. The British did it

5. Paul W. Stewart and Rufus . Tucker, The National Debt and Govern-
ment Credis, Twentieth Century Fund, 1937, page 8; see also chart, page 99.
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with their consols in 1932, and there is no group in the world
so financially orthodox as the City of London. The long-term
interest rate has been declining for many years. If the gov-
ernment borrowed solely from its own central bank without
interest, there need be no interest burden at all.¢ There would
be amortization of the principal, and the fundamental pro-
hibition not to pump too many new dollars into the system
would still stand. The National Resources Planning Board
has said: “Should the day arrive when the carrying chasge
on the federal debt becomes oppressive, serious thought
should be given to the creation by our modern banking and
treasury institutions of non-interest-bearing debt.””

Statement Seven

The payment of interest by the government does not de-
crease the nation's purchasing power. True, the government
cannot spend this money, but those who receive the interest
can. If they do so, the dollar circuit is unaffected. If they
hoard it, however, the usual trouble results. For this reason
it is most desirable that the public debt be held by investors
from all classes of the population. War bonds should be dis-
tributed as widely as possible. If they land up in great blocks
in the safes of the well to do, then, as the Brookings Institu-
tion points out, the problem of idle money immediately arises.
There is also the danger of idle money in the case of savings
banks, life insurance companies, and other institutiona! hold-
ers of government securities.

‘Theoretically it is conceivable that those who get the in-
terest pay taxes to an equivalent amount. In such a case, the

6. As pointed out earlier this amounts to the same thing as printing new
money.
7. See also Jetry Voorhis, Oxt of Debt, Ont of Danger, 1943.
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interest “burden” is a pure bookkeeping charge. Mr. X re-
ceives $5,000 on his government bonds, and pays $5,000 in
income taxes. He could forget the interest he received, if the
government would forget the taxes. Practically, however, it
does not work out that way. The interest burden can have
serious effects on the internal distribution of income—for ex-
ample, if ownership of government debt becomes concen-
trated it creates a class of rentiers carried on the backs of the
productive members of society. But we must never forget that
the interest burden is not a financial loss to the nation as a
whole,

Statement Eight

Government debt per se is rz0# the cause of inflation. If the
economy is on part time, an increase in debt cannot cause
general inflation until full employment is reached. Then be-
ware! That is why increases in the debt today are inflationary,
while in 1934 they were not.

Statement Nine

Broadly speaking, there are three kinds of public debt:

Dead weight debt, for which no useful plant is built. This includes
outlays for war, for relief, or for current expenses.

Passive debt, for non-revenve-producing public works, such as
public buildings, parks, playgrounds, monuments like the Lincoln
Memorial,

Active debt, for tevenue-producing public works, such as toll
bridges, the TVA, water works, perpetual-yield forest projects.

How Sweden Balances the Budget
The Swedish government uses a form of federal budget
which gives validity to these important distinctions. It indi-
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cates what must be collected in taxes, to achieve a true bal-
ance. Self-liquidating projects in the active debt class are kept
outside the budget entirely, unless they show losses.

Projects in the passive debt are gradually amortized over
the life of the asset. Here in the United States, the govern-
ment, let us say, constructs a new Interior Building during
1940. The cost is $5 millions, and the 1940 budget takes the
full load as an expense for the year. But the building is good
for at least twenty-five years. The amortization charge, accord-
ingly, is $200,000. In Sweden that figure is all that would
get into the 1940 budget. But an equal amount gets into the
budget for 1941, 1942, and so on for twenty-five years.

A budget of the Swedish type is "balanced” when taxes
are large enough to cover all regular operating expenses, all
interest, and amortization on the passive debt. Such a budget
will inevitably go out of balance in deep depressions, but will
show a surplus in prosperous years. It should always balance
over a five- to ten-year period. It tells the nation exactly where
it stands financially—as the Swedish people have found to
their great advantage. It silences outcries about “balancing
the budget” based on emotion, ignorance and politics. It
makes it clear that new passive investments should not be un-
dertaken unless the government is willing to impose sufficient
taxes to cover the annual amortization. There is no magic
about the “double budget.”” In this country, however, it would
impose a financial responsibility on Congress and the Admin-
istration hitherto unknown.

A Balance Wheel
In times of depression, government debt in the modern econ-
omy has become an important stimulator of the dollar circuit,
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and a factor which helps to keep the debt-investment system
going. it was objected to in the past, and with good reason,
because money invested in public outlays absorbed capital
which could be more usefully employed in private enter-
prise. Now when private enterprise does not absorb all of
our national savings, we must either reduce the volume of
savings or find other outlets for them.

A public debt can be a useful instrument of public policy.
It can be used for either beneficent or destructive purposes.
In some countries it has been abused by irresponsible poli-
ticians to depreciate the currency, finance needless wars, build
useless public works, ruin the whole rentier class. It can be
used, as we have seen, to bring a part-time economy up to full
employment, to check inflation, to give investors a safe place
for their funds, to keep the dollar circuit turning over at the
necessary rate,

Once a depression gets under way, says Business Week®
businessmen have to curtail their operations. If things get
worse the state must step in “to save the profit system from
the strangulation of its own compulsions.” It may seem
strange to regard the public debt as a life raft for business,
but there is indisputable evidence in the history of the 1930’s
to support Business Week’s contention.

“If a democratic society,” says Hansen, “does not take bold
action to achieve full employment, including use of fiscal
policy to the extent necessary, our system of free enterprise
is doomed.”® Fortunately our public financiers must operate
in a goldfish bowl. The measure of their competence can be
found in a count of the unemployed. When the number of
unemployed is gaining, they are doing 2 bad job; when it is

8. August 16, 1941. 9. Harper's, April 1942,
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held to 2 minimum, they are doing a good one. They must be
ready to spend, ready to tax, ready to stop spending and pay
off the debt, as the count of the unemployed varies. If a de-
mocracy is unable to find leaders who can be held to such
vigorous action, its future is dark.

I believe that such leaders can be found. I believe that our
new schools of public administration are going to help de-
velop them. I believe that we do not bave to surrender de-
mocracy in order to operate a dollar circuit which does not
periodically break down. In the great winds of change which
are now upon us, young men to take up the challenge will
appear. Necessity is also the mother of leadership.

The editors of Fortune are sobered but not frightened by
the prospective burden. In the May 1943 issue they too face
the national debt: ‘

Administeation of a huge debt for decades to come will be an
inescapable necessity, And since it is now a well-established fact
that movement of the debt up or down has profound effects on the
level of economic activity, we look forward to seeing the powerful
instrument thus at our disposal used boldly. It must be used to
prevent either deflation and waste of productive resources, or infla-
tion and economic disruption, as the needs of any particular future
period may indicate. There will be risks, to be sure; but they will
be unavoidable in any case. We shall simply have to run them, but
we may feel quite certain that the risks of unemployment and de-
pression will be greater still.

The Final War Bill
A national debt of two to three hundred billions on D-Day
need not terrify us. Nor is it anything to be laughed off. Three

major readjustments must be made:
1. America must give up her proud and unique position as the
only nation without a large standing national debt. Any ideas about
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paying off 3300 b:llmns in short order must be quite finally laid
aside,

2, We must accept taxes high enough to cover the interest charges,
always remembermg that a large part of the taxes come from those
who receive a large pact of the interest.

3, We must use the tax structure and the' debt, if necessary, to
keep the national income high. If national income falls precipitately,
the debt will presently become unmanageable. Our economy is now
geared to a npational output in goods and setvices of around $150C
billions a year. We are like.a flying fortress which ‘must ‘maintain 2
given speed or crash.

We shall probably have to look forward to high tax rates
for many years after the war. Some reduction after D-Day
will make us feel better, but even then the rates will make
1940 look like Mt. Washington alongside of Everest.

Financial bankruptcy as a result of war outlays is quite
impossible. Can we therefore feel not too disturbed about the
cost of this war? About the financial cost I think we may. Bul
not about the physical cost. The real war bill is being paid in
other currency than dollars, and is being paid now. Much of
it will be paid in depleted natural resources. The last war lefi
the legacy of the dust bowl. This one may leave great areas
of eroded farmland, priceless forests stripped, mines and o
wells exhausted. We have little time now to think about this
physical bill.

Thete is still another bill, which we dare not think of toc
much—the cost in dead and disabled men. This will be the
highest bill of all. It makes the dollar cost seem trivial and

shadowy.
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‘WHEN WAR SPENDING STOPS

THE GUNS ARF SILENCED. The
tar-tlung armies ot America can come home, except for a
skeleton police force. War workers by the millions lay down
their tools.

A voice from Washington comes over the radio. It is cleared
‘through every station, beamed to every continent. It reaches
every army camp, and every American ship around the seven
seas:

You will hear many words of congratulations on your magnificent
achievements. The most eloquent words will be inadequate. At this
moment 1 think something more practical is on your minds.

You want to know how we can carry on. You want to know how
you can pick up the threads of normal life again. I will tell you.

We could print money and it would keep you going for a few
months. Then we could print some more, Before the first lot was
spent, however, you would be able to buy only half as much with
it. Soon it would be practically worthless—just so much stamped
wastepapet.

There is only one way to make 1t good. You yourselves must
make the things which you are going to buy. Unless you produce
them, the money is issued against nothing.

Businessmen can employ some of you right away, those whose
plants have not been converted to war. Go to your nearest United
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States Employment Burean for information. When other plants
are reconverted to peace, businessmen can employ millions more.

But you cannot wait for these jobs. So we have prepaced others
for you—useful public works and services. The authorities in your
own town and state will administer most of the work. Your draft
boards and ration boards will help. They will give you advice about
retraining programs, The largest project in your community is prob-
ably for building new houses. But there are many other projects,
calling for every type of skill. The federal government will arrange
for the financing. Taxes will not come down much, until the de-
mobilization is bridged. The national debt will be held in line.
Prices will not get out of hand. We still have war machinery to take
care of that. It is now a war against depression and unemployment.

You can win it, as you have won on the battiefield. But we must
all hold our ranks and our discipline. . . . No panic, no pushing,
no relaxing. This is perhaps the greatest test of our stamina as a
nation,

Your government, of whatever political party, hereby promises
to see to it that money is kept in circulation at a rate which results
in substantially full employment. If businessmen cannot do it all,
as they cannot today with their plants in process of conversion, we’
will supplement them, and go on doing it.

You have not fought this war for the privilege of selling apples
on street corners. Soldiers, you will have work. Businessmen, you
will have orders. Consumers—which means everyone—you will re-
ceive the essential goods you need. More and more goods as we hold
our ranks. Allies, you will continue to get food and necessary
supplies.

Courage, then, and we will see it through together!

Boom or Collapse?

Some such message from Uncle Sam will be in order on
Demobilization Day, with specific plans to back it.

In Chapter 2 we predicted that the American economy will
look like something from back of the moon when D-Day
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comes. This is not entirely a disturbing prospect. It implies
that our minds will be well-ventilated for change. The folk-
ways will be in flux, and we can face things, plan things,
execute things, which would not have been possible in 1940.
The great financial fears—soon to be discussed—will be
temporarily forgotten under the sheer pressure of events.
What are the prospects for achieving stability and then gen-
uine prosperity after the armistice ? Can the voice from Wash-
ington make good?

Most economists today are predicting a great boom when
peace arrives. They reason that citizens will have plenty of
money, and war bonds which they can cash, combined with
a huge shopping list of postponed purchases. Citizens, they
say, will descend upon the market to bid up prices for cars,
washing machines, coffee and silk stockings. Unemploy-
ment will develop later, when the buying spree has subsided.
These economists point to the inflationary boom after the last
war, followed by a slump to six million unemployed in 1921.

This prediction sounds logical, but I do not believe that it
covers all the pertinent factors. It is dangerous to draw con-
clusions based on the last war, where we got in only to our
knees, with 25 per cent of national effort involved. This time
we shall be up to our necks, with perhaps 70 per cent of the
national effort devoted to battle. Again, deferred demand for
consumers’ goods does not guarantee a boom. No matter how
much loose change citizens can lay their hands on, if they are
afraid of the futare they will hesitate to spend it. They will
save their money as a cushion for hard times. Businessmen
will not branch out if they are afraid. Fear of depression can
help bring depression by slowing down the spending rate. If
people are alarmed at the prospects for the long swing, they
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will not throw their money around much in the demobiliza-
tion period.

