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MORE LIBIRTY BONDS, OX MORZ INCOME!
BY

IRJ. STRONG

There are undoubtedly thousands of Jmericans who are to-day
pussled in endeavoring to determine how many Liberty bonds they should buy.
It is not intonded in this article to formulate rules by which one may ac~
curately decide his duty in this matter, That decision must be made by
each individual according to his ability, his persenal needs, and his
patriotic impulses. But some light may be thrown on the subjsct by present-
ing various aspects of the question which may not heave ocsurred to the
reader. The question certainly involves perplexities which many who are
ungcquaintod with the relations of Government finances to the sacurity markets
find difficulty in solving to their own satisfaction. Needless to say the
financial officerrs of our Covermment are confronted with like perplexities,
only from quits a different standpoint., The individuel is considering his
own comforts, or, possibly, what he believes to be his necessities, His
viewpoint is a narrow one comparsd with that of the Secretary of the Treasury,
who is charged with the duty of borrowing a large part of the monoy required
for tho prosecution of the war but who, at the ssme time, must so shape his
planr, within the limits imposed by Congress, so that the business of the
oountry which is essential to winning the war, may prosced and even be ex-
tended without being hampersd for lack of capital. But the money must be
raised!

In the early months of the war, the Treasury was requirsd to pro=-

vide funds without any accurate measurs by whioh the smount could be determined.

Congress was appropriating billions for war purposes. *e were promptly called
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upon to make large advances to the govermments which are allied against
Germany, but no ons knew, or oould estimate, how rapidly the funds ap=-
prepriated by Congress oould be spent by the various departmsnts of the
Government, so that, necesearily, the borrowing poliocy of the Treasury
oould only be mapped out im a tentative way until experience disclosed at
what rate war materials oould be produced and money be actually spent.

Since late in 1917, advancee to allied goverments and our own
expsnditures by the army and navy departments, have beoome more stable and
regulor. Those who ere raising funds can estimate with more certainty how
much will be disbursed over a given period; in fact, the Goverment's
financing has developed a rhythm which parmits a fair judgment of require-
mente for periods of from four to six months in advance. Assuming that ex-
penditures will shortly smount to $2,000,000,000 a month, and that it is
possible for Congress to levy taxes whioh will produce a total of, say,
$8,000,0070,000 for this fiseal ysar, there will still remsin $16,000,000,000
t0 be raised by borrowing. The success of these berrowing operations will
depend primarily upon the extent to which our people ere willing ito economize
and then upon the extent to which they are willing to turn over the fruits of
their economies to the Govermment. Unexzpended income is gsnsrally repre-
sented in this country by unused balances in the benk. The Govarmment
needs thoss idle benk balances and asks its citiszens to hand thom over to
the Treasury in exchange for interest bearing Londe. Therefore, successful
borrowing by the Treasury will depend upon the amount of those idle bank
balancee and upon whether their owners will be willing %o emchange them for
Govermuent bonds.

The bonde recently iseusd by the Goverment, knmown =s the ihird
Liverty Loan, bear interest at 4 1-4% and were offered at par. It wase,

therefore, quite natural that anyone having idle funds in bank should ask him-

-2 a

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



self the question, - Is it my duty to buy a 4 1=4% Govermment bond at par when
I can buy other good bonds and stocks which will pay ms a return of ¢7 er 8%,
or even more!
fach investor muet be his own judge in desiding bastween his duty

t0 hie Government and his owa resl neede in the way of income., It is not dif-
fieult, however, to state eome eimple exsxples which may be an aid in arriw
ing at & deoision, and the importanco of the desision will be appreoiated
when one realises that the sum of all of these decisions by all of the investors
in ths country is what will make war loans sueceeses or failures.

