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In talking over with you the finemcial side of war, my mind
runse inevf#&bly to the financial hiastory of the late war, and the
fashion in which this resembled, or differed, from previous wars,
of which we have-full knowledge. Without particularizing, I have
formed a profound impression that from generation to generation,
so far as we can discover, the nations, and the financial heads
of the nations, learn little, and remember less.

While we are proud of our own achievement in financing this
great war, on the other hand, we realize some of our mistakes, and
we realize, even more clearly, the mistakes of others, because they
happen te have been greater than ours, and we must attribute these
mistakes principally to the little that has “een lzarned of the hise
tory of wear finance of past years. It seems as though that history
had been pretiy well bHlotted out. in the minds of the present genera-
tione

There is, however, one notable exception in the financial his=-
tory of warfare, all the more remarkable hecause it occurred over
100 years ago. VWithout desiring to contribute to the common tendency
of attributing to Napoleon, the qualities of a demigoed, I should point
out the .striking fact that ilapoleon fought his great wars, practically
fought the wivilized world, for 19 years with sound money. In thése
same wars, England abandoned sound money, issued paper money which
became irredeemable, and stayed upen an uansound paper basis fer a
period of 21 years. Trance's prompt economie recovery from the effects
of the Napoleonic wars is common knowledge.

Vhen we observe the chaos in finance which has paralyzed Russia,
and is demoralizing Ausiria and Poland, and to a somewhat less extent
Germany, and then consider that in the Napoleonic wars, France stood
out against the rest of Europe for a period five times ns long as did
Germany in the late war, I think you will agree that a sound financial
policy must have had scmething to do wiih this remarkable feat.

Commenting upon thris period, the late Ex-Ambassador Andrew D.
White has the following to say:

"When Bonaparte tock the consulship, the cone
dition of fiscel affairs was appalling. The governs
ment was bLankrupt; am immense debt was unpaid. The
further collec*tion of taxes seemed impossible; the
assessmenis were in hopeless. confusion. War was,
going on in the East, on the Rhine, and in Italy, and
civil war in La Vendee., All the armies had long been
unpaid, and the lsrgest loan that cou,d for the mo-
ment be effected was for  a sum hardly meeting the
expenses of the govermment for a singie day. ‘

"At the first cabinet council, Bonaparte was
asked what he intended to do. He replied, 'I will

‘pay c¢ash or pay nothing.,' From this time he con=
ducted all his operations on this basis, He arranged
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thé assessments, funded *he debt, and made payments

in cashi and frum this time - during 211 the campaigns
of Marengo, Austerlitzy Jena, Eylau, Friedland, down
to the Pesce of Tilsit in 1807 - there was but one
suspensivn of specie payment, and this only for A few
days.

"{hen %he first great Furupesn coalition was formed
against the Empire, Napoleoa was hard pressed financially,
and it was proposed to resort %o paper money; but he
wrote to his minister, 'While I live I will never re-

gsore ty irredeemable paper.’ He never did, and Francey
urder this determihation, commanded a1l the gold she
.peeded. When Waterloo cnme, with the invasion of
the Allies; with war on her own soil, with a change of
dyansty, nand with heavy expenses for war and indemnities,
France, on a specie basis, experienced no. severe fineane
cial distress,"

We cannot assume that this policy was distinctly of MNapoleon
creation. It may have Yeen the prodduct of his time and his personal
experience; or on the other hand, experience, drawvn from the desperate
pericd of the French Revolution. As a young man, and even later =2s a
General, Napolieor h=sd himself resceived his pay in a deprecinted ocurrency
of constantly wreduced purchasing power, and it mesy be faif to attribute
to his microscojic vision, =s a military men, a more just appreciation

of the importancs wnish finnnce plays in successful warfare, than ie true
of Finance Ministare. whe have nothdag to do directly with the feeding
and maintenance of armign,