D-Day in 1918

The rosy picture of 1919, as a painless demobilization and
swift removal of government controls, does not quite square
with history. The demobilization of the armed forces, in-
cluding a $60 bonus for every soldier, required large govern-
ment expenditures. Many war projects wete completed after
the war ended. Fifteen hundred ships were delivered afrer
the Armistice, against 500 before it. Many contracts for
munitions could not be canceled, and damages were paid by
the government for a number of those that were canceled.

After November 11, 1918, we loaned two billion dollars
to our Allies, practically all of which was spent inside this
country. Treasury spending in 1919 was actually greater than
in 1917; in the early months of 1919 it was still running as
high as in 1918. Our excess of exports over imports reached
its high point in 1919—largely food and cotton going to cold
and hungry Europe. A large flow of private investment went
at once into new mass-production industries; and this, com-
bined with large government expenditures, cushioned the
demobilization period. As European fields and factories be-
gan to come back into production in 1920, our exports were
hit a terrific blow. The farmers’ boom collapsed—and stayed
collapsed for twenty years.

Production of automobiles for civilians was not cut by
government order until March 1918, and then only by 30
per cent. Other industrial cuts went into effect in September
1918, two months before Armistice Day. They were thus too
late to cause any material diversion of output to munitions.
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The industries affected included bicycles, heating appliances,
boilers, refrigeratots, sewing machines, stoves, tires, pianos.
Reduced staffs were held, ready to swing back as soon as
peace came, and they had not long to wait.

Reconversion After T his War

Today, on the contrary, many great industries have been
almost wholly converted to war—automobiles, refrigerators,
washing machines, metal furniture, vacuum cleaners, phono-
graphs, lighting fixtures, oil burners, typewriters, radios. A
friend of mine who produces radio equipment cannot get ma-
terials to make even replacement parts for civilian sets. It
will require a complete retooling job to reconvert most of
these industries. Retooling is a time-consuming process, and
calls for only a few skilled mechanics while it is going on.
Remember the minor depression while Ford retooled for
Model A in 1927. That job took him the better part of a year.
Some estimates for new automobile models after this war
have allowed for a conversion period of eighteen months.
Redvers Opie, economic adviser to the British Embassy, re-
ports that certain British industries now estimate that it may
take them three years to reconvert.! Recent estimates for the
United States, however, are more reassuring: radio, two to
three months; refrigerators and other major electrical appli-
ances, four to six months; automobiles, five to nine months.
After 2ll, conversion from war to peace should not take
longer than from peace to war,

Selling organizations today are being ruthlessly broken
up. Staffs for quick peacetime production are not being main-
tained as in 1918. Meanwhile the normal markets of 1940

1. The New York Times, February 26, 1943.
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have been torn to pieces by government price-fixing, ration-
ing, standardization, and above all by selling a converted out-
put to a single buyer, the government. Vast areas of business
relationships will have to be re-established from the ground
up, including the thorny question of what to do with war
plants built by the government and leased to private concerns.

Clifford J. Durr, of the Federal Communications Cominis-
sion, gives a striking picture of how war has twisted normal
business relationships. He told the annual meeting of the
American Economic Association in January 1943; -

We see in operation a new kind of profit system which is not
capitalism, and a new kind of private enterprise which is not based
on private initiative. It is a system in which the government provides
the capital and takes the finandial risk, while business is paid a man-
agement fee for the hire of its organization, and in which the manu-
facturer furnishes the technical skill, ingenuity and organizing abil-
ity. The government provides the market and says what and how
much is to be produced.

The whole element of risk, along with both the rewards
and the punishments attendant upon risk-taking, has been
largely banished for the duration. If the duration is long,
will businessmen have forgotten how to get out and scramble
for business? They are scrambling now to get out produc-
tion, and an excellent job they are doing. What will be their
psychological attitude—say in 1946—when they must turn
from making things to selling things?

The Problem of Expansion

The last war took place in an environment which was still
- tuned to expansion from natural causes. Population was in-
creasing rapidly; there was confidence in investment outlets;
many of the great monopolies of today were only in embryo;
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progress was believed to be inevitable. Progress was not in-
evitable, as we have since learned, but the belief was there.
Manufacturers were not much worried about excess capacity,
and nobody ever mentioned 2 “mature economy.”

The present environment, on the contrary, follows a decade
of depression and stagnation; a decade to which only the
disaster of war was able to bring full employment. Business-
men fought bitterly against expanding their plants in 1941
because of fear of too much capacity after the war. They is-
sued one solemn report after another saying that we had
enough steel capacity, railroad capacity, aluminum capacity,
power capacity, for every need. They have patriotically ex-
panded since then, but it would be premature to say that they
have stopped worrying.

While there may be a great new market in the field of light
metals and plastics, much of it will be a# the expense of older
materials, Aluminum, magnesium and plywood will replace
steel and copper in many articles. Such replacement is not
expansion but competition, and thus not all velvet by any
means.

Indeed, with many billions of dollars of new plant and
equipment added by war, it is hard to see the need for plant
expansion in many lines, beyond the necessary outlays for con-
version. If we end the war with a national income of $150
billions (at 1943 prices), that may mean at least $20 billions
of anaual savings. How will private industry be able im-
mediately to absorb any such sum?

The Psychology of Demand
Undoubtedly there will be a large postwar demand for
durable consumers’ goods, especially automobiles. But what
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if there are no such goods to be had until retooling is com-
plete? The demand alone cannot create much employment
until there are goods to buy. We may have an interval of
totally empty shelves for many products.

It is often assumed that the demand for goods is cumula-
tive; that we shall want all the stuff we have foregone during
the war. This assumption is untrue. Demand does not keep,
any more than fish. Reduced consumption of “soft” goods—
food and the like—is gone forever, while reduced consump-
tion of durable goods is no# mathematically cumulative. Take
your own experience. You used to buy a new car evety year,
let us say. Suppose the war lasts four years. Will you replace
your old car with four new ones? Hardly. The other three
are gone forever, together with the second cups of coffee you
would have liked but never got.

Again, suppose the automobile companies, in order to cut
the retooling period, take the canvas off their old dies and go
back to 1942 madels. There is talk of their doing just this. It
Jooks as if it would help the unemployment situation. Will
it? Will you buy a 1942 Ford in 1946, when you have long
since been sold on a brand new plastic job, 50-miles-to-the-
gallon? Or will you drive your old crate while it still has the
strength to run out of the garage? I am going to wait until I
can get one of those dream boats that I see in the four-color
ads. 1 think most Americans will wait too, even if it means a
year instead of four months. We shall be used to waiting by
1946. How far will this babit of waiting apply to other
durable goods, like refrigerators, radios, washing machines?

“Normalcy” Again?
As in 1919, we shall be called on for enormous exports to
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the rest of the world, and this will provide a market for the
food industries, and for various kinds of equipment and
drugs. These shipments will hardly be privately financed, but
will be a continuation of lend-lease. No hasty retreat to
“normalcy” is indicated here.

Ever since the war began, one committee after another has
been trying to do something about the little businessman.
Millions of tender words have been expended on his behalf.
But the committees make small progress. Day by day big
business gains at the expense of little business. The blunt
truth is that war production can be handled more easily
through big units. Harassed War Departiment executives are
going to deal with big units whenever and wherever they can.
Total war is not a respecter of worthy causes, whether they
be Federal Arts Projects or patriotic little businessmen. D-Day
will find the role of big business greatly expanded over 1940,
which means that the area of administered or rigid prices will
gain heavily as against the area of free competition. Small
business, furthermore, will have lost a great number of its
young, energetic men to the armed services—the men who
would otherwise be pushing ahead in competitive markets.

Our economy, accordingly, will come out of the war even
less flexible than it went in. If government controls are sev-
ered on D-Day and everything left to “'the market,” and if
we are right that this market will be stiff in the joints, should
we not fairly expect the adjustment to be exceptionally dif-
ficult?

If we are making $100 billions (at 1943 prices) of war
goods on D-Day, and $50 billions of civilian goods, and aim
to hold the national income at around $150 billions, the
shift is obviously gigantic. It will not be a shift of $100 bil-
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lions, because: much war production will continue, together
with lend-lease, while public works and services will fill some
of the gulf. We might, however, reverse the figures during
the demobilization period—ending with $100 billions of
civilian goods at 2 rough guess, and $50 billions for military,
lend-lease and public works outlays.

Ghost Towns

In the light of these more or less brutal considerations,
I find it difficult to anticipate a roaring boom at D-Day,
especially if all government controls are severed. It did not
happen that way even in 1919. We might indeed get some
roaring prices for those goods still on the shelves, but with
all controls abandoned we should certainly get wholesale un-
employment at the same time. The situation in war boom
areas, like Detroit, Seattle and Bridgeport, might become
revolutionary.

Michigan will confront the worst unemployment in its his-
tory, according to Governor Harry F. Kelly. That is saying a
good deal, for Detroit has had some shattering crises. It was
there that the bank closing spiral of 1932-1933 began. The
governor estimates that 400,000 people will be looking for
work as the automotive and aircraft industries go out of war
production.

In the war boom towns like Detroit there will simply not
be jobs enough even after retooling is complete: Innumerable
workers will have to get out of Detroit, and out of many
other areas. To date we have “no well developed mechanisms
to deal with geographical displacements, including the trans-
portation of workers and their families.”

2. A. F. Hinrichs in Sxrvey Graphic, May 1943. An excellent article on the
demobilization problem.
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W bat the People Want

The Ametican people seem to sense this critical situation.
The National Association of Manufacturers employed the
Psychological Corporation to conduct a survey on the ques-
tion.? The results were emphatic. "Ninety-two per cent of
persons representing all wage groups were in favor of im-
mediate planning for the postwar era rather than waiting until
the war is won. Six per cent were opposed, two per cent un-
decided. Sixty-one per cent were in favor of the immediate
preparation of a vast public works program; 24 per cent were
opposed, the balance undecided. But 80 per cent were op-
posed to government operation of private business.”

The people want plans developed now for full employ-
ment. They want the government to fill any gaps, but not to
take over private industry. There are bound to be gaps which
businessmen cannot fill. Such fissures have been open indeed
since the last war. Highway and school building accounted
for millions of jobs in the prosperous twenties, as we have
seen. Throughout the thirties, private business came nowhere
near employing all our people. Only by the most strenuous
wishful thinking can one believe that this record will be sud-
denly set aside on D-Day—particularly when we remember
the great increase in laborsaving methods which the war is
developing.

New Laborsaving Devices

I talked recently to a worker in one of our great industrial
companies, now converted 100 per cent to war. He is a mem-
ber of the enterprising labor-management committee which
the WPB has helped to establish in the plant. He is doing

3. The New York Times, February 14, 1943,
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everything he caa to stimulate production and win the war,
but being something of a philosopher he cannot help wonder-
mg whete it is all going to end up.

“Why, we're making improvements around this shop that
would knock your eye out! Thirty per cent increase in output
per man-hour on that bunch of lathes, 2¢ per cent in this
whole department. A brand new method for repairing dies,
invented by a worker—that redheaded guy over in the corner.
It's swell for winning the war. What is it going to do to em-
ployment around here when the war is over?”

“You tell me,” I said.

His lips closed in a grim line. “It's going to raise hell,
that's what it’s going to do. It may put half of us on the street
as compared with the same output before the war. But I'm
telling you, we’re not going to stay on the street. We're not
going to stand for another ten, twenty years of depression.
If the country can go all out for war and hire everybody, it
can go all out for peace. If industry can’t do the job, the
answer is public works, and I don’t mean raking leaves.”

Colonel Lewis Sanders, testifying before a Congressional
committee in February 1943, said that industrial engineers
have cut the production time on a medium bomber from
70,000 man-hours to 13,000, and on a 10,000-ton Liberty
cargo ship from 1,100,000 man-hours to 680,000. This gives
a hint of the revolution in laborsaving devices now under
way. A much broader hint is found in a report of the Depart-
ment of Commerce, issued in April 1943. Department sta-
tisticians calculate that if our output after the war is no great-
er than it was in 1940, there will be more than nineteen mil-
lion unemployed. They figure that the country will be in a
position to produce almost SO per cent more goods and ser-
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vices than in the best prewar years. Shail we be wise enough
to consume them without depending on war or disaster?