, Possibly the first point to consider in ehoosing between a subdbserip-
tion to Liverty bonde or the purchass of other bonds or stocks which pay a
higher ‘return, is whether an investment in eome other security may aid or
hinder the Government in the proseoution of the war. There is no choise
vhatever between investing in the war bonds ef the Government or in new issues
of eescuritiee made by emterprises whioh are engaged in operations which are ef
no assistance to our war activities, At this time ne citisen has a right to
divert surplus income to the areation ef nonessential industries when that in-
come is needed by the Govermment for war purposes. That question has already

been snewered by our Covermmont for every investor. Capital Issuss Coimittseo

have besn appointed, pursuant to Act of Congress, te determine whether it ie er
i not in the pudblic interest to allow any given iesue of new sefurities to be
offorod to the public. When bankers offer bonds er stocks which ars advartised
a; having been sulmitied to the Capital Issues Committee and spproved by that
Committes as not incompatible with the public intersst, it may clearly be under-
stood by the investor that eur Government has passed upon the guestion ss to
whether investments in such eeouriiies will aid or injure the Govermment'e war
finence progrem, and, #o far as the investor is concerned, he need meke no

furthsr inquiry as to whether that particular security ie or ie not suitadble for
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investnent at the present time. Its issue har received the Govermment's ep-
provel. He may feel justified, becausze of his own needs andthose of his
family, in purchasing securities of that class on the ground that it affords
indirect aid to the prosecution of the war, There are, however, few in this
country who s} sble by practicing #conory to incrésse theif ‘cavings fund et
thie time who -eénwot  hled -sfford the: trifling sacrifice of udditionul income
involved through the purchase of Liberty bonds rather than soms other in-
vestment, snd their satisfaction in rendering direct aid to the Government
will certeinly more than offset the slight loss in income. But this <oes
not answer itho investor's queuitiaci ua to whether he may noi purchsss some
existin: seourity which pays & higher return than Liberty bonds. Here a
nice question arises which will bo discussed later.

Another exsmple may be used to illustrate the state of mind of an
invgstor who must consider his own personel necessities. He may be a poor
man who has been dependsant upon a small shlary or a small income {from a nest
ogg of investments accumulated after long years of toil; he may have saved a
snall part of this income, or, possibly, some of his inveeiments paying a high
sate of interast may have been repaid at maturity, He is conscious of the
fact that it costs him more to¢ live, with prices at their present high level,
than it did before the war. ‘Iust he make the sacrifioe involved in accepiing
4 1-4% interest instead of a higher rate, possibly even 65 or 8« which he may
have been receiving until hie o0ld investments were repaid! This is neces~
sarily one of those doubtful cases where each man must decide according to his
present needs, as contrasted with the needs of his Govermment., If eoconomies
can be practiced which will not interfere with the maintenance of his health,
or that of his family, or with the edusation of his children, or with continued
officiency in his work, he is justified, and, possibly, required as a matter of
duty to forego a larger income in order that his Govermment may have his sup~-

port. DBy this sacrifice he assumee his share of the burden of the war. On
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the other hand, if it reslly involvee impairment of heelth, or efficienoy,
or the lose of education for his children, sueh a person is, doubtless,
werranted in making investments of a character that will pay a higher retum
80 as to meintain the stendard of living that is essentiel for the welfare
of thet individual, end of his family, and, through them, of the nation,
But, in selecting an inveetment which pays & higher return, it is desirable,
if possible, to piok out some new issue and, of oourss, a sound. security,
which has received the stamp of approval ¢f the Capitel Issues Committee,

ne thersby he gives support to some enterprise which is engaged in work that
direstly or indirectly promotes the prosesution of the war, and which neseds
new eavital. If this 4s a fair statement of the position of & mun with
an income of, seay, twenty-four hundred dollars a year, who is able to save
two hundred dollars; it ie still hard to justify withholding his savings
from ths Government. Two hundred dollars invested st 4 le4% produces £8,50
a year and at 9 1=2% 315,00 a year. He foregoes an additional income of
26,50 per annum, which even the poorest man can afford, and it musi not be
everlooked that the income from his new investment is free of any taxes whatd
ever, This may seem an insignificent comtribution to the Governmsnt's war
effort, hut 10,000,000 people making an ipvestmnent of this sise can furnish
the Covernment with £2,000,00C,000, whieh is one=third of the probvable
smount of the Fourth liberty Loan,