F

Qur own higtory, irom the days of the Continental Congress until
after the conclasion of the Civil War, contains an unbroken record of
unsound finance, in winich we eyperimenued witn every expedient which
has been condemned hy hisiory and exper_enuu. France, during the Revolu-
tionary peried; haa eufiered from vast issucs of paper money, commonly
called Massigaats " W e, during our Pevolutionary period issued our
fambus Gontlnenta¢ w.orencys As Washinglen phrased it, it fook a carte
load of the stuff tc buy m pair of shoes. TYou are doubtless familiar
with the iact thal the wurthlessi-ss ~f {his paper money gave rigse to the
phrase, "not worth = continental.?' 1 ehnll. iUFei later to our own
Civil Var exporilences in finance in cortrast with those of the past war,

With this briet suggestion, indicating my belief that a finance policy
in war is too importan: to be overlooked as an essential part of a well
planned militdry program, I want to ask you %o revise what mmy have been
your previous iéeas of the position of a Finance Minister in time of
war. Look at war finance as & problem in production of goods and
employment of labor; and consider that the Finance Minister, and those
serving him are simply the bookkeepers who are charged with the respon-
s8ibility of making bookkeeping records of transactions in goods and labor.
At the risk of going over elementary ground, with which you are thoroughly
familinr, permit me %o summarize by illustration, the great problem ef the
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production of goode, and the mobilizetisn of labor for the purpose of
tonducting war, In a rather narrow sense, and for the purpose of
this argument, Y would like to divide nrll goods produced by laber into
three general c¢lasses. The clagsification is narrow and not very
exact, tut useful for purpose of illustration. The classes, I will
¢=ll:

1. Productive,

2+ Useful.,

3., Wasteful and Useless,

The illustration will be in the employment of, say, 1,000 tons
of ore, which is taken from the ground, goes through all of the.
processes eof smelting and fabrication, and erection in the form of &
Corliss engine, which is opabated in furnishing power for the mamufacture
of sewing machines, or for the spinning of cotton fabric, Here we
have one illgetration of the most productive employment of a product
of labor and of the material employed, Falling within the second class,
useful but not productive, ls% us suppose that this 1,000 tons of ore
is converted into = beautiful momument, illustrating some important
event in the history of the nation. It is not productive, but it ie
distinctly gseful, in that it is, to seme extent, educational} it has
an aesthetic value, and gives enljoyment to those who look at it. The
economast recognizes that the employment of labor and material -in
ways which provide simply healthy aesthetic enjoyment, is useful, al-
though it may not be distinetly productive. . As illustrating the third
class, let us suppose that this monument proved to be an ugly, grotesque

" affair, which people went out ef their way to mvoid seeing., - Certainly,
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this would be neither a productive nor useful employment of material
and labor. In the narrew classification, which & am employing, it
would be wastsful and useless. But, here we come to the fallacy se
frequently deluding to even thoughtful people, in regard to this form
of production., They say at once that those who are employed in pro-
ducing this ugly monstrosity, nevertheless earn wages which enable them
to support themselves and their families. That argument is wholly
fallacious, and is demonstrated to be se, by reduction end absurdumn.
Suppose 811 of the peopls of the world becsme infected with some strange
madness, which led men to lay down their toode, and devote their
energies solely to the production of useless and ugly articles of
ornament? The world would shortly aterve, there would be no food,
clotiging or housing for anvbody.