Postwar Timing

If D-Day comes by 1946, the physical structure of the
American economy should be the strongest in its history, as
we noted in Chapter 3. Plant, raw materials, skilled workers,
should be available for a vast increase in living standards.
But business-as-usual will be so changed and twisted by war,
that it looks as if only the most carefully planned program
would enable the strong physical structure to assert itself.
Simply to relax all controls and allow nature to take its
course, would appear to be an infallible recipe for calamity.

Citizens will have plenty of money available when the war
ends, but they will not spend it if they are afraid. They will
spend if they are assured of a margin of security, and a peace-
time job coming along in due course. This calls for timing as
carefully prepared as the program for landing our troops in
French Africa. The details will require exhaustive research,
but the timing might follow some such order as this:

1. Begin planning now, at once, for both the short swing and
long swing periods, Plan for two petiods of demobilization, after
fighting ends in Europe and in the Far East. Government men, busi-
nessmen, labor leaders, should work together on the programs. Atr-
range the terms for canceling war contracts, for stock piles, for
ships and aircraft for future use.

2. Give these plans reasonable publicity. Do not promise too
much, but start building up public confidence.

For the Short Swing
3. When the fighting stops, taper off war spending. At the same
time, initiate public works and a program of social security which
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guarantees all Americans a minimum living standard. Provide a
dismissal wage for war workers.

4. Hold the war controls against inflation, and hold tax rates at a
high level.

5. Help businessmen, technically and financially, to reconvert their
plants. Encourage them to tzke as much responsibility for employ-
ment as they can. Tax allowances may be in order. Offer smaller
firms a chance to buy some of the new government plants now op-
erated by large corporations.

6. Aim at full employment. As it is approached, taper off public
works, but hold social security. Taper off whatever war controls
have been retained for the emergency.

For the Long Swing

7. Extend social security. Promote higher living standards for
all. Inaugurate automatic controls for full employment on the prin-
ciples of a “compensatory economy”—shortly to be discussed. Seek
an international balance of exports and imports to supplant lend-
lease. The Santa Clavs role has its limits.

8. When stability seems assured, pay off some of the dead-
weight war debt.

Controls to Drop and to Hold

When the war ends we shall be tied up in more controls
than a jumper tangled in a parachute. If we cut the entire
network, we shall be quite free—to crash. Are there any
controls which can be safely cut or loosened to let us down
easier ?

I think that we could soon get rid of gas rationing, unless
tires were still unobtainable. That would give us a few deep
breaths and help the roadside industties. Sugar rationing will
be eased as the Caribbean opens to peacetime traffic.

House construction can begin, with controls relaxed on
metals, lumber, hardware, coal, power; but plumbing and
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heating fixtures may be delayed. Dimouts and blackouts will
end, and the long vigils of airplane spotters. Colleges and
schools can go back to normal semesters—though one won-
ders if the curriculum will ever be the same again.* Taxes on
luxuries can socon come down, and other nuisance taxes. Man-
power controls can be greatly eased. No more forced savings.
No more censorship. Installment credit restrictions can be
loosened.

What controls must stay? Primarily the financial ones.
Price fixing and rationing must be continued to guard against
inflation, to insure equality in the distribution of scarce essen-
tial goods, and to help war victims abroad. Rent controls
should stay until the housing program really opens up.

Contracts for war materials should be eased off, not severed
sharply. If they are for things which have peacetime uses—
such as ships, or foods or medicines—it might be sound policy
to complete the contracts.

Above all, the armed services must not be demobilized
faster than the community has the power to absorb them.
Undersecretaxy of War Robert P. Patterson has an important
suggestion in this connection:®

The War Department will help develop a method of reversing
the action of Selective Service. Through Selective Service the men
were brought to this job. When peace comes, it should bring the
job to them. That's the way to keep a firm social and economic

system. That's the way to dnscha:gc the obligation this nation is
under.,

4. How about offering men discharged from the armed services a technical
furlough, with full pay, until they finish college, if they desire to accept it?
This would not cover their college expenses, but would provide a helpfu)
scholarship. How much better than a cash bopus!

5. Speaking at Northwestern University, Chicago, January 24, 1943,
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A COMPENSATORY ECONOMY

WﬁLL, WHERE DOES THE MONEY
come from? Where did Russia, Italy, Japan, Germany get
the money for their vast military and building programs?
Where did Britain and America get it for their colossal war
outlays? They got most of it out of the labor of people and
machines hitherto underemployed. In the world after the
war, enormous quotas of labor and plant will be withdrawn
from lethal activities. They can be monetized again, as in the
war, but this time for the production of wealth.

Will these factories and workers be put to useful postwar
work? They certainly will be in Russia. They probably will
be in Britain, Canada, Australia. They can be hete. The Lon-
don Economist believes that the machinery to do the task is
already available in the financial structure. The Treasury, the
central bank, the commetcial banks, the methods for issuing
check money and currency, do not need to be revolutionized.
They only need to be aimed in the right direction, and
operated by men with intelligence and courage.

The real discovery of wartime is not that finance in itself is bum-

bug, but that finance is only a means to an end. The end is the dis-
tribution of the nation's income in such a way as, on the one hand,
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to secure a maximum output of goods and services from the physical
respurces available, and, on the other hand, to insure a minimum of
necessities for every individual and family in the community. . . .
The role of finance is merely to make certain, by its influence on
the distribution of the national income between different claimants,
that financial considerations are never an obstacle to programs which
are physically possible. . . . It should be possible to work out from
statistical knowledge of the real national income, and its optimum
distribution between investment and consumption, a policy of full
employment.!

It is not necessaty to go out and find some money in order
to put people to work; it is necessary to put people to work
in order that modern money can be placed in circulation.
William T. Foster put it neatly when he said: "Americans
did not ride around in 25 million automobiles because they
were prosperous—but were prosperous because they rode
around in 25 million automobiles.”

Power of a Nation

The question of where’s the money coming from has one
answer in the case of the individual, and quite a different
answer in the case of all individuals united in a nation. As in
the matter of debt, it is meaningless to identify the individual
with the nation as a whole. That kind of thinking leads into
a blind alley. If you have no money, you cannot buy that
beautiful new car. Period. But if you, and all your fellow
citizens, want to buy a beautiful new river development pro-
ject or a beautiful new war, there is nothing to stop you from
doing so. What you can “afford” moves into an entirely new
dimension.

1. Leading editorial, "The Financial Instrument,” London Economist, De-
cember 19, 1942,
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In your collective capacity you can put men and machines
hitherto idle to work. When this pool is exhausted, you can
transfer man power from making cats to making tanks. You
can issue claim checks for the new war production, and then
tax them back or borrow them back in a closed circuit—as
we noted in Chapter 9. You can buy your war and its costly
equipment right up to the limit of the nation’s man power,
machine-hours and materials. There will be no difficulty about
the money—as there is none today in any belligerent nation.

A rough analogy for the individual would be a situation
where you wanted a car, had no money, but had some time
to spare. By working in that spare time your labor could be
monetized and presently you would have the cash to buy the
car. Actually you cannot often do this because of the lack of
infallible opportunities for spare time jobs, particularly if
there is much unemployment about. But a nation acting
through its government always can. It makes the new jobs
through its orders for guns, bombers and machine tools, irre-
spective of “market” conditions. The more unemployment
there is about, the more jobs it can make. The money follows
the work, and the taxes follow the money.

Except for our fears and financial traditions, the same
formula can be followed in peacetime. The orders then, how-
ever, are for highways, schools and Grand Coulees, or for
food, shelter and clothing purchased by those who receive so-
cial security benefits. So long as there is slack in the economy,
you and your fellow citizens acting through your government
can always take it up, by expanding the orders on industry in
peace or in war. But you must take it up deliberately and with
forethought. The slack will not take itself up in any world
that we can now see ahead of us.
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Four Roads to Full Employment

Theoretically, full employment can be achieved in four
ways: -

1. By a completely rationed economy in which citizens are assigned
to work, as in an army, and then go to the mess hall and get their
supplies. Money is not used at all.

2. By a completely socialized economy where the state owns all
the industrial and agricultural plant, and appoints managers to
operate it. Money is used, consumers have some free choices, but the
government runs everything, and free enterprise disappears.

3. By a mixed or compensatory economy, where- businessmen
largely own and operate the means of production, but where the
government underwrites full employment by its control of existing
financial machinery—as the Economist suggests.

4. By a free competitive economy, where savings are so, promptly
invested that the dollar circuit is always closed, and plant and labor
resources are always fully used. This condition was approached by
some countries for certain periods in the nineteenth century, but for
the last generation every nation has been getting farther away from it.
It is unworkable if opportunities for investment fail to keep pace
with savings. It is uavorkable if prices are taken out of the free
market and controlled by corporate groups, monopolies, trade asso-
ciations, or labor unions. Both things have happened since 1914, in
such a big way that only the most starry-eyed dreamer can look for
the complete re-establishment of free competition. It is like looking
for the re-establishment of the medieval guilds.?

In poll after poll the American people have rejected by
large majorities various proposals for rationed and socialized
economies, and in poll after poll they have demanded, by
even larger majorities, full employment after the war? 1f
full employment is denied them, their opposition to more
radical proposals is likely to wither rapidly. Some very

2. Radical theorists who called themselves Guild Socialists used to dream

zbout this in the 1920's,
3. See article by Elmo Roper, Survey Graphic, May 1943.
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radical methods indeed won popular acceptance in Europe.
People in the mass are not interested in theories, they are in-
terested in results. They prefer bread and work, whatever the
social theory, to no bread on the loftiest ideological grounds.

Principles of a Compensatory Economy

A compensatory economy—method number 3 above—of-
fers a working compromise between “present principles” and
totalitarian rigors. The state is the underwriter, not the oper-
ator. Foriune, in its Supplement of December 1942, develops
the thesis that the choice is no longer between free competi-
tion and more or less rigorous forms of state control, but be--
tween the state as financial underwriter and the state as pro-
duction manager; between planning at strategic points and
an all-out planned economy. With the state as underwriter, a
large area of free enterprise can be maintained, perhaps ex-
panded. Forzune bows to the compulsions of history: ““Today
the government s governing an industrial society, and the
condition of private industry must be one of its primary
concerns.

We can recognize four basic principles in a compensatory
economy:

First, businessmen should carry the maximum possible load
of production and distribution, so long as the output is sound,
in demand, and able to pay its way.

Second, the federal government, in co-operation with local
governments and local groups, undertakes to fill any serious
gaps in employment left vacant by ordinary business activity.
This is done chiefly by financing local projects, not by direct
federal construction. Taxation and government investment
are the primary levers.
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Third, the federal government insures national minimum
standards, by social security legislation, and by public works
and services in the fields of health, housing, nutrition, educa-
tion.

Fourth, government benefits should be extended pritnarily
to citizens as consumers, rather than to producer groups. Sub-
sidies to keep inefficient businesses afloat—no matter how
small and pathetic they may seem, subsidies to farm blocs,
subsidies to labor organizations, are not contemplated in this
plan. Subsidies to children, mothers, old people, sick people,
people temporarily unemployed, are. This principle will un-
doubtedly be assailed by pressure groups, but I am nailing it
to the masthead right here. Says E. H. Carr:

The housing subsidies of the past brought prosperity to the
building trade . . . the distribution of cheap milk assures the milk
producer of a regular market. In short, to subsidize consumption is
almost always the soundest way of helping production.

Consumers First

Dr. J. Frederic Dewhurst, Economist of the Twentieth Cen-
tury Fund, reinforces the point.’ He is against producers’
subsidies, because he feels that they destroy the benefits of
competition. If consumers have adequate purchasing power
they cteate a market for which producers can compete. If the
product is too dear, or of poor quality, producers must im-
prove it or be eliminated. But the individual producer, being
also a consumer, would be protected in a compensatory econ-
omy against the loss of the necessities of life for himself and
his family. He cannot fall into the cellar, but only to the
ground floor, from which he can try again.

4. E. H. Carr, Conditions of Peace, Macmillan, 1942,
5. In conversations with the author.
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Dr. Dewhurst is suspicious of subsidies given to producers’
organizations just to keep them alive or to “make work.” Let
them die and let their promoters get into something which is
really wanted. If the war is to develop light metals for con-
sumers, should the nation subsidize the steel industry at its
old rate of production? It should not. It did not subsidize
carriage makers when the automobile came in. A monopoly
is often a scheme to subsidize an industry to perpetuity and
keep out competitors who have cheaper, better products. Pro-
ducers should be kept on their toes or they should be wiped
out, says Dr. Dewhurst. Stuffing them with sugar is bad for
the economy and bad for them. It is up to free enterprisers to
show some enterprise. Some subsidies to producers may be
necessary in the demobilization period, but not for the long-
swing reconstruction.