A third olass of investors, now & muck larger ono then is rsalised,
comprises those patriotic men and women who have abandoned businoss or pro=
fessional occupations 1o enter the amy or anavy or Red Cross, er other branches
of the service, in consequence of which their incomee have been greatly reduced
and often the good=will of a business or of a professional practice jeopardised
for all time; frequently, in fact, not withstanding that these men and women

may have dependent ohildren to support. Lat us take as sn illustration a
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suscessful young lawyer who has built up a practice whioh has been paying him
£10,007 & yesr; ho has acoumulated, cey, $10,000 by eeonomy and saving; he
hzs a wife and ohildren. In surreadering his prastice to enter ths Govern-
ment's service, his income nay bve reduced to a salary of $2,000 a yoar or less.
His ineome from his sesurities may bring thiz up to $2,700 a year.o In winding
up his practice he eollects outstanding bills from his elients totaling 310,000
and must descide whother to spend this monay in maintaining kis former etandard
of living or to invest it in soms securiiy paying a high return so as to help
mitigste the hordship of enforced econemy, or te buy Liberty bonds. A mun of
strong cheracter, with a family loysl io the purpose for whioh he has made the
sacrifice of his practice, may bé able to resdjust hie plan of living te an in-
come of £2,700 a year, plue the $425. additional income from tha Liberty bonds
that he buys, end still be perfectly happy and comfortable and feel that he is
doing his duty both to hie femily and to hie Government, On the other hand, he
may be tempted to believe thet in order to educsate children who are at school
and oollege, and to maintain his own health and efficiency, it is neoceesary

to obtalin a lerger incoms than ie possible by the investment in Govermment
bonds, There is certainly no rsason why that man should be condemned for
risking the future of his family, the edusation ef his children, or even his
own health, by declining to make the additionsl esarifice of inocsome involved
in the purchase Af a 4 1-4% Govermment bond. But he had already mads a
sacrifice of groat proportions end while ths nation can wsll afford to insure
his efficiency by permitting hin to obtain the largest inceme possidle from

an investmsnt in some eecurity iseucd by & corporation which is engaged in var
work, the chences are that one who makes such secrifices se this can be relied
upon to meke the small additional saorifice ef income involved in purohasing

the war bonds of his Government.

A fourth type to consider is the man of large inoome who spends but
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a fraction of it and hes large amounts to invest every year. This man should
have little difficulty in hie decision -~ 1f he is engaged in some business
directly promoting the prosecution of the war, which requires for its neees-
sary development ine amployment of increased emounts of capital, he should not,
of couree, hemper the efficiency of his business by withholding from it the
capital which possibly be, alone, can furnish by so employing a portion or all
of his surplus incume, This applies to the manufacturer ef war materisls
pariicularly. ©n the oither hand, if he ie a retired capitalist, with an in-
coms beyond his needs, it is unquestionably his duty to the nation to invest
every doller of the surplus which he accumulates in the bonds of the Govorn=
ment, beyond, pessibly, e modsrate emount in new security issues beering the
stamp of approval of the Capital Issues Committee, which he may consider

safe,

Theso ere only a few of a great variety ef types= of possible in-
vestors why feoe a decision which is vital to the nation and they are referred
to simply for illustrative purposee. There are, however, principles of great
imporiance undarlying the whole queetion of the purchase and sale of securitiee
by investors in these war times, which should be considered by every investor
before h1e decides what he shall do with his savings.

When one buys a security in the security merket, it mey be that the
eeller, in turn, will invesi the procseds in Government bonds. On the ether
hand, it may be that ihe person selling the securities desires funds for some
purpose not at zll relealed to the war, or, in fact, to waste in quite unneces-
sary living expensas or extravagances. The buyer e¢an hardly stipulate with
the saller as to how the latter shall spend the money, but osn he take the
risk of the seller's intentions!? Of course the existence of a security market
where invesiwent securiiiss are bought and sold is a facility which in many ways

eids Coverrment financing, and, deprived of that facility, the Government would
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sngnunter difficulties which would not arise if a sscurity market did not
exist, An netive market where the ownership of eecurities can be promptly
ahifted from cne person to another ie one of the mezns by which those who
desirn to buy Tovermment tonds, ard ere vwilling to sell existinr investments
for the purpose, are enabled to do so vithout delay and often without ¢reat
lose. MNat avarvy sale of investment bonds end stocks is, howsever, inspired