This rather fentastic illustration is intended to lead me %o
the point of stating, definitely, that in a narrow economic sense, the
labor employed and the geeds produced in waging war serve just as
wasteful and useless a purpose a8 was the case with this ugly monument.
To be sure, in a political and social sense, warfare may be useful and
necessary for the protection of people in the enjoyment of their liberty,
and even in their freedom to produce useful and productive things, but
in 8 narrow economic sense, I think we must accept the doctrine that
the goods produced and consumed in warfare are in the main, and at the
moment of use, sheer waste, But it goes even further than that; ware
fare not only destroys things, dut it calls for the production of an
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required supplies; ’
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increased quantity of goods in order that they may be destroyed. Simple
illustrations are in clothes, food, fuel, etc, Men teken from dedentary
employment and put into the fiéld for driiling, . tianeuvering and fighting,
wear out clothes and shoed faster, and actually eat more food, than when
employed in peaceful occupations. A great’ war’ fleet patroling the oceans
at high speed«consumqovﬂc?glfuel in time of war' thar in time of peace
when anchored' in port, or proceeding’ leituFely from one port.to another,
so it goes through much of the actual operation of armies, that:not only
must goods te destroyed, without ‘productive ‘results, but an increased
quantity of goods must pp_prodgch;fhyfthis?destructive occupation.
Theoretically, this demand for'wdﬁ'sﬁpplies"in larger quantity, and of
different kinds, than that required in peace time could be met were
society o highly organized that thé civil popalation ‘could be promptly
induced, ar required, to pg feduce théir ‘deménds fot goods and- for ser=

‘vices of labor, that.s suf{icient, volume o godds'aiid arsufficient

supplyof. labor .would released to support the opérations of armies.

No system of government, in fact n@_g%pﬁbﬁ§k’§&§tbh, has yet been
dévised which would csuse,a civil population of ‘the ‘cdiiritry to immediately
teduce demands for--goads:to the ppint where arffed’ could be‘edequately
supplied without somedncrease in production. Weré 'that sb; 'war:finance
would be no problem. -.Look at this from angthér point of view, Were it
podsible for a government et war to levy contribution  frém labor and proe
ducers, so eqitably and justly, that each would contribute'his fair share
of the goods to be consumed.by armies in ti@e of war, again, war loans
and war taxes would disappear,. The.manufacturer of spades, for .ex-mple,
would- turn ‘ovér, without pay, A0% or some_percentage, ar‘pis production.
The same'with the farmer and the- spinner, each turning out’ so much in
goods 1h lieu of the paymgnt.of.taxes, or the purchase of war Loens. Nor
is' this supggestion so. faptastic =s it eppears, Whéh’it’fé'recalled that
in the Middle’ Ages, under despotic forms of govérpment, or more recently,
in'the ddys of tHe feudal:; syebem, warfare was condycted almost exactly
by this method: The King called his .knights and B4réns' to nrms, each

bringing with Wim“4o many men-ab armg,,ind,esch gy}niéﬁiﬁg s6 much of- the

PR - ’
.

" Under our modern economic system, hoﬁgygn,lﬁan's'labor, and the
product of his ‘labor, belongs to,himsplf,.;wﬁat'yaf destroys jq_goods,

ar wastes in' labor, must be furnished during the yaﬁ[period,'and the only
way in which the government can get contiol_q(rthis product is by process
of law, that is, by conscription in the cgaéuqf.;pypr, and'@y'ﬁaxation
or borrowing in the case of goods or materials. What canrot be paid for
at once out of taxes collected ‘during the wsr period, must be paid for
out of the fruits of the énergy of ‘laber and out.of the profits on goods,
produced by later generations: We ape.approaching the point in this
argument where the Finance Minister is called upon to keep the books.

If you agree with me that ecomomy by the ¢ivil population of the
nation at war will not certeinly pt once be .adequate to release the
required labor and goods for war purposes, we must then nssume tha? the
nation at war becomes a bidder for goods in competition with the civil
population, Military necessity.recognizes. no economic laws when the
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winning or losing of battles depends upon the speed with which predud-
tion of war materinl in ndequnte qu-ntity can be effectéd. The Wwer orga-
nizetion not ¢énly bids for goods and labor in competition with its owm
civil population, hut in competition with other governments that are at
war, and even with other depasrtments of its ovm government. We know
%hutlis is the § or 10% surplug o 5 or 10% shortage of any kind .of pro~
duction which determines the price for the entire smount produced. Seo
when the war demsnd for goods arises, failing a system of direct confisce-