A Measuring Rod

The first technique needed to carry out the principles of a
compensatory economy is a way of measuring its health and
well-being. The simplest measuring rod is one suggested
earliect—a count of the unemployed. The United States has
never done this completely and regularly, but other nations
have, including Britain, Germany and Sweden. A nonpolitical
research staff, perhaps in some university, should be empow-
ered to give the government and the people careful monthly
figures on those seeking work.

A statistical measure of this kind, combined with routine
controls which would operate automatically when the figures
reach a given level, would afford real protection against po-
litical abuses. Its action would not be political, but would be
similar to the thermostat control on your furnace, or to the
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chemical controls which keep the human body in delicate
equilibrium.

Dr. Cannon of Harvard, a distinguished physiologist, has
described these automatic chemical controls, and pointed out
how something of the sort might be devised for social sitn-
ations, if and when scientific intelligence comes to be applied
to economic matters. "It is noteworthy,” he writes, “that in
the bodily organism such powers as storing or releasing ma-
terial reserves, hastening or checking continuous processes,
are exercised not by the cerebral cortex . . . but by lower cen-
ters of the brain which work in an automatic manner when
approptiate signals call them to act.”

Having established a count of the unemployed, the govern-
ment should install the routine controls. It should set a stand-
ard, close to full capacity, below which employment should
never be permitted to fall. The figure for unemployment
would probably be somewhere between two and three million
persons. In 1929, we had perhaps two million in the “fric-
tional” class, moving from job to job. The measuring rod of
unemployment would tell the people regularly how well the
dollar circuit is performing, and when the government should
step in—or out. No political oratory could obscure the figure.

Another useful yardstick would be the rate of spending for
consumers’ goods. Say the optimum rate—that at which re-
sources are fully employed—is $10 billions of consumer
spending a month, When the index drops to $9 billions, ac-
tion should at once be taken to increase it. If it rises to $11
billions, action in the reverse direction would be in otder, to
avert inflation. At present we have no reliable figures for the
rate of spending,

6. Walter B, Caanon, The Wisdom of the Body, Norton, 1932,
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The Taxation Lever

The purpose of these yardsticks or thermostats is to keep
the dollar circuit turning at an even rate. Idle money must
not impede the flow; hot money must not speed it up. How
can the rate be controlled? Chiefly through the federal tax
structure.

I do not propose, with my present knowledge, or in the
present space, to prepare a blueprint of a tax machine which
will meet all requirements. As I write, the country is con-
vulsed with its efforts to produce a satisfactory tax to finance
the war. What the post-armistice tax model will look like
I do not know—except that it will be detived directly from
war experience. Modern inventions do not spring fully armed
from the head of Jove; they stand on one another’s shoulders.

All T propose to do in this book is to speculate about
various tax models, either in operation or around the corner,
and to insist as forcefully as I can that a compensatory econ-
omy tequires a flexible and efficient tax engine to make it go.
By means of such an engine, idle money can be kept from
accumulating in the systern. By means of it social security
benefits are paid for, and public works financed—unless they
pay their own way, like a toll bridge. By means of it an in-
flationary boom can be stopped in its tracks, the national debt
can be kept within bounds, the budget balanced over reason-
able periods, and businessmen assured of dependable markets.

Our tax structure to date, 1943, has not been designed at
all; it is a rickety, creaking hulk. It should be remodeled and
streamlined from stem to stern. First, the tax system should
be based squarely on ability to pay; second, it should be
simplified—pethaps to the extent of one collecting agency
for the nation, which then distributes the proceeds to federal,
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state and local governments according to percentages fixed
by law. The forms themselves should be simplified, at least
to the point where it does not take a firm of C.P.A.’s to under-
stand them,

Many students believe that the income tax is the fairest
method of promoting the public policies we have in mind.
It is superbly fair in that if you have no income you pay no
tax—in contrast with sales taxes which can take away the es-
sentials of life from the poor, and property taxes which you
are supposed to pay even if you have no income. Taxes on
inheritances are also fair in principle, and socially useful in
breaking up swollen fortunes.

An income tax will be paid by at least forty million Ameri-
cans in 1943. Before the war four million was the maximum.
This broadening of the tax base will be of inestimable value
in postwar finance. The man on the street will get used to it,
as he has in England. Hitherto Congress has been cowardly
in laying direct taxation. “Fearing to face the realities of the
personal income tax, we pick up pennies out of drug stores,
and nickels at the door of movies.””

A Tax on ldle Money

A graduated income tax, with higher rates in the upper
brackets, is one way to keep money moving. It may not, how-
ever, be the best way. Certainly it tends to discourage venture
capital, and puts a premium on investment in tax-exempt
securities. What other methods- should be considered? The
government might collect a direct tax on money, to make it
move. Various students in the last quarter century have ad-
vocated such a direct tax, in one form or another. Among

7. David Cushman Coyle, Roads 10 a New America, Little, Brown, 1938.
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them are Arthur Dahlberg, Irving Fisher, Silvio Gesell, Ralph
W. Manuel, C. William Hazelett, and many others. Mr.
Dahlberg has explained the need for taxing money directly.
He says:?®

Sooner or later we must boldly face the question whether society
can function within limits which people tolerate when it maintains
rules which

(1) enable money savings to be made predominantly by those
people whose personal needs do not induce them to disburse the
savings;

(2) then permit hoarding privileges to the bolders of money
which enable them to defer their disbursements indefinitely; and

(3) automatically generate depression and hardship if the money
savings are disbursed more slowly than they are received.

Our present rules seem oot to constitute 2 well-integrated machine.

Indeed they do not, as this book keeps saying from many
angles. The machine gets clogged with cash, the way spring
mud in Russia clogs 2 tank. Mr. Dahlberg proposes a de-
clogging device which would make it unprofitable and un-
comfortable to accumulate large idle bank accounts. He pro-
poses a federal tax on bank deposits, together with an in-
genious plan to prevent their flight into currency when the
tax date comes around. The State of Illinois now collects a tax
on deposits once a year, but the depositor can easily evade it
by transferring his account temporarily to another bank out-
side the state. Only a nation-wide federal tax could prevent
this.

M. Dahlberg would collect a federal tax on demand bank
deposits which show an average monthly balance of $5,000
ot more. In order to break us in to the idea without too much
pain, he would begin slowly, then gradually increase the

8. TNEC Monograph Neo. 25.
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rate, from say one per cent the first year to a maximum of
perhaps 4 per cent. The rate would be set at the figure which
made the money move.

If you had $10,000 in the bank cooling its heels, and were
faced with a tax of $300 or $400 on it, what would you do?
You would spend or invest enough of it to bring the balance
below the taxable level; in this case you would hustle around
to spend or invest at least §5,000. Mr. Dahlberg believes that
the tax would force hoarded money into three channels:

1. To the capital goods industries on lower terms than before.
This would stimulate businessmen to expand their plant.

2. To the durable goods field, again at such low terms “that al-
most unlimited housing activity, for example, would result.”

3. To consumers for instaliment purchases. You could get a car

or a refrigerator on time for less money, and the standard of living
of consumer-borrowers could be substantially raised.

In brief, "from the social point of view, a tax on money
would simply impel people into demanding goods, into pro-
ducing goods, and into creating and obtaining new dollars
which correspond to the new goods.” Mr. Dahlberg believes
that he has developed a foolproof social invention, and vari-
ous experts agree with him. This is not the place either to
advocate the plan or to describe its various complicated de-
tails. You can find them in the TNEC monograph quoted
above. Here we are simply looking at ideas for taxing idle
money into active motion. Sooner or later one of these ideas
is going to hit Congress and the nation with as much urgency
and excitement as the Ruml plan for tax reform hit us in the
spring of 1943.

If you are dubious about Mr. Dahlberg’s proposal, Profes-
sor Irving Fisher can give you another one with a similar ob-
jective, based not on outright taxes but on money which de-
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preciates through time, The longer you hold it, the less its
value becomes.?

If you are dubious about dated money—and I confess that
I am—Ilet us take a look at C. William Hazelett's “incentive
taxation.” Mr. Hazelett is a distinguished inventor with many
industrial developments to his credit. Lately he has been giv-
- ing most of his time to a social invention for taxing idle
money. He believes, rightly I think, that until we bring our
financial system up to date, the outlook for mechanical inven-
tors is precarious.*

In testimony before the Senate Finance Committee in
Auvgust 1942, Mr. Hazelett summarized the 1942 revenue
bill in these unkind words: “You have in a 320-page docu-
ment the most complicated and controversial tax bill in his-
tory. It will bring no fraction of the revenue required, It will
penalize and restrict production, which will determine the
outcome of the war.”

The Senators asked what he had to offer as an alternative.
He gave it to them in 2 one-page tax bill which he declared
could “bring all the revenue that can be collected, which will
stimulate instead of restrict production, and which will be
acceptable to your constituents as entirely just.”

The bill first imposed a tax on idle money. "All individuals
and corporations having average cash balances in excess of
$300, shall pay two per cent of said balance for each turnover
less than 8. If turnover exceeds 8 per year, the tax is nothing.”
Cash balances include both currency and bank money. The
second part of the bill proposed a tax on spendings.

Unless the taxpayer keeps his money turning over fast

9. See his book Stamp Scrip, Adelphi, New York, 1933,
10. See Mr. Hazelett's book, A Dynamic Capitalism, Harper, 1943,
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enough, Mr. Hazelett wants him to be taxed smartly and pro-
gressively. The slower the cash balance moves, the heavier
the tax. “Moving” is defined as any kind of spending, or in-
vestment or contribution, which puts people to work—buying
food, building a house, subscribing for war bonds, investing
in a new oil field, writing a check to the Red Cross.

The tax would apply to corporations as well as to indi-
viduals, and is indeed proposed as the on/y federal tax on
corporations. Mr. Hazelett's idea is that when a company puts
its money promptly to work by raising wages, enlarging the
plant or declaring dividends, it should pay no tax at all. But
whenever it rolls up a fat corporate surplus, it will have the
daylights taxed out of it. . . . Think about this for a moment
in the light of what we have found out about modern money,
and you will recover from your surprise. If a corporation con-
tinuously returns its income to the spending stream, the dol-
lar circuit is closed to that extent. If profits are high and
dividends lush, then the individual who receives them is of
course subject to the idle money tax. He must promptly spend
or invest his dividends, or he will get the daylights taxed out
of him.

The minute you hoard, down comes the guillotine! Will
the plan work? I do not know. After an experimental period
to shake out the bugs, it might. The turnover rate would have
to be most carefully set, together with exact definitions of
what constitutes spending and investment. Methods for
camouflaging cash balances and beating the tax would have
to be hammered out by experience—the way Milo Perkins
hammered out the vatious tricks people thought of for get-
ting around the food stamp plan.

Taxes on idle money, as proposed by Mr. Hazelett and Mr.
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Dahlberg, are-based on the assumption that money is a device,
a means to an end, and that if men are going to use it they
must respect its rules and keep the numbers moving. These
plans also put a premium on venture capital for new enter-
prises. The premium has long been in reverse, forcing cap-
ital to be cautious and frigid. Under a different tax plan
people might begin to take risks again the way they did in
the nineteenth century. But we must not forget that the range
of those chances will hardly be so wide in 1950 as it was in
1850.

It is important to consider whether a given new tax would
be flexible enough to apply to periods of inflation as well as
deflation. In general, a tax on idle money would seem more
useful as a stimulant against depression, while 2 spendings
tax (see page 93) might act as a sedative to quiet an over-
active boom,

The tax lever in one form or another is absolutely cardinal
in the compensatory system. It is the prime regulator of the
dollar circuit, which in turn governs the businessman’s pros-
perity or bankruptcy. We are here faced, however, with a seri-
ous psychological adjustment, as we noted earlier. Americans
traditionally regard taxes as a burden and a waste, if not an
outrage. But if they want a compensatory economy and not
something much more radical, they will have to change their
ideas and begin to think about taxes the way they have been
taught to think about insurance. You pay now in order to
avoid calamity later.