by “hnt derire, although these conrtent transfers of inwestments do to some
unknown extert result in thas transfer of benk balances from those who have
accumulsted them without expec*ation, and, possibly, without ability to buy
Cover-ment honds, to the ownership of those who ars ahle and »illing to do so.
When 4he Oavarnment nlaces a Liberty Loan, #11 thoss who have money to invest
ars broucht under the influence of = great oampaign of education, which is,

in fect, a preat selling campaign., Those who have accumulated the bank bal-
cnces by selling thoir investwents are just as subjeot to the influence of the
campairn ps are those who in the first instance accumulated the bank balances
by thrift or othorwise and later transferred thom to other pereons in exchange
for vecurities, It can herdly be cleimed, therefora, thst the availsble in-
vestnent fund of tha nation is roduced as the result of such transfers of
saourities. The importent thing is to reach all owners of idle bank balances,
however those btnlances may have arisen, with the Liberty Loan propaganda and
induce them to dbuy Govermment bonds; those who cen not afford to invest in low=
rete sacuritise making it possibls for sthers who can afford to do so by pur-
chasing from thom the securities which they are willing to sell. To illustrate
this noint, if we essume thet the total value of all invesiment securities in
this country sggregete 350,000,002,373 et the time of & Liberty Loan offering;
thet at ths same time the total of idle bank balances in the country aggregates
$6,650,07°0,70; and that the Government is inviting subscriptions to
$6,000,000,070 of lLiberty bonde, it mskos no differsnce in the reeult whether

tne §6,010,70,000 49 turned over to the Tressury in exchange for Liberty dbonds
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by those who originally accumulated ths $6,000,000,000 or by others who have
acquired thoee bank belunoes by =elling the partion of ths $50,000,003,000

of zocurities which they formerly owned. This process of shifting of owner-
ship betwo-n invertors, as stated above, does, indesd, to same extent, facilie
tate tha Government's borrowing operations. But there is another aspuct of the
sscurity markets, which boars on this matter, where influences may ariss whioh
could be highly detrimental to tha Govsramant's berrewing prograu. Suppose

a large numbar of people with idle funde bYsommo interssted in iho market in a
speculetive” way, rather than simply as purchasers of investmoni securities;
snd Lacause thay beliocvad that stooks and bonds would advanes, were lod to use
their surplus income as margin for ths purchase of securities which thay could
not fully pay for, and, in gonsequence, borrowed heavily fiom the banie in
order io carry them. Such a movement might gain speculativae hesdway and result
in a gonerel sdvence in seourity nrices, particularly those of a spsculatiive
nature., Panple in thie couniry only too readily develop an insatiable appe-
tite to huy saocurities "for e rise.,” The result of such a movemnent would be
a8 greet incresss in benk loans; - spsculators oan borrow more money on stocks
ms thay advance in price, end generally do; bank crodit would, s a resuls,
be absorbed and the surplus sarnings of many individuals, whici mighi have

en apnlied to the purechese 2f Uosvernment bonde, would oe used aa margin in
speculative ovaerations which would serve only to slog the banking machine.
This would elearly be a diversion of investment funds from legitimate to
$1le~itirzete purposes when it is considared that the nution is ul war and
neede thoss funds., It may, in general, be said that the existeice of a se~
ourity mearket, where investment securitiee may be readily bought end sold, is
a gond thin , nrobably even an esseniial thing in order to proserecthe stabil-

ity of finencial affairs during war time; - but that on tho conirary, the ex-

istence of e speculation which attracts capital to speculstive opsrations is
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ean unessenthal and often & .danpgerous fﬁing. ¥e must not overlook the fact
that the existence of a markei for securities enables itlhiousands of investors
Lo uss their sgecurities as ths besis for ocuite legitinmate borrowings, frequent-
ly when funda ere desired in order to subscribs for Governmont bonds in antigi-
pation of expected savings, aleo when capiial is resjuired to develop industries
that are essontial to the proesecution of the war and when ¢redit is neseded to
pay off exisiing detts, s well as for many other valid purposes. "ithout a
nmarket for sefuritiee, banks would bLs reluctant to lend on them amd billions
of dollurs of invesiments in tho hands of the people of the country, which
might be usefully employed as the basis of necessary cni desirsble oredit, would
be rendered unliquid and unavailasble ae sagurity for benk losns. Nor can we
fail to overlook the existence of a great mass of loans now held dy eur banks,
which ere secured by bonds and stocks, &nd which have no relation to specule=
tive epcretions whatever, where the protection of the lending, banks, as to the
velue ¢f the collateral, depends upon tha coniinued extstence nf & market
where eacuritivs can ve liquidated if need arises.