- tion and conscription of goods mnd labor, which is adequate =nd just, and

is distributed fairly, fniling n system which. induces or requires economy
by the civil populntion, we find the old rules of competition engaged in
marking up prices. As prices advance, the cost of labor advnnces. The
Finsnce Minister, being the bookkeeper, id engaged in raising taxes and
placing loans to meet demends for goods, at a constantly increasing level
of cost, and ns paymenis .are mnde for these goods, extravagance and waste -
develops The clussicat theory of the influence upon prices exerted by the
quantity of money, er of purchasing medium in circulation, begins to operate.
We shortly get into the position where the "dig is chasing his tail."
Higher prices induce higher wages, which cruse expansion in credit

and currency, which agnin .raises prices nnd wages, and so this endless
circle is gradunlly being enlarged with nll of the consequent evils ef
inflatien, expansion, extravagance and wnste, One may well ask} hew

can this all be avoided? It is, unfortunately, necessary to admit that
the experience of the last wur demonstrautes thet these evils are not

to be wholly sscaped; that.in war the choice of & policy by the Finnnce
Minister is usunlly a choice of evils, rather than the selection of an
ideal poliey; and that the best that he can do is to mitigate A situation

- which cannot be fully controlled. Admitting, therefore, that produc

tion must be somewhat increased, and that some bidding up of prices of
goods, nand wages of lsbor, is unescapable, the question is, how this
incrense can be best financed, firet. out of the savings of the present,
and second, by mnticipnting the savings of ithe future. I think I con
best illustrate how these €ifficulties of production of goods nnd employ=
ment of lnbor may be dealt with in « fin=ncial sense, by specific refere
ence to the polisy of our government in this war, in contrast with the
experiences of the Civil War. When the. Civil Wapr started in April 1861,
the finances of the United Sintes Government were in excellent condition,
its bonds were in keen demsnd, it had a very snall funded debt, =and nmple
revenues, Within eight months, specie payments had been suspended, the
country vms in the throes of financial disorder, and Secretary Chase had
paid as high as 124 per annum for ‘emporary losns. Before long, the
expedient of printing fiat money was resorted to, I think, reluctantly
on his part, btut with that curious complncence on the part of Congress

in financial matters, which has characterized the acts ef legislative
bodies in time of war, for generatiens. ..It seems =as though legislators
rezurded paper money. as a specie of “painless denistry” in war finnnce,
wiich might be empluyed without fenr of serious consequence. Ve paid

a penalty for unsound Civil War finance which it took 15 years from which
to recover. .We saw gold selling in terms of papér money =t 280%, prices
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Referring first to methods ofi taxation, the subject is so Snvolved,
opinions upon taxation differ so widely, and have produced so much con-
troversey, that it would take too lung in the present discussion tc refer
to that matter beyond the briefest outline. The importent jrinciples
to be borne in mind are; first, that\tax revenues, in order to avoid
the imposition of hardsh#y upon the uoor, must be callested by direct
taxation measured im proportion to the means of the tax-payer, and second,
that the amount to be collected by taxes should not exceed that sum which
the nation can pay, without crippling industry, and stifling enterprise.
In other words, without curt#iling production. As to the first principle
it is easily illustrated; if a iax were imposed upon bread, meat and other
essential foods, and upon simple articles of clothing, and upon house rents,
the burden imposed uvpon the working class wouid bé vutrageously unjust.
The proportloﬂ of earnings of the laboring man expended on these necessi-
ties of 1ifé is very great; with 2 man of large income, the proportion
is trifling. It is a form of direct taxation, with all the evils of in.
direct taxation, which disregards the capacity of the individual to pay
the taxes: This same objection exists in most forms of indirect taxa-
tion, including the much discussed "tax upon sales.” Probably the most
just method of levying a direct tax is that found in the graduated income

“tax. One of the defects of the scheme of taxation devised by Congress
in the enrly days of the wer, was the fact that it was ocveriapping, or
duplicating, that it had a cumulative effect. It taxed the profits of
capital where engaged in indusiry and commerce, and then taxed the
income of those who received the residue of profits of commerce and
industry, after the original war and excess profits taxes had been osls
lected: In some cases, but not in all cases, these taxes probably did
have some effect toward resiiaining enterprise and production, but not -
nearly so great, in my opinion; as had frequently been claimed, With these
few words on the tremewdous;v 1mpor+ant subject of taxation, let us turn
to the question of loans.