1 do not know whether Americans can gwe up the man-in-
the-basrel idea, and accept the insurance idea about federal
taxes. It is going to be a difficult transition at best. The car-
toon boys have done their work well. What I paid to the Col-
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lector of Internal Revenue on March 15th last, while far less
than the price of one tank, would have been just cause for
mounting the barricades a few years ago. I paid it, torn be-
tween horror and pride, as a contribution towards the defeat
of the Axis. Will I pay as much, if necessdry, towards the de-
feat of unemployment and social collapse when the war is
aver? I hope I shall have enough fortitude when the tige
comes.

Here is obviously another of those critical changes in out-
look which Mr. Lippmann calls for. We are getting new
thoughts about taxes now, staggering new thoughts. We must
go on having them and getting used to them, little men as
well as big. We clearly cannot hope to get through the de-
mobilization period without new thoughts about taxes. We
must have them for the stable and prosperous economy which

lies beyond.



13
FULL EMPLOYMENT

W/HEN CHILDREN ate shut up
with nothing to do for any length of time, they are quite
likely to start pulling the house down. When grown men and
women are long deprived of useful work for their hands and
minds, they are likely—if there are enough of them—to start
pulling down the social order in which they live.

Chronic unemployment is not merely a question of labor
wasted, production lost, relief measures, physical suffering,
but of something even more fundamental. It is the question
whether a biological specimen called man, with a nervous
system designed for physical action, and a mind needing the
respect of his fellows, can help running amuck when both
these satisfactions are long denied him.

A "job” may or may not satisfy these timeless demands.
Jobs are comparatively recent in the biological history of
man. For most of his existence on this planet, he has been
on nobody's payroll. He has worked for his livelihood on the
natural environment about him in forest and field and sea,
and always in relation to a tribe or group of which he has
been an indissoluble member. It is a human instinct to crave
the respect of that group; to want to belong and have one’s
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place in it. Today, as an industrial hand, a man has lost the
sense of personal responsibility for finding his food. He finds
instead a piece of paper on payday, and exchanges that for
things to eat and wear and live in.

At best, Station 14 on the assembly line is an indifferent
substitute for the biological inheritance of man. But when
even that collapses, and a man has nothing to do but pound
the streets or sit waiting for nothing, then he might as well
be dead. Nature, under the conditions of this earth, has no
further use for him. If he turns on the gas with his last
quarter, who can blame him? If he turns to a Hitler or a
Huey Long to save himn from this living death, who can blame
him? Only people who know little of biology or psychology,
and who have very limited imaginations, can blame him. Such
people always can be recognized when they begin to raise
their voices about bums and loafers.

Chronic unemployment is not amenable to casework meth-
ods. It is a sign of a profound social disease, a kind of can-
cer eating away at the foundations of the human community,
as if the cells of the body politic were running wild, losing
their order and structure. Temporary unemployment, like the
care of the injured, can be handled by private charity, public
relief, or some scheme of workmen's compensation—accord-
ing to the enlightenment of the industrial civilization in
which it occuts. When, however, a great mass of the able-
bodied population is out of work for years on end with no
hope in sight, the situation passes beyond any remedy by
handouts or doles.

W hat Do We Mean by Full Employmens?
If there are 60,000,000 Americans after the war who need
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work to support themselves and their families, full employ-
ment as I understand it does not necessarily contemplate put-
ting every last one of them to work on Monday morning.
First, we must deduct the “unemployables,” those so handi-
capped physically or mentally that they cannot contribute a
.fair day's work for a fair day’s pay. There may be a million
such persons in the United States today. Many of them can
do some work and are eager to, but if they and their families
are to subsist on even a minimum level, a subsidy is inevitable.
Second, we must deduct “frictional unemployment,” the
quota temporarily idle because of business vicissitudes or
shifting from one job to another, or because of the seasonal
nature of their work, as in food canneries. In a work force
of 60,000,000, a million or more would certainly be without
employment at any given moment from frictional causes.
. In 1929, before the crash, out of a working force of some
48,000,000, it was estimated that 2,000,000 were either un-
employable or frictionally unemployed.

W hat We Mean by Mass Unemployment

By the early months of 1933 there were from 13,000,000
to 15,000,000 unemployed, close to one worker out of three.
Millions more were on part time, with a job but not a living
wage. It has been estimated that the idleness of the decade of
the 1930’s cost this nation 100,000,000 man-years of work.
This is an appalling economic waste, yet it is less wasteful
than the erosion of the human spirit which that dreadful
decade entailed. In addition to those who were actually out
of work, perhaps twice their number were haunted with the
thought: “How long before I, too, become an outcast?”
There was a time in 1933 when nine out of ten of the car-
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penters, painters, architects, engineers, masons, in the con-
struction industry had nothing to do. Yet foolish people were
still at large announcing that any worthy man who wanted
work could find it, and implying that these architects and
masons were moral delinquents.

Today, in 1943, not only are we back, to 1929 levels, but
an ominous shortage of man power is rapidly developing.
Hours of work are being extended. Women are leaving their
homes to work in factories and shops. Schoolboys are out
helping farmers. Men who had retired from business are back
at their desks. Most Americans have recovered function and
status. They can hold their heads up for they belong to the
community again. They have work for their hands, and the
respect of their fellows. The 4,000,000 young men who in
1940 had no work and were not in school, are fighting on 2
score of fronts. But we must not forget that this was not
the result of natural economic recovery. It took a war and
$300,000,000,000 of government orders to achieve it.

Nor should we forget that when the opportunity for work
came, the millions of our citizens on public relief seized it
eagerly. The late William Hodson, commissioner of welfare
in New York City, drove this point home:

Families prefer jobs with decent wages to public assistance. The
fear that relief would pauperize the population and destroy work
habits bas been dissolved by events. There could not have been the
enormous teduction in the relief caseload unless there was a willing-
ness to work as job opportunities became available. . . . There is no
unemployment today because the government needs every able-
bodied man and woman for service either in the armed forces or as
workers in industries providing the weapons.! '

1. Quoted from Mr, Hodson's report to Mayor LaGuardia oo January 14,
1943, Swryey Midmonibly, February 1943,
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M. Hodsbn had some millions of peopte on his relief rolls
during the past ten years. In the middle of the depression he
told me that the congenital “won't works” might number
5 per cent—one in twenty. Perhaps he would have reduced
that figure when the caseload went down. At all events, his
statement is an eloquent refutation of the bums-and-loafers
school of thought.

Public Credit

In 1932, with the economic temperature close to zero, pull-
ing tax levers would not have availed us much in the fight
against mass unemployment. It could have warmed up some
idle money, but not enough for real recovery. We were too
far down. People were too frightened to spend or invest free-
ly, and heavy taxes would have frightened them still more.
The only recovery engine at the time was deficit spending by
the federal government, with a vigorous use of the national
debt to speed up the dollar circuit. -

In a compensatory economy with a wide field for private
enterprise, there will probably be times when the dollar cir-
cuit breaks open, and something more than tax adjustments
will be required to close it. Consider, for instance, the finan-
cial upheaval implicit in a great shift from automobiles to
helicopters as the favorite vehicle for family transportation;
consider the shocks as handicraft house construction gives
way to prefabrication in the factory, w1th consequent dis-
placement of men and markets.

For these jars and shocks of advancing technology the gov-
ernment should be ready with public works or other programs
to absorb the people thrown out of employment. The credit
machine ought to be coupled to the tax machine for as long
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as the emergency lasts. There are three chief ways to obtain
public credit:

First, the government can borrow from the banks, increas-
ing the dollars in the system.

Second, it can borrow dollars already in the system from
the public. '

Third, it can create new dollars via its own central bank,
and loan them for work-ptoducing enterprises, without inter-
est, on a strictly self-liquidating basis.

The first method is always to be avoided unless the emer-
gency is very severe, as in 1932. Long pursued, such deficit
financing leads to inflation. The second method avoids the
danger of inflation, but of course increases the public debt.
For fighting unemployment in the demobilization period, this
method is far preferable to borrowing from the banks. The
public will have plenty of money, as we have seen, and not
many opportunities to spend it until normal markets are
opened again and industry has finished retooling. Why not
lend some of it to the government to finance public works?
If some plan of forced savings is in effect on D-Day, and one
probably will be, it might be wise to hold it through the de-
mobilization period. Thus the government, in the war against
depression, could obtain its funds without resorting to bank
loans or ballyhoo campaigns.

The third method, of non-interest-bearing revolving funds,
has been argued persuasively by many students of finance, but
to my knowledge it has never been really tested. It is one of
those inventions which, like a tax on idle money, are prob-
ably on the cards.? The government would create new dollars
through its own bank, thus saving the interest paid to com-

2. See Arthur C. Holden, Money in Motion, Harper, 1940.
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mercial banks. This money is then loaned to cities, states,
conservation districts, housing authorities, which have pre-
pared careful blueprints for essential public works. It is
Ioaned on a strictly self-tiquidating basis. The entire principal
must be repaid bver the life of the investment, so much
amortized each year. But as no interest is involved, the money
cost to the borrower is something like half of the usual cost
of principal plus compound interest.

Such loans are not 2 burden on the federal taxpayer and
should not appear in the federal budget at all.>-Losses might
occur when the borrower could not amortize, but allowance
could be made in the form of insurance or of a small discount
reserved by the government as each loan is made.

The advantages of the method are obvious. It provides
more direct employment per dollar of investment, and does
not increase the national debt at all. It does increase local
government debts, but on terms to make any city treasurer
weep for joy. As the amortization payments come in to the
Treasury, they can be used for other loans or they can be can-
celed. Canceling them forces dollars out of the system alto-
gether, precisely as in the case of repayment of regu{a: bank
loans.

Mr. Berle’s Banks
A variation of this method has been .advocated by Adolf
Betle, Jr., in his plan for 2 new system of investment banks.*
These banks, which could be public or private or jointly con-
trolled, would deal solely in long-term paper. Their distinc-
3. In the Swedish budget system they do not appear. See page 107.

4. Hearings before the TNEC, Part 9, 1940. See also Mr, Berle's book
cited earlier.
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tive characteristic would be the power to make loans a# selec-
tive rates of interest, ignoring the “market” rate, and setting
an appropriate rate for a given project.

Here, for instance, is the city of New York. Suppose that
computations show it will need in the next ten years new hos-
pitals costing $450,000,000. Suppose these were built and
paid for in the usual way, with money borrowed at 3% per
cent, and repaid over a thirty-year period. This would mean
that the city would have to pay close to a billion dollars for
the hospitals,.or more than twice their construction cost. If
New York could not afford any such outlay at the time, sick
people would have to be content with inadequate hospitals.
Mr. Berle's bartks, however, would be empowered to loan
money to New York City to build hospitals, at one half or
one quarter of one per cent. This would save so much in in-
terest that the city could afford to go ahead with its program,
let contracts, employ carpenters and plumbers, care for its
sick.

These banks would handle self-liquidating projects for
private borrowers and for the government, both federal and
local. They would “quote any rate of intetest which was
necessary to get the work done.” For nonprofit enterprises
like hospitals, the interest rate would be close to zero. For
housing projects it would also be very low, and thus enable
us to build perhaps two houses instead of one, with the same
money. For long-term loans to business enterprises, the rate
would be higher, but low- enough to give the small business-
man a break. Obviously there is a nice problem here of setting
the differential rates. Project A will be jealous of project B
if it gets a better rate.

A compensatory economy needs a ﬂexiblc credit system as
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well as a flexible tax system, but their interrelations remain
to be worked out. Pethaps a tax on idle money, as proposed
by Mr. Hazelett, would provide the circuit with such momen-
tum that public credit to alleviate unemployment would sel-
dom be required. We cannot know this in advance, however.
There is no wind tunnel for testing idle money tax machines.
We have to fly them first to see what happens.

Whether or not we need public credit for alleviating uo-
employment, we shall certainly need it for self-liquidating
public works in their own right—the hospitals, conservation
projects, schools, harbor improvements, highways, and the
rest, which a modern state demands. And we shall probably
need it to help provide employment in the demobilization
pericd.

The Interest Rate

The proposals for banking agencies charging selective in-
terest, or no interest, warrant careful consideration. They are
squarely on the trend curve. Interest rates have been falling
all over the world for many years. Some students, including
John Maynard Keynes, expect them to reach zero in a genera-
tion. Modern money is issued at the command of governments
and central banks. You do not get it from a goldsmith in his
cubicle, as you did in the fourteenth century. Why should
governments pay interest on the funds they themselves create?
There is no answer to this question except that they always
have in recent years. Fortune, in the article cited in Chap-
ter 10, makes no bones about it: "interest is an obsolescent
tribute . . . and is one of the dynamic business man’s costs.”
This is strong language, but it is straight along the road we
are traveling.
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Public Employment

When the government steps in to underwrite full employ-
ment, it has two major fields in which to operate without
seriously competing with private business: public works and
social security. The latter does not employ anyone directly,
except the clerical and professional staff, but it can stimulate
employment indirectly by the steady flow of purchasing power
which benefit payments encourage.