The financial officers of our Uovermment ars eonfronted with s
difficult situation which they do not control ond which, under our aystem,
they have power %o infiuence to only a slight extent. Zxpenziturss ere
mappsd out by the various deparimeats of *1s Govermmont, the largest now be-
ing by the w: r and navy departrante; they are sulmitted to Congress and ap-
propriation bills result, which authorise the sxpinditure of tho various
emounts damanded by tho departuents, as finally approved by Congress, At ne
point havs the Treasury Gfficials any legel standing to control, and they can
but slighily influence, tha smounis of thase expenditures, outside of those
relating to the asdministration of their ownddspartment, The Traasury, there~
fore, is callsd upon to raise monay, the amount of which it has n» voice in
determirirg, and tre expenaiture of vhich it hes no means of cantrolling.

Its policy must ba govsrned, under the archgic »racadure whic: our Covermrsnt
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follows, by very sinple rulas., bsound finoneing of the Uovermuent requires that
az larpe a vpronortion of war sxpanditures as possible be rui:ed by taxalior,
but not =5 large an amount as to iapeir dbusiness srierpriss, and particulerly
those enterprises which nust bes devaleved to hig: speed im order 1o orcluce
goods rejuired for war purposes, 1f, therefurs, ilis Treasury is provided

by Conrrese with & given propcrtion, ssy, ou-third, of {he uxpecisd Cuovornmont
owtluy from taxation, whatever else is mpent wmust Le raised by ithe Secrelary
of the Treasury tinrough varioun forme of bLorrowing auwthorizsd by Congreas ut
hiz reonus~t. ilight here the attiiude of tie pueuvple of iihe gountry, even

more than tha dscisions of Treusurv Officials, co.:rols dovelopusats in

future ycnrs which will be ¢f vast importence to our welfare. If we ara aovle
{0 pursue & policy of gradually increased taxaiion as industries cro able vo
boar it, but nevor raising texes to the point whore essaniicl busiuess is
injured, and if wes can raise the belence of our war expenditures frow woluatary
sudzeriptions te bonds end the bonds ere oaid for out of sevirge, the country's
financicl concdition after the war is over will pe substantiwlly unimpeired

and certeinly vasily better than thst of some other balligerents. on ibe
other hend, if these voluntary subseriptions are not, or cwn not be mude, no
one for a monent would assume tnat on that account we ruel =top fighting,

The warmust be won end thae funds must be raised to win it, ever if Lona

issues feil. The failure of u bond issuc ximply means that othar moihods
must bo amployed, possibly methods lese sound in principle anu certeinly .ess
palatable in anvlication ithen those which are mow bedng pursued. 7Thu chwice
of methods can not ba said in rest any more upon Govermmsunt Cfficiala Lhes
upor the deciszion which must bo made by eash individual who nzs pessibly ime
vosed upcn himself rigid econnmy so as 1o be sble L9 buy the waxiaua acount

of Government bonds.

o patriotic citisen, whatever his mesns, who con afford to pure
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chasa hie Governm:t's Wwar bonds can afford to teke the risk that the hard

won rrulte of his sconomiee will be wasted Dy some other individuel to whm
ne delegatee thia desision. ‘fhat ie what he does when he turms dhe product
of his esonony aover to ecae ons else in oxchange for some other kind of en

iavestumant, YWwcause tat ether individual may see fit to waste it.

Jur success in financing the war froan now on will absolutely do-
pend upon the exteai Lo whien neople are willing to economisme. There is no
doudt as io the results which Gan oe achieved by sush economies, whether
thoy bo voluntury or enforced. shey csn be made to produce, in thies country
of woulih, exiravagence end waste, & sufficient fund of savings to absord all

Lho war Yonde whicii the Covermment must issue in order to win the war,
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