Assuning that a souns aud adequatie system of taxation, which provides
the maximum revenue, witlwout unjuseified burdea upon any class of people,
and without restraining prodiction, is adopted, there will nevertheless,
and inevitably, in such a war as we aave just expefienced, arise the:
need for borrowing to meet war expenses in excess of what can be provided
from taxes. The effect of a loan under these circumstances is simply to
postpone the levying or taxss to a later date, rather than to impose
them during +he war period. It is anticipating the profits of future
production in ordqr that the governmantiﬂm?d%ﬁgﬁia from people of means
the necessary purchasing power whereby to pay for the services of labor
and to acquirs the goods i'squired for wa:. It is taking a share of the
profits realized from future production and spending them immediately.

It would be unprofitablie here to distuss the various theories as to the

kind of borrowing which should be employed, thal is to say, whether long or
shert time bonds, or perpetual annuities, or otherwise, and what the variows
terms of such borrowings should be, except as tc a few of the most essen-
tial points; first, as to tax exemption. Herein lies an evil, unfortunately,
net wholly escaped in cur owm recént record, which is wlmost as dangerous

in its social effects as is the "painless denistry" of fiat money in its
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economic effectes A govermment which borrowa money for war purposes is
asking those of lerge meaas t» ghive up nothzng, but rather to~lend their
credit to <the govéﬁdment iz ‘the expectation of Ml rewayment with

“reasonapie inmtereszt, I% ig fot euch an act of confiscation as is taxa-
tion. If, in addition, that man or large means is giv¥n exemption from
taxaticn vpun chs income from thb'bonds“wnich'Re'nu *chases, the opportunity
is afforded to him,!and to all those of’I'is Clﬂes, %o escape the real
financial burder ef the war, by énabling hia % coavert a large part

~of his preperur 1ﬂma warlly tax exemt SbPu;ltJeﬁ, and so eqnape his just .
burden o twaz. It i3 distinctly class lagislaticn whieh terdz to threw
the gremier shure of wic burden of war coc%: upon the pooTd i gives

an ad7aatage t, ihﬂsa whe eajoy intcmes which they de not earn over those
who get their irnures fiom gairtul oceupations, and, ia my opinion, is
waolly viciovs &ud “n53vmio Ths dext prinsiple to observe; is to avoid
employing bank cirecit for war loaws, and sabii to'place &l bond issues ih
the hands of wle iuwveseing ubll €y 4n bonds of as long maturity as may be
justified by the cirsumsiances of tihe wa‘, and 4he government's existing
debt and revenues. The e”L“oymeut of bank cradit, tha’ is, aither

direct borrowings, ov iuBiiest borrowings by the govermment from banks, is
a form »f. inflation seuona 011y in its inflalionary effects to the printe

-ing of fiat money. I Jdo a9t widh to be degmatic in this statement, and
will only point out ithat to the’extent that tank lohus are expanded through
those war borrowinigs, jiet to thet extent prices have risen dr will rise,