The fiscal engine for social security should be taxation;
for public works it should be taxation tempered with such
credit devices as we have just discussed—at the lowest pos-
sible rate of interest, and at the farthest remove from bor-
rowing at the commercial banks.

In Goals for America in this series, I devoted a chapter to
public works, describing the varied and challenging oppor-
tunities for employment. I will not go over the ground again,
but I should like to give some illustrations of local tasks,
which I believe are very important.

Every town in the nation is sending its young men to war.
In my little Connecticut town, with a total population of
1,750, 150 names already appear on the plaque in front of the
old white Town Hall at Redding Center. These men—let us
hope most of them—will some day come home to Redding,
and a thousand towns like it. It is there, in their own home
town, in their own state, that planning for employment
should really begin. The people themselves should see to it
that their own boys have a place in the community, perhaps
using local draft boards as Mr. Patterson recommends. This
would tend to decentralize the whole program, getting it away
from Washington and down to the grass roots. Washington’s
task would be to finance worthwhile local projects.
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Arizona as 4 Model

The state of Arizona has a local Resources and Planning
Board.’ You know Arizona: sed rim rock, air like sparkling
burgundy, mountains, cowboys, deep mine shafts, Indians,
organ cactus, green irrigated valleys in bright yellow deserts.
In 1941, the Arizona board began to draft plans for the
future development of the state, especially projects that could
be set on foot immediately after the war “whep profound
readjustments will be necessary because of the return of men
from the armed forces to the state.”

What does Arizona need to become a better state to live in,
and how can her returning soldiers contribute to that end?
She needs many things, some of them very badly. Above all
she needs water, the life blood of the dry Southwest. Half of
her best farmland is now desert because irrigation does not
reach it. There is a lot of water in the Colorado River below
Boulder Dam. A series of dams and canals could bring it to
regions where it is needed. Marginal land of low fertility
could be taken out of cultivation and restored to pasture or
forest. Many more permanent water holes are needed for the
great herds of cattle and sheep.

Arizona requires a better crop pattern, as well as watered
land. She ships out cotton, citrus fruits, melons, truck crops,
beef, mutton, pork. She imports most of her dairy products
and cereals. “Vast acreages now devoted to the raising of
short staple cotton might better be utilized in raising other
crops less dependent upon migratory labor, or more produc-
tive of assured incomes”—less specialization, more diversi-
fication and self-sufficiency. The guayule plant grows wonder-

5. Facts given are from the Board's mimeographed report to the Governor,
Januvary 13, 1943,
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fully in Arizona. No matter how much synthetic rubber we
may produce, we shall need some natural rubber like guayule
to mix with it. Here is a fine field of development. Soybeans
for plastics is another.

Arizona needs cheap electric power, both for her farms and
for the new industries, the factories making plastics and al-
loys, which she hopes to establish after the war. Dams at
Glen Canypn, Redwall, Bridge Canyon, have been planned
to provide power, as well as to control floods, furnish irriga-
tion, and energize a network of rural electrification lines. All
of her ores are now shipped out of the state to be refined else-
where. If she had the power, some could be refined at home,
with a great saving in crosshauling. New industries will re-
quire new housing, public utilities, schools and recreation
centers for the people who are to work in them.

Arizona desperately needs better control of erosion. Over-
grazing, denuded forests in the mountains, flash floods, have
started terrible gulleys. Some reservoirs are filling with silt.
Erosion must be checked before it is too late.

Arizona would like to have three super highways crossing
the full length of the state, sometimes four, sometimes six
lanes wide. Her present highway system, meanwhile, is rapid-
ly deteriorating, and will demand extensive improvements
and resurfacing when cars have gasoline enough to run again.
Recreation areas should be extensively developed, for the
winter tourist traffic is one of the state’s chief sources of
income,

Large parts of Arizona form great natural flying fields.
The aviation industry, in peace as well as war, could develop
here both flying schools and aircraft factories.

Arizona needs better houses for her people to live in.
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Slums, blighted areas, unspeakable conditions in the camps
where migratory laborers squat, the Negro and Mexican quar-
ters in the cities—all demand drastic improvement. She needs
more housing authorities, and playgrounds, parks, swimming
pools, recreation centers, in the cities. She needs more regular
hospitals; plans are also being laid for a series of veterans’
hospitals where wounded soldiers may be cured in the invig-
orating air of the Southwest. She needs more schools, espe-
cially vocational schools where returning soldiers may be re-
trained for civilian tasks, and where special skills can be
taught to those permanently crippled or injured.

Finally, the city of Phoenix is just completing a compre.
hensive program for public works which will serve as 2 model
for other communities in the state. >

Grass Roots Planning

This is what I mean by local initiative. These projects are
ali aimed at a splendid future for a splendid state. There isn’t
a leaf-raking plan in the lot. Returning soldiers who partici-
pate in any of them should be impressed by the value and im-
portance of the work they have to do.

Many other states and cities also have established plan-
ning authorities. Mayor La Guardia of New York has a shelf
of postwar projects totaling more than $600 million. But a
great deal more needs to be done in the way of local initiative.
If Americans really want to preserve the principle of self-help
here is a golden opportunity. Local communities should have
their blueprints drawn, ready to go at the touch of a button.

Broadly interpreted, public employment may include three
great classes of enterprise when the war ends.
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First, continued government employment for the armed
forces, war industries, and lend-lease shipments. The man
power retained may well run to 5,000,000 as estimated
earlier, and be the largest item for federal underwriting.

Second, outlays for regular public works neglected during
hostilities, such as highways, hospitals, schools. Much of this
can be locally financed, but some federal underwriting may be
necessary.

Third, outlays for new projects designed to take up the slack
in private employment, while building up the country. Ari-
zona's plans for Colorado river water, irrigation, power, hous-
ing, an improved crop pattern, new industries, flying fields, re-
training schools, super highways, come under this heading.
So do the great pgojects of the National Resources Planning
Board for large-scale housing, reconstructing cities for the
power age, integrating the system of continental transporta-
tion, developing more river basins, as the TVA has devel-
oped the Tennessee.

There is no question whatever about the opportunities for
useful, exciting work in tasks like these—work that is a mil-
lion miles from boondoggling. There is little question that
the techniques for financing such work are now within our
reach, as the London Ecomomist believes.

The only question is whether we have the courage and the
common sense to do it.

‘Theodore White, correspondent in Chungking, recently
conducted a poll among the officers and men of one of our
bombardment squadrons in China.® The views of the airmen
on the role of America in the postwar world were mixed.

6. Reported in Foriume, May 1943.
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But their views on the home front were remarkably unani-
mous. Ofhcers and men alike, having for the most pact no
jobs to go back to, insisted that our country must do every-
thing possible, “even to the point of reorganizing the eco-
nomic system, to prevent another depression, maintain pur-
chasing power, and provide employment.”

1t may not be unreasonable to expect that before the war
has run its course, ten to twelve million young Americans, in
all the armed services, will be thinking like this. A compen-
satory economy as we have pictured it stops some distance
short of reorganizing the economic system. If it can give the
young men what they want, will the rest of us be justified in
blocking it? :



| 14 .
SOCIAL SECURITY

N EXT TO EMPLOYMENT, social
security may be the most powerful mass demand in the post-
war world. When a man has a good job his security is cov-
ered, to a degree. But what if he loses his job to a new ma-
chine, and it takes half a year to find another one? What if
he falls sick, or is injured in an accident, or grows too old
to work? What about the children in families that have no
active breadwinner? What about mothers who have lost their
husbands, and are too busy taking care of the children to
leave home and go to work? What about widows and or-
phans who are not blessed with large blocks of preferred
utility stock? What about the health and nutrition of the
oncoming generation?

Social security is the name for a method by which an inter-
dependent, specialized power age society insures the survival
of its members. Some stern moralists say that weaker mem-
bers should die off. This brand of “morals” originates in 2
false interpretation of Darwin. Even if it were workable
among apes in a jungle, the mass of mankind, I am con-
vinced, would not stand for it.

Security for every American, based on personal savings and
investment, is utterly impossible. If each of us over ten years
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of age had a'nest egg of $10,000 in bonds, the resulting debt
would be a trillion dollars—a figure to make even the war
debt look like small change. Social security benefits are far
easier to administer than a public works program because
they require less detailed planning. Furthermore, they pene-
trate to every hamlet in the land. You do not need blueprints,
or contracts, or engineers.

Provision for workmen'’s compensation, old-age pensions,
state health insurance, and the like, has been steadily gaining
throughout the world for fifty years. It is as solidly on the
trend curve as the development of the airplane. Sweden, Ger-
many, Britain, New Zealand, Australia, Finland, have been
pioneers in preparing and adopting such programs. Some of
our states—especially Wisconsin—have for many years done
likewise. In 1935 Congress passed a federal act providing for
benefits on an unprecedented scale. Some 30 million Ameri-
cans are now paying social security taxes deducted from their
pay envelopes.

Three New Programs

Within the past few months, three ambitious new pro-
grams for social security have been proposed. Sir William
Beveridge submitted his plan to Parliament in December
1942; Mr. Roosevelt transmitted the report of the National
Resources Planning Boatd to Congress in March 1943, and
I. A. MacKenzie, Pensions Minister of Canada, laid a far-
reaching plan before the House of Commons in Ottawa.

The new and significant feature of these three plans is that
everybody is included. They push the idea to its logical end,
where every Britisher, every American, every Canadian, is
entitled to the benefits automatically, whether he be a Duke,
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a2 Rockefeller or a crossing sweeper. You get them the way
you get the right to walk on the public streets. The benefits
constitute an economic base, insuring minimum subsistence
for the whole community. The base is so low that while no
one can starve on it, no one would be content to stay on it
except during dire emergencies.

None of the three plans has yet been adopted, and prob-
ably never will be in the present form. Parliament, Congress
and the Canadian House of Commons will amend them. They
will not, kowever, dismiss them. There is too much public
pressure behind them. We have an inkling of that pressure
in the Townsend clubs clamoring for old-age pensions.

‘The major provisions of the three programs are:

Insurance against unemployment.

Old-age pensions for all.

Health insurance for all.

Workmen's compensation for injuries or death while on the job.

Protection for the blind, the deaf, and other persons chronically

handicapped.
Family allowances—in the British and Canadian plans.

Family Allowances

Twenty-eight countries have now adopted some plan of
family allowances. In certain cases the mother receives a
regular allowance for each child born after the first. The new
Canadian plan contemplates allowances on the order of eight
to nine dollars a month for all children under sixteen. For a
mother with five small children, this might run to $45 a
month, a substantial addition to the family budget, the differ-
ence between squalor and decency, pethaps the difference be-
tween bringing up a gangster or a skilled machinist.

The average cash outlay per child in American middle-class
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families has been estimated at $10,500, and the cash retarn at
zero. “Figures may be generalized for any social class,” says
F. Emerson Andtews, “by considering that each child costs
approximately as much as a house for the income group in-
volved.?

Family allowances have two purposes: to rear a heaithier
race, and to increase the birth rate—which, like the interest
rate, has been falling for many years in most western coun-
tries. The experience of New Zealand shows that family
allowances are administratively practical. I believe that they
are indicated for this country in the future, but that they will
not be won without 2 good deal more thinking about the
population curve than we have done yet. The principle is now
being applied, however, with allotments for the dependents
of men going into the armed services.

Winston Churchill is a strong supporter of family allow-
ances. In his radio talk to the world on March 21, 1943, he
said:

Well-thought-out plans for helping parents to contribute this
life-spring [of population] to the community are of prime impot-
tance. The care of the young and the establishment of sound hygienic
conditions of motherhood have a bearing upon the whole future of
the race which is absolutely vital.

