
0, Promise Me .. .
A couple of generations ago it was customary for profes
sors of economics to tell their students that a true under
standing of our economy could be achieved only by first 
removing from it the “veil of money.” This injunction 
assumed that the fabric of monetary phenomena in which 
the economy of an exchange society inevitably becomes 
draped can distort as readily as it can reveal the shape of 
what is underneath.

Today we seldom hear this figure of speech mentioned. 
There seems to be, on the contrary, a general willingness 
to accept monetary magnitudes as conforming roughly to 
underlying economic realities. Equating, thus, the symbol 
with the thing symbolized—the shadow with the substance 
—does no particular harm so long as there is a real 
equivalence between the two. It can be mischievous, how
ever, when they part company. In view of this possible 
danger it may be worth while to look separately at the 
general nature of the economy and of money, even at the 
risk of seeming to be old-fashioned.

Everyone knows, if he stops to think about it at all, 
that our wealth and prosperity depend ultimately upon the 
availability and use of certain tangible, physical factors— 
natural resources of all kinds; human effort in a myriad 
of forms; and an infinite variety of tools and machines 
appropriate to the current but ever-changing technology 
of the times. By entrepreneurial effort these are all organ
ized and combined in thousands of ways to produce the 
flow of goods and services needed to satisfy the wants of 
the population and to replenish and expand the economic 
machine itself.

These fundamental entities upon which the material 
edifice of society is built have one characteristic in com
mon—they exist only in limited quantities. They may, 
indeed, be increased to some extent, given sufficient time 
and effort, but they never cease to be finite in magnitude. 
It is never possible, therefore, in an economic sense, for 
us to do at any one time everything we might like to do. 
We are always running up against the physical limitations 
on our capacity to produce all the things we need or want.

There is no similar limitation, however, on the money 
side of the equation. It is true, of course, that one ordi
narily gets the money with which to buy someone else’s 
goods and services in virtue of his own prior contribution 
of goods and services to the economic process. This nat
ural order of events—that we must work before we can 
eat; that we must produce before we can consume; and that 
we must earn before we can spend—would seem to be 
enough to make the “money veil” conform reasonably well 
to the shape of what lies beneath it.

Such, however, is not the case. A person can acquire 
goods and services without having first contributed to the 
business of creating them and, thus, without having earned 
the money with which to buy them. He can do this by bor
rowing money from someone who has not spent all he has 
earned. He can also do this by borrowing from a bank that 
can create money in his behalf in the form of deposit 
credit, that is, a promise to pay on demand. In either case,

however, instead of money he gives his own or a bank’s 
promise to pay sometime in the future. The holder of 
goods, in turn, thus surrenders them in exchange for a 
token of the purchaser’s debt—his promise to pay money 
that he has not yet earned, and which, therefore, represents 
economic services he has not yet rendered.

So widespread has the practice become of borrowing 
other people’s savings or of having purchasing power cre
ated for us by the banks that the overwhelming majority of 
all economic exchanges are now transacted by means of 
credit, which means by the creation of debt, or the giving 
of promises to pay in the future. Everyone is doing it— 
governments; corporations and other businesses, large and 
small; families; and individuals. The financial integument 
of the economic body is woven, indeed, almost entirely of 
our mutual obligations to pay each other certain sums of 
money in the future.

This, then, is the miracle of the credit system—it seem
ingly enables us to eat before we have worked; to con
sume before we have produced; and to spend before we 
have earned. It looks this way, at least, to the individual 
and is actually true for some. We know, however, that it 
can’t be true for all. We can’t really eat food not yet raised, 
nor can we enjoy goods not yet produced.

These promises that we use for money are accepted, 
of course, only because they are ultimately redeemable in 
goods and services, and the only goods and services avail
able for this purpose are those that exist at the time of 
redemption. The value of the promises depends, therefore, 
upon the capacity of the economy to add to the stock of 
existing goods. This capacity, however, is limited, as we 
have seen, by the available supplies of productive agents. 
Our ability to make promises, on the other hand, is rela
tively unlimited, except for such limits as are implied in 
the supply of available savings and the reserve position of 
the banking system. We can go on doing so just as long as 
other people are willing to accept them in exchange for 
goods or services. The promises we make as a society can 
therefore too easily outrun the ability of the economy to 
produce goods and services in which they must be redeemed.

It is instructive to observe the position of the United 
States in this respect. We do not have any good measure 
of the total physical output of goods and services other 
than the Gross National Product which states output in 
terms of current prices. One measure of our indebtedness 
is the annual estimate of total debt, public and private, on 
both gross and net bases made by the United States De
partment of Commerce. The latest estimate is for 1955.

What, then, is the relation between our national out
put of goods and services and the burden of debt that it 
must support? To make comparisons easier, all the series 
with which we shall deal have been converted into index 
numbers using the 1947-49 period as the base. The time 
period will be that from 1945 through 1955.