the cost ¢f 1iviag iucroenss, and the whols econcinic situation become:- .~i
disordersd and disnreaa¢zadL Cne of the misfortunes of our 'financial -~
p"ogﬁhm during taie war lay in the ract that ws were called'upon'to
finuace 1% on™ y oud cwn wai effors, hul o considerelle share of 'that of
cur ‘associates’ I zueaw bv"ow;ng money by oux Treasury .in nihounts far in
exeess of e saving coypasity of tie coualry, even after a maxinum of
revenus had besn seallzed {rom taxes. 0a thal eacount, =after poople had
invested the marluxm of their curent sarinzgs in wao 1oaus. we had ¢o
ask then to dnticirnve ths ecavings af ihs fuiture Sy subscribing for loans
which they couls n3¢ at onne pay for in full. We even coxhausted this
resource and it became necassary for tHe Treasury to biirew monsy directly
from ths.commercial bankz 3¢ the cuuntry uper its ¢wn Sheré notes, It
was in this lagte, pavticu_er taat the edonomisis c¢f the ”ouA,ry attacked
the Treasury pfﬁﬂrmn 0% e2lizing ih most cazes, that {ths policy of the
Treasury was one of iths corzaguencas of the comgetitlon’ te walca I
have earlier rsferrved, whicsz had ¢he affert ¢f raising prises; rather
than being the case of «n ircrease in prices. as argred b, “arsg who
adhere too siavishly to the gquantiiy thecwy cf money. Iin gunsral terms,
what happened with s dd"iag the war was ihat th2 TreAgary viaa chasing
rising prices by raisiung Llicreasing amounis of "lauzs, sebling conatapntly
increasing amounts oY bouéa; nd finally “mder - 1n3 pressure of necessity,
borrowing inurassisg ocmouats from the banke: Xad tnd goods raguired

been fortlhceming., withounl competition;. eithar as the result of voluntary
econony, or ag the rasult of some form ef congsriptlon of material and
labor, prices wcul.d 20t have risen, and 'the materinls reguirsd for war
would have been furnmicked, rnd the amourt-ef boirowings” wauid have been
moderate and wiikir “he carcity of the favesting public to absorbd without
se greatly anticinatiig {uture savings, -1¥ w13 exieat that the goods ts be

en

.

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



L

purchased and destroyed in the war effort cannct be met oyt of current
savings, we must, inevitably, in some form suffer inflation of the
currency and thereby add.to the tendency of rising prices. I wish I
might jllustrate with exactness this insidious and dangerous process of

. inflation. It i3 wlmost impossible to express it in words and figures

part of the process ct deflation now, in full swing,
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without = chart to illustrate the process, and I shall usk you to accept
my . statement, unsuppo:ﬁed by a. mathematical illustration, that inflation,
and a1l its evi¢s, is .the invariable accompaniment of a war which cunnot
be wholly conducted without, increased procuction and competitive Euying,
I do not wish to burden Lyou: :with a mass of figures relating to the
financing of the war, save for the purpose of illustrating the points
which I have tried to make clear. The Federsl Reserve Bank of New York,
which had to carry the heaviest part of the burden of reising this money,
actually sold 6, 234,000,000 of war bonds of the five lonns, which was
nearly 307 of thP total, . and which represented 12,373,672 separate
subscriptlons. It also, raised in the short louns, to which I have rew.
referred $2,500,000, ooo to $83,000,000,000 principally through the snle
of cert1f1catea 1o, tha.banks of the Second Federal Reserve District; this
being, in fact; a revolyal, credit of constently increasing volume. But,
our.effort was dirapted, from the beginning, ‘toward effecting the widest
possible distribution of the long~time loang .to ecturl investors, and
only where, imperative thet we should do so, did ‘we invite investors %0
borrow money in order.tp subscribe. Of the mdney reised on short cere
tificates in the early days of the war, no less than 80% of tae umount
outstanding was at timps owned by the commercial bemks. The efforts which
we have continuously made to secure a distritution of these certificates
to the investing publlc has now reducscd the percentage t0 very smrll prow-
portions in ouwr districi;. probably not more then 4% to 0% of the cerw
tifientes ouistanding are ewned by .banks. .The amount of bonds and
certificates heid by the barks is constantly being reduced. It is 8