The effects of social security, at least on children, would
not be very different from the effects of personal security.
Take my own case for example. I belong to the great middle
class in America. I was not thrown out on the street to make
my own way in the world before I finished school. I never
knew hunger or want. I had good food, good medical care, 2
secure home, until my education was completed. Then I was

1. F. Emerson Andrews, “Family Allowances for America?” Proceedings of
the National Confesence of Social Work, Columbia University Press, 1942
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firmly put on my own. Perhaps this protection was bad for
my character, but it was duplicated by millions of children
in the comfortable classes. It is not irrelevant to remember
that these same classes have supplied most of our engineers,
teachers, architects, scientists, statesmen, artists, writers, in-
ventors and business executives. Does this imply that if
children in the mass could be better protected the nation
would have more or better engineers. scientists, statesmen,
artists and inventors? It implies just that.

Rage in Berlin

When Sir William Beveridge released his famous report
to Parliament, the spokesmen in Berlin evidently suffered
from extreme shock. Nothing since the war began had drawn
louder protests from the Nazis. They had promised 2 new
order in Europe, with security for all—except for the people
they did not like. Here was an Englishman promising com-
plete economic secutity to every last man, woman and child
in Britain, and specifying how to provide it, with figures to
the decimal point. There was nothing vague about Sir Wil-
liam's promise. It did not square at all with Nazi doctrine
about brutal plutocracies allowing their people to starve in de-
pressions. The Nazis had banked heavily on that doctrine,
and here it was exploding in their faces. The rage in Berlin
knew no bounds.?

Sir William had not only done well by humanity, but had
forged for the United Nations a most effective weapon of
psychological warfare. The Nazis, who came into power
largely through a mass demand for social security, are well

1. See The New York Times story, December 6, 1942, headed: “"Nazis
Show Fears of British Reform.”
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aware of the greater mass demand all over the world which
is bound to follow the war. They want no competition in
playing for it.

Financing the Benefits

Who is going to pay for these benefits? The citizen him-
self will pay for a good part of them, while he is healthy and
at work. A regular fee will be deducted from his pay en-
velope, as in the case of our own social security payroll taxes.
His employer will pay a part, again as in our own case. The
government will pay for the rest of it out of general taxation.
Family allowances, for instance, require direct subsidy. That’
is where the tax lever comes in again. From idle money, in-
heritances, high incomes, the government will draw the sums
needed above direct contributions.

Benefit payments will be hot money direct to consumers;
they ate sure to be spent rapidly. Thus the money circuit can
be speeded, and bustnessmen will have a dependable market
for food, clothing, rents, medical supplies and other essen-
tials. Employment should be stimulated throughout the sys-
tem, A social security program alone, however, cannot be
expected to close the circuit and maintain full employment.
Sir William Beveridge is emphatic about the necessity of
more direct stimulants, such as public works. He says:

Income security, which is all that can be given by social insurance,
15 50 inadequate a provision for human happiness that to put it for-
ward by itself as a sole or principal measure of reconstruction hardly
seems worth doing. It should be accompanied by an announced de-
termination to use the powers of the state to whatever extent may
prove necessary to ensure for all, not indeed ahsolute continuity of
work, but a reasonable chance of productive employment.?

3. Social Inssrance and Allied Services, Macmillan, 1942,
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Both elements are covered in the reports of the National
Resources Planning Board submitted to Congress by the
President. Social security is covered less completely than in
the Beveridge plan, especially as to estimating costs. Projects
for full employment are treated in a comprehensive survey,
which includes long-range plans as well as plans for the de-
mobilization period. It should be an invaluable source book
when the time comes to prepare the actual programs.*

A social security plan which protects everybody abolishes
the poorhouse, the bread line, the unspeakable “means test,”
whereby one has to prove destitution to receive benefits. It
puts the quietus on

Organized charity, cold as ice,

In the name of a cautious, statistical Christ.
It is a profound application of true democracy. There are no
untouchables any longer. Everyone is eligible on an equal
basis, just as in the case of the public schools. This provision
will doubtless be fought, as the public schools were fought a
century ago, with bad biology and worse logic, but when the
fight is over, people may wonder why they got so hot and
bothered about such a reasonable and inevitable proposal.’

A comprehensive program of social security would make
for a happier nation, 2 sturdier nation, a more intelligent na-

4, Early in June 1943, Senator Wagner introduced into Congress a social
security bill which would include all Americans in unemployment compensa-
tion, old-age pensions, health and disability insurance, soldiers’ compensation.

5. Sample of the opposition in a letter to The New York Times, March
19, 1943:

“The recommendations fof the N.R.P.B.] are socialistic in trend and im-
practical to the nth degree. It seems to me that they rest on a false assumption
and that false assumption is in turn based on a fallacy. The average Amer-
ican does not want his life charted for him by the government. He doesn’t
want to bet on a sure thing. What he does want is an opportunity to build his
own security free from the prohibitive and fettering restrictions that imprac-
tical theorists would try to impose upon him.”
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tion, and for a higher birth cate. It would make children eco-
nomic assets instead of liabilities. It would help to keep the
dollar circuit closed. It dynamites the propaganda of our
enemies. Behind it is a smashing, relentless political mass
demand that cannot be dammed up indefinitely.

Pethaps it would be better for us if we could find our
security as our forefathers did, by the work of their own
hands in a simpler society. Perhaps the power age will ulti-
mately develop a pattern of decentralization where this is
possible. Such a pattern has not developed yet. Most of us
are caught in a world of great centralized institutions, cor-
porate, financial, governmentzl, on which we are utterly de-
pendent for our jobs, for our dividends, for the safety of our
savings, for our health, if not for our very survival. In the
present state of technology, we cannot go it alone. When de-
pression comes, when a machine takes over our work, when
our bank or insurance company fails, we may face oblivion.
Social security is the cement which can hold the community
together.

The Free Market

Implicit in any plan for 2 compensatory economy is the
widest practical area for free competition. As we have seen,
the area has been steadily restricted by cartels, monopolies,
administered prices, restrictions of many kinds on produc-
tion. How can the free market shake off some of these fetters
and give the consumer the benefit of mass volume at low
prices? Fortune believes that the government must take the

lead.$

To accomplish this restoration, the individual must enlist the aid
6. Supplement 10 the December 1942 issue.



Social Security 165

of the very power that has been harassing him, and whose intentions
he instinctively mistrusts: the power of government. For in this
age the inertia of industry itself allows it to drift in the direction of
collectivism; and only the active and determined intervention of the
state can exert enough power to stop it. Moreover, the balance of
econornic power was transferred to Washington during the 1930’s
and will probably stay there. The only realistic question is: to what
use will that power be put? We therefore ask a more rigorous gov-
emmental policing of the free market. For unless it becomes a better
policeman, the government will become a universal economic ad-
ministrator; and we should then lose all economic freedom, with
which our other freedoms are linked.

The antimonopoly activities of the Department of Justice
as conducted by Thurman Arnold are thus warmly endorsed
by Fortune. The editors propose that public utilities be treated
as regulated monopolies. Competing telephone companies
or water companies make no sense. It would depend on the
circumstances whether government or private capital should
operate them. But in other areas competition does make sense,
and there monopolies should be dissolved. Fortune would
have the government prevent restrictions of output based on
patent monopolies, administered prices, trade association
agreements, labor union featherbed practices, farm bloc pres-
sures, and so on down the line. It challenges the Robinson-
Patman act, the Miller-Tydings act, and the Webb-Pomerene
act—which permits international cartels to form at the
water's edge. It urges federal incorporation.

Fortune, in brief, would raise hell with business-as-usual,
as practised for many years. In so far as the free market is
the best protection for the consumer—and often it is, as Dr.
Dewhurst points out—this trust-busting program is to be
recommended. But just what area the state can sweep out for
free competition after this total war has run its course, is a
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puzzling question. It is the more puzzl ng because the histor-
ical trend has been running strongly in the opposite direction.
The area may be smaller than Fortune hopes for, but certainly
a determined effort should be made to keep it as large as
possible,

Summary of the Compensatory Ecomomy

Day by day, hour by hout, the war is molding the postwar
economic system. All of us are being conditioned to new
habits, new behavior, new ways of looking at men, materials,
money, taxes, debt. If the war lasts for many years, its mo-
mentum may render such a program as we have sketched
inadequate and superficial. On top of it may come far more
drastic physical controls derived from war experience.’

Nobody really knows how long the war will last, or how it
will end, despite the owlish certainty of some of our military
experts. I have taken 1946 as a date for calculating the na-
tional debt, but this may be wide of the mark. I think it is rea-
sonable to suppose, however, that if the active phases of the
war do not extend much beyond 1946, a compensatory econ-
omy can logically succeed them, and many onerous physical
controls can be dropped—some on D-Day, some with the end
of the demobilization period, as indicated in Chapter 11.

Such an economy provides a way to achieve employment
with minimum government interference in the mechanics of
production and distribution. It contemplates very little exten-
sion of government ownership, though government and busi-
ness might exercise joint control over the synthetic rubber and
other war plants now being built at public expense. A com-

7. For a sketch of such controls, see Carl Dreher, The Coming Showdoun,
Little, Brown, 1942,
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pensatory economy leaves most of the direct administration
to nongovernment agents—big business, little business, co-
operative societies, nonprofit organizations such as clubs,
churches, foundations, universities. This is the pattern of a
"mixed economy,” where government exercises only key con-
trols, most of them financial.

Industry versus Finance

At this point we strike an important distinction which I
hope to develop at length in a later book in this series. It
is the distinction between private business as a producer of
goods, and as a dealer in money and evidences of indebted-
ness, a distinction, in short, between the industrialist and
the financier. As 2 matter of historical fact, most encroach-
ments by the state have come in the financial department. In-
creasingly the government has taken over functions of bank-
ing, credit, social insurance, stock market regulation, the re-
distribution of income. Except in Russia, there has been little
advance by the state into ownership and operation of the
means of production.®

With eyes on the trend curve, my guess would be that busi-
nessmen who devote themselves to producing physical goods
and services are not going to be hampered much in that
praiseworthy undertaking. Plenty of profitable opportunity
awaits them in the coming years. They have a huge place in
a compensatory economy. But businessmen who devote them-
selves to the creation of dizzy financial structures, to making
money by manipulating money, are likely to find slimmer and
slimmer pickings. This area is being rapidly invaded by the

8. Strikes involving the war effort may temporarily force the government
into the operation of certain plants or industries.
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public interest, and the stars indicate no retreat. Thorstein
Veblen forecast this trend as early as 1904, when he wrote
The Theory of Business Enter prise.

The Best Hope for Private Enterprise

To succeed, a compensatory economy must have real give-
and-take between government men, businessmen, labor men,
and other organized groups. If we want to retain our eco-
nomic freedoms, we shall have to do some sacrificing for
them. Our loyalty must run first to the community as a whole,
and only later to the Amalgamated Order of Cutters and
Joiners, or to the General Widget Corporation. The war it-
self is pushing us in this direction. One by one the fingers of
the pressure groups are being pried loose. The proccss is slow
but I think inevitable.

A compensatory economy is ccrtamly the only practicable
hope of those who want a maximum of free enterprise. If
even this seems to imply too much government interference,
listen to the warning of Sir George Schuster, one of Britain’s
foremost businessmen:

We must have some measure of government control over the
nation's commerce after the war. If each business seeks to run its
own affairs according to its own single interest, I see little hope of
avoiding rigid state control at every point. . . . The main problem is
achieving a balance between the organizing power of the state, and
the driving force of the free individual®

In a compensatory economy, the state is responsible for
full employment and social security. It is guided and checked
by the measuring rod of a regular count of the unemployed.
It relies heavily on taxation to keep the dollar circuit in active
motion. Public works programs—such as those for Arizona—

9. The New York Times, November 25, 1942,
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are on file ready for all emergencies, and the economy is also
committed to a permanent program of public works in their
own right and necessity. Through these and through social
security legislation, it becomes possible to assure the budget
of essentials—food, shelter, clothing, health services, educa-
tion—to every American. A compensatory economy appears
to be the next logical step. But it will not solve all our eco-
nomic problems.



15
“NOTHING TO FEAR BUT FEAR”

AMONG THE FORCES which
have hitherto prevented an economy of plenty from steadily
delivering the goods in peacetime are seven great fears. Few
of us are free from them, though old people suffer more than
young people, well-to-do people more than poor people.
These fears are mostly in abeyance now, but they may come
back to haunt us after D-Day.

Each of the fears is, or has been, legitimate. But when
they fill our minds, they paralyze any positive action. If they
were filling our minds now, we could not fight the war. If
they fill our minds after the war, we cannot win the peace.
We shall be too frightened to act decisively. We shall shut our
eyes and hope for normalcy to save us, though normalcy is as
dead as Watren Gamaliel Hatding.