Between those two dates, the index for the Gross 
National Product rose by 72 points while the total net 
public and private debt rose by 58 points in the index.
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This would seem to indicate ample support for the debt 
structure in the productivity of the economy until we re
member that the increase in the Gross National Product 
reflects in part higher prices and does not entirely represent 
increased physical output. Deflating the figures by means 
of the consumers price index in order to eliminate the 
effect of price changes, we arrive at something more nearly 
measuring output in real terms. Debt, being payable in 
current dollars, need not be similarly deflated. Making this 
adjustment, we find that between 1945 and 1955, the 
deflated Gross National Product figure rose by only 20 
points in the index, as against 58 points in the index of 
total net debt. In terms of their respective trend lines, fur
thermore, total net debt was increasing during the period 
at a rate nearly twice that of output— the trend line for 
debt rising by 61 index points and that for deflated Gross 
National Product by 32 points. If, moreover, we take into 
account the 26 million increase in population between 
1945 and 1955, we find that in the latter year real output 
per capita, as measured by deflated Gross National Prod
uct, was up only 8 points in the index as compared with 
1945, whereas total net debt per capita was up 36 points 
—over four times as much.

All types of borrowers did not, of course, contribute 
equally to the increase in total debt burden between 1945 
and 1955. At the end of the period, for example, total net 
public debt stood only 2 index points higher than at the be
ginning, but total net private debt was 127 index points 
higher. Within the category of public indebtedness, the 
Federal Government’s debt, which not so long ago fright
ened the wits out of some people, was actually down by 11 
index points. State and local debt, however, increased by 
152 points. Of private indebtedness, that of corporations 
rose by 97 index points in the period we are considering 
while the debt incurred by individuals skyrocketed to a 
level 165 points higher than at the beginning of the period.

Without asserting or necessarily believing that any seri
ous danger is imminent from this source, one neverthe
less cannot watch the curves of output and of debt grow
ing farther and farther apart as they climb upward across 
the chart without some feeling of apprehension. If this dis
parity between the growth in the output of real goods and 
services and that of debt goes on too long, trouble seems 
almost inevitable. At some point there must come a break
down in confidence in these promises which we hand about 
so freely and which constitute, in the form of bank credit, 
the major part of our money supply. At the extreme, their 
volume could reach such astronomical proportions as to 
make them practically worthless in terms of real things. 
This is the end result of so-called “hyper-inflation.” Such 
a conclusion may be unthinkable in our own country, 
but there is plenty of historical precedent for it elsewhere.

Before that extremity is reached, however, there may, 
nevertheless, come about a breakdown in confidence, ac
companied by a fall in prices of indeterminate severity, and 
for this sort of thing we have plenty of examples in our 
own history. When the economy is working at or near 
capacity, an expansion of credit, that is, in the creation of 
debt, at a rate in excess of savings and of any practicable 
growth in capacity can lead only to higher and higher 
prices. In the past, such a period of inflation has always

ended in an economic debacle unless checked in time.
The best possible defense against such potential dis

aster would seem to be the exercise of the utmost pru
dence on the part of would-be borrowers and buyers, and 
of the utmost caution on the part of lenders and sellers in 
making and receiving promises of future payment. The 
present economic climate in this country, however, is not 
conducive to such prudence and caution. The root of the 
trouble lies, of course, in the physical inability of the econ
omy to satisfy all demands for all goods and services. To 
any particular individual, however, the trouble seems to 
lie in his inability to get the money to meet the higher 
prices. He therefore clamors for more credit, and for easier 
terms, which simply means that he wants other people to 
surrender real things to him in exchange for his more and 
more tenuous promises to pay off in the future.

And, strange to say, the producers or holders of goods 
are anxious to accommodate him. Practically all sellers, 
and nearly all lenders, are uniting in chorus to sing, “O, 
promise me! O, promise me!” to the buying and borrowing 
public. It is no wonder, therefore, when a red-blooded 
young American says to his spouse, “What the heck! Let’s 
buy that new car with all the power extras— it will only 
cost us a hundred a month for thirty months. And let’s get 
that color TV set, and that automatic laundry and dish
washer, too, so you’ll not wind up with dishpan hands. 
And then let’s move out to that air-conditioned ranch-type 
house in the suburbs. The passers-by will not see the thir
ty-year mortgage plastered on it, and the city has sold 
bonds to pave the street and put in sewers, and to build 
new schools for all the kids we’re going to have. After all, 
these things are all part of the, American standard of living, 
aren’t they? And haven’t we as much right to them as any
body else? We’re Americans, aren’t we?”

Insofar as prudence and caution are still to be found 
in such a psychological atmosphere, they must be rein
forced from the outside if the general eagerness of govern
ments, of businesses, and of individuals to plunge head- 
over-heels into debt is to be brought into alignment with 
economic realities. It is the thankless task of the Federal 
Reserve System to provide this reinforcement insofar as its 
influence over bank reserves enables it to do so. Besides 
being thankless, the task is also extremely difficult and 
delicate. To slow down the expansion of credit until pro
ductive capacity catches up with it without precipitating the 
lack of confidence one intends to forestall is far from easy.

Success in bringing about a more viable relation be
tween debt and productive capacity, however, cannot be 
achieved by the Federal Reserve System alone, and busi
ness and the general public would be ill-advised to think 
that it can. Much still depends upon the prudent behavior 
of business, of individuals, and of governments. Only by 
mutual understanding and cooperation between the public 
and the monetary authorities, and by a considerable meas
ure of self-discipline throughout the economy can we have 
any assurance at all of stopping short of the point where 
economic collapse becomes inevitable.

So far we have been lucky and, possibly, we have been 
wise. Let us hope that in 1957 we shall be both wise and 
equally lucky.

E arle  L. R auber
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