A most interesting feature of thg flﬁanczng of the wer was tha )
machinery employed tu.raise the money., Few pesple realize that.an organiw
zation was.created which meant thau for every soldier .in France, even ‘at
the maximum st*ena ch, of our army, there was one person in the war loan
organization raising money at home « It is estimated that over two
million people weire mobilized in this grent effort, and the organization
of which I was the.head in .Naw Vork, was estimated to comprise about
200,000 people, operatlng under the direction of about 3,500 committees,
createu and organi:ed very much nlong the lines ¢f the org«nlzation of &
great .nrmy. The. wholg was p*631ded ever by a cémmitiee of 14 men, wha
did no more than »o direct pollcves %hroqgh a staff of officers assigned
to duties just.as. qpeclfic ns those appltlng to a military organiza-
tion, To 1llustrﬂte tne exqctness with wh;ch this work was per-
formed; out of the expenses. and dlsburseménys ‘aggregating about
$12, 000, 000, when the ragcounts werge wound up, 1f was found that only
under the rather exactlng requlrcments of the Treasury Depnrtment, and of
the Federal audit. The entire expense of ssle and administration of the

org/
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debt, both long and short-time, =mounted to something like 1/20th of
1% of the =smount of money raised. To illustrate the efforts %o observe
sound procedure in distributing bonds to investors, our organization in
New York devised 2 plan for selling bonds by installments to poor peoplr
and wage earners, which was operated during the last three loans, and -
which resulted in no less than 2,500,000 subscriptions, of which 90%
were paid in full by the subscribers.v It necessitated the employment
of an organization at one time of 450 people to run these 2,500,000
accounts, and strange to szy, it resulted in a profit through interest
.end other adjustments, of something like $350,000 to the Federal Tre=sury
,JJ} after allowing for all expenses,
_\\_._————/
/’ Thie discussion would not be complete without. & few words upon
the relsntion which should be susteined between the army organization and
the finance organization. Summarizing the lessens in finance in the
last war; as to the relatione between the twe branches of the govern-
ment, it should be definitely understood as an established fact in
connsection with war, that no sound system of war finance in possible,
unless the methods of mobilizing industry, of conscripting labor, and of
purchasing materials required for. wer, are based upon a sound underatand-
ing of war finance, =2nd ¢f the dangers of unregulsted competitive buying,
without regard to the effect of that policy upon the financial program.
With a1l due respect to the ability of the personnel of the army, they
should not be concerned with the financing of war, but they should be
profoundly impressed with the difficulties of financing the war unless
the program for producing the instruments of war are bYased upon sound
principles. Without that, this bookkeeper, whom we call the Finance
¥inister, is helplessly engaged in meking entries upon the books of the
nation, which are simply a record of bad judgment and bnd methods. This
applies in so many directions, with which you are familiar, that I shall
not enlarge upon the subject in any detnil. It appliss to the restraint
by rationing, or otherwise, upon civil consumption of goods. It Aapplies
to the operation of practically the entire system of transportation and
communication of the courtry, baetk land and water. It =applies, particularly,
to the menns employed in converting existing plants into war industry,
rather than toduplicating plants, to become useless after the war ends.
It applies to the method of selection of men for the army, with a view
to maintaining production, without impairment of efficiency. It ~pplies
to limiting the use of bank credit only to those purposes which are
essential to maintain the health and energy of the people, and the
prosecution of the war, and no other purpess. As to the distinctly
financinl program, we have learned that the direct taxes, gradunted
according to the ability of the citizen to pay taxes, is the soundest
and fairest method raising war revenue. We have learned that government
.borrowings should seek to impound the sevings of the people and not to
r employ bank credit. We have learned that economy in interest rates
& is a false economy, which makes it necessary to look to bank lonrns
{{ ~rather than to investment funds, for needed borrowings. We have lerrned
that short loans must only be employed where the market for long loans is
actually exhausted. We have learned that tax exempt bonds cost the govern-
ment more in revenue than it can save in interest, and place an unjust
burden on the poor, Possibly more important than any other lesson,
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we have learned that a sound system of uwking and firmance in time
of wnr necessi‘(zntes & non-political banking system, which will respond.
to the needs 6f war finance, without. being subservient, to those who -
qdvoo-ate unsound fimncial policiess
“e kg

In" canclueion, I venture, with some hesittiom to exprese the
opinion tliat preparation for war by this country csn be rinde more
effective by thé preparation of plans for orgmizing far. war thra by,
trnining and maintiining & large rrmy in anticipntion of war. By th:ls
I Mean =« vell studied progrnm of conscription Hnsed up past experience,
a well. sfudied program -of production -nd tmnqpprtation hneed. upon past,
exparience, tnd «s a ‘complement *to such- preparation, a,w.ell s‘(:u,diad pro-
gram of finance worked out in such detnil, :and upon such sound \ines,
that the mmchinery for fin-neing these ‘strictly war .efforts can_ he
*det up imediately tnr‘t the menace of war nvises.