Here is a list of the seven fears, together with some answers
to them which this book has dealt with. They have been in
the back of my mind all the time I have been writing.

1. The Fear of Inflation
Many citizens, especially those on fixed salaries and in-
comes, are afraid that government underwtriting of employ-
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ment in peacetime will result in runaway prices that will
reduce their scale of living, wipe out their insurance policies,
render their savings valueless. They are haunted by the picture
of the terrible German inflation of 1923.

If the government recklessly printed money to put the un-
employed to work at tasks which created no new wealth, and
kept on doing it, this fear would be realized. Kings and rulers
have caused inflation thus in the past. But our knowledge of
the dollar circuit now makes it clear that there can be no
general inflation until full employment is reached. Mean-
while the war is teaching governments how to control infla-
tion at the level of full employment. Shall we discard this
knowledge and permit inflation to have its head—if indeed
inflation rather than deflation fs the immediate postwar dan-
ger? I cannot believe we are going to be as unrealistic as that.
I doubt if those citizens who would like to scrap all war con-
trols on D-Day are going to press their demands very hard
when they realize what a resulting inflation might do to their
own pocketbooks.

2. The Fear of a Crashing National Debt

People know that when their personal debts grow large
enough they are forced into bankruptcy. They identify the
public debt with their own, and lie awake nights worrying
about national bankruptcy. Right now they are too busy
worrying about ration cards and boys abroad to give much at-
tention to the public debt, but many of them look forward
to wortying about it when they have the time.

In Chapter 10 we have set forth certain reasons why this
fear is largely groundless. Great nations do not go bankrupt in
the way a person or business does because the debt they owe
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is to themselves. The chief dangers in a mounting debt
are two: it may pump too many dollars into the system
and thus stimulate inflation; it may cause trouble in the in-
ternal distribution of income by favoring the upper brackets
against the lower. It is possible to control both dangers by a
vigorous and well-planned use of taxes. If the price level is
kept under control the public debt can be a great reservoir
for public investment.

3. The Fear of Bureaucracy

If the government becomes responsible for full employ-
ment and social security, many citizens are afraid that a huge
permanent staff of office holders will come to regiment us
day and night, and gradually destroy our liberties. They fear
the thin entering wedge which will bring complete govern-
ment ownership. Once we start on this road, they are afraid
that the end is Moscow.

This fear is perfectly legitimate. But people tend to make
an absolute of it, as if they lived in a timeless world, not the
actual world of 1943 to 1950. The purpose of a compensa-
tory economy, as we have outlined it, is to reduce the bureau-
cracy, regimentation and restraints on liberties, from which
we are already suffering in the wac. I have tried to describe
a postwar economy with controls at the minimum, consistent
with full employment, The alternatives, 1 suspect, are those
“rigid state controls at every point” which Sir George
Schuster warned against. If the demand for full employment
after the war proves to be indeed that driving political force
which many of us expect, then we have to choose. The pro-
gram I have outlined is the bureaucratic minimum.

I you fear Bureaucracy in the abstract, with a capital B, do
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not forget that the Telephone Company and the Pennsylvania
Railroad, for example, have problems in bureaucracy very
similar to those of the Post Office Department. It is impos-
sible to operate any large modetn organization without bu-
reaus, clerks and officials.

4. The Fear of Paternalism

If government embarks on a welfare economy, it is feared
that citizens will be so coddled and spoon-fed that they will
lose their character and initiative, They will become soft and
lazy, easy prey to tougher nations.

The Germans have a comprehensive system of social secur-
ity which goes back to Bismarck. Yet German soldiers are
said to be tough. New Zealanders also have had a welfare
economy for many years. They were found to be even tougher
than the Nazis when they helped to rush Rommel out of
Egypt.' I have never seen convincing evidence that putting an
economic base under the community weakens moral fber,
and I could cite plenty of evidence that the lack of it does.
Modern slums are notorious breeding grounds for disease,
degeneracy and crime. There would, of course, be danger in
giving handouts to the able-bodied without requiring work
from them. A program for full employment will have to be
specifically designed to balance rights against duties.

5. The Fear of the End of Progress
This is a very common fear in America, though not so
much in other countries. If the state collects taxes and savings

for public works and welfare, what will be left for venture

1. A good brief account of the New Zealand system was given by Wilter
Nash, Minister from New Zealand, speaking before the Virginia lnstitute
of Public Affairs, July 1942.
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capital, and for the man who waats to build a better mouse-
trap? Invention will die out. That progress which has been
the hallmark of America will come to an end. We shall be
reduced to one dead level.

If Congress has the wisdom to adopt incentive taxation,
ar something like it, this fear can probably be laid at rest. No
more powerful device for promoting venture capital has ever
been mapped. It would virtually force us to scour the coun-
try for mousetrap makers. The chief thing that worries me
about it is that such gentlemen are not to be found behind
every bush, now that most of our inventing is done in large
corporation laboratories. But the tax equally stimulates in-
vesting in research, so if we do not get so much progress as
we desire from inventors in attics and cellars, we may get it
from the Bell Laboratories,

This fear, though a standard subject at businessmen'’s ban-
quets, seems to me largely a myth. Material progress is not
so much a function of freedom to invest as it is a function
of a dynamic society. The Germans, man for man, are prob-
ably as good scientists and inventors as we are, yet their
economy is, and has been, far from free. Furthermore, the
fact that invention has been subsidized in great research ot-
ganizations makes material progress inevitable, unless the
organizations are broken up. Nobody to my knowledge has
ever proposed to do this.

6. The Fear That “W hat You Gain, I Lose”

“If our initial impulses,” says T. Troward,? "proceed from
the belief that things are so limited that our gain can only
come from someone else’s loss, then we have here the root of

2. Bulletin of the Economic Reform Club of London, 1941,
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envy, hatred and fear.” The concept tevolves around a fixed
production—the idea that there is only so much output, or so
much money. If somebody gets more of either, inevitably the
rest of us get less. If the government spends money on public
warks, there is less to be spent on private works. The more
taxes are taken to put the unemployed to work, the poorer
we taxpayers must be. It is this fear which primarily moti-
vates the economy bloc in Congress. Senator Byrd's remark
comes to mind: “Cut government spending to the bone and
then take the bone.”

Many radicals and labor leaders hold a similar concept,
but upside down. The more the rich spend for luxuries, the
more miserable the budgets of the poor. But it is not the
spending of the rich which does the damage, as we have seen,
so much as their uninvested saving.

The idea of a fixed, limited product is very ancient and
runs deep. It corresponded with the facts until Watt invented
the steam engine. In handicraft societies, progress is normally
so slow that total output 75 limited, and the more corn the
baron takes, the less remains for the villager. Since the indus-
trial revolution, with the use of inanimate energy, output per
capita has multiplied itself many times. Our chief economic
troubles in recent years have stemmed from surpluses rather
than shortages. Somewhere there is doubtless a limit to the
potential output of modern industry, but we have never
reached it in peacetime.

The fear is expressed by both parties in most quarrels about
wages. Managers are afraid that if labor gets more, stock-
holders will get less. Labor leaders are afraid that high
profits mean low wages. Yet as early as 1920, Henry Ford
began to preach and to practice the efficacy of high wages.
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Many businessmen followed him in theory if not in practice.
Low wages mean a low level of mass buying power, and low
profits for businessmen as a group. Thinking in terms of the
whole community puts a completely different face on the
matter. The more wages, the more people will spend, and the
greater the businessman’s sales. Ford broke this fear by real-
izing that the better the wages he paid, the more cars he could
sell. True, the principle may not work for one company alone,
but it will work when all companies practice it together—up
to the point of full use of the national resources.

Qutput now in the war is a conclusive answer to this fear,
By releasing physical and financial machinery from cautious
commercial habits, we are going to have a tonnage of goods
in 1943 probably twice that of 1938. The first ceilings we are
likely to hit in war production will be due to highly abnormal
demand for special materials, and to the shortage of man
power. In times of depression, the fear of financial limitations
has an especially unfortunate effect. By believing that money
is limited and that we cannot afford to put men to work, we
have held output far below capacity, and thrown away the
potential labor of the unemployed.

Despite its ancient and honorable origin, I sometimes think
that this is the cruelest fear to which modern men can be
enslaved. It was sound enough in 1800, but it has no rela-
tion to the technological and financial facts of the modern
world. When the unemployed go to work. they gain and the
rest of us gain too. Only when the economy is at maximum
capacity has this fear any theoretical validity. But at maxi-
mum capacity we should be so deluged with goods that the
fear would be unlikely to arise. It is a product of the age
of scarcity.
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7. The Fear of the Masses

Many well-to-do citizens are deeply disturbed about the
effects of any proposed welfare program on the mass of the
people. It is felt that the masses are not to be trusted. Unless
they have the threat of starvation hanging over them they
will not work. A special and dramatic case of this fear is seen
in the South, where nearly every advance of the Negro is
opposed because it is believed to threaten “white supremacy.”

Modern biology has a complete answer to this fear, in its
demonstration that there are no inferior classes. “Inferior”
or handicapped individuals are found in all classes. But per-
haps the decisive answer is found in the trend of history. Is
a world revolution going on or is it not? I believe that it is.
The “masses” can no longer be kept in their traditional
places; they are on the march. Those who really cherish de-
mocracy are glad to see them marching. Those who dislike de-
mocracy will continue to be afraid. I have no arguments to
give them, and no consolation to offer.

These seven great fears, in whole or in part, are the brakes

that may hold back full employment when the war ends. No
valid physical or financial reasons are now discernible on
the horizon to hold it back. Balzanced against these fears will
be the terrible demand for work and for security from the
men of the armed services, and the men and women of the
war industries.
" A book on how to finance the peace should perhaps be de.
voted primarily to overcoming fear. It would thus fall under
the head of psychology rather than economics. I am only an
amateur psychologist, but I know at least where the real diffi-
culty lies.
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The Great Hopes

More logical than the fears are the hopes of the postwar
world. Here we stand on firmer ground. Here we say yea,
rather than nay, and have the confidence to take positive ac-
tion. Confidence is the key. One can name a score of men
competent to find all the money we need to achieve full em-
ployment. The techniques are already forged or in process of
forging. They know how to go about the task if we, the voters,
will let them do it. There are men and organizations compe-
tent to administer social security programs and public works
programs. There are men who know how to count the unem-
ployed, how to design and collect taxation, and keep the na-
tional debt from getting out of hand. Are we going to let
them do these things? Or shall we turn the economy over to
trembling men, determined to do nothing? This is my major
fear, but it does not often assail me. I believe too strongly in
the common sense of my fellow citizens.

There is another, profounder reason which makes hope
more logical than fear. Qur economic troubles have been due
to abundance, not to scarcity. Abundance, in the sense of
capacity to produce, will be enormously advanced in America
by the war. I find it difhicult to be filled with gloom because
we can produce so much. If another Ice Age were moving
south, if the Black Death were upon us, if our crops were
losing their vitamins to a dread new virus, I should be
gloomy. But when the promise is for more and more material
abundance, 1 refuse to succumb to more than temporary
qualms. True, we have relied on disasters in the past to ab-
sorb our gigantic production. Now I believe we are compelled
to face the problem and find a better answer.

A century hence, says John Maynard Keynes, there will be
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no economic problem, even as there is today no problem of
enough air to breathe. I believe him, and I might even lop
fifty years from his estimate. Peter Drucker has already laid a
wreath on the tomb of “economic man.” He believes that the
financial calculus of profit and loss is ceasing to be a main-
spring for human behavior. The classic figure of economic
man was a product of scarcity, when pennies had to be
watched, and there was not enough to go around. He is in-
creasingly out of his element in an economy of abundance.

It seems to me that the world is not only in 2 global war,
but in the midst of a convulsive transition period, where hu-
man beings conditioned to scarcity are trying to adjust them-
selves to the technological facts of plenty. When the adjust-
ment is made, they may look back on their worries and fears
as one looks back on a bleak day in childhood; and wonder
why they were so upset.

How long the transition will take is impossible to foretell,
but there is no doubt that the war is quickening it by opening
our minds to change—military, political and economic. Look
at the speed with which types of arms are supplanted; the
tising power of the land-based bombing plane, the decline of
the battleship. And so with financial fears and fixed ideas.
They too can be changed or supplanted.

Where does the money come from? It comes from the
work of the people and the work of their machines. The war
is forcing this lesson upon us. We may have learned it by
Demobilization Day.