‘I am informed. that at ihe.conclysion of such n talk s th:l.s, At
‘sometimes becomes’ profitable t6 nddress questions. to. the speaker. 1
am in n frume of mirid'to “nswer any questions: that I c:.m nnd.to tell you
frankly in onse youw ask ime questions that I am: unable, to. wsvers.

QUESTION:

I should like to gk the question in the matter of financing
n grent wer, is it fixed in the mind of financiers.as to-anything like”
the. definite proportion, say in-the beginning of.= war, which should be
rnised first by taxation, second by lowmst . »

#NSVER:

- I cun only answer by refevring “o the experience in this Inst
wny and particularlv the- expericnee in Grest Britain. You know the

oard and _precision ‘with whicki'the budget is prgpared by .the Prtrliament

in Oreént Britain ‘in time of pence. Uhen this war started. there- was “nd
possibility of prepﬂrino a ‘budget. . Mr. cKennr was Chnnoellor, T think,

in 1916, two venrs after the 'mr started, when the first budget in tqr,'ms“
of money wns submitted to the Parlinment, so thnt »t the outset, for

both the ymr -nd navy depnriments a bhudget bill pnssed with the provision
*hat there 'ms npproprinted for'the ‘purpose of war, +he sum of one
hundred pounds nd' such furihdr rmount «s-might.bs required = this wns
the feamous blank check-drawn in favor. of the, Chanpellor of, ‘the, Fxobeguer..
I renlly feel thnt the progham of division 'between these, ‘hwo aources

of revenue, that is taxation =nd loans, hns to be determined by some under~
standing of the magnitude of the war at its ouiset wnd whether it is to.
bs A naval w or land ware. Our exparience would, i.pdicate $hat the
sound program would be to raise eveéry dollar- that the nation . can pay by
taxation rather 'than by lo-ns. 7T do-not think that.m general’ proportiou
could be fixed. The war with Spain waa financed largely by tﬂxation and
wé had, as I recnll, only one lonn ‘of i 20C, 000 000.

QUESTTON:

‘Would the Finance Finister: neéd from- the . Army. an estimrte in
dollnrs -nd cents ns to what might be needed, in sny the first telve
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months? That would be necessarily inaccurate.

ANSWER :

I suppose such an estimate could not be mades Certeinly
it could not have been made in the last war. It would be desirable if
it could be made and would be a great help to the Minister of Finmnge. in
laying out his program. I mry throw a little light on that by telling
what was done during the last war., It was found that the mppropriations
made by Congress were no guide, since they represented simply the curve
of the rate at which the money was authorized to be spent. After some
months' experience it was shown that the rate of expenditute was constantly
incrensing, that is, the machinery of the country wns being speeded up to
provide the goods and men for the war effort and it was found that the
rate of incrense was spproximately $100,000,000 = month, I think it
was in Februnry or March, 1918 that it was estimnted that during the
summer of 1918 it would be necessary to raise loans nt the rate of $750,000,
000 = month, and it worked out almost exactly at that figure but it did
not last at that rate as ldng as we expected. I think that after six
weeks at that rate, the program was reduced to $500,000,000. I very much
doubt whether the Army could so organize its scheme of purchasing and
of mobilization and transportation so as to know at what rate the money
would actually be required.

QUESTION:

¥ay I agk to what extent do you consider that price~fixing in the
beginning of war would ve feasible and to whut extent would it remove
the difficulty of financing the war?

ANSWER ¢

That is a matter which has been investigated a little at
the Yank and while I have not the figures in mind, I think it is showm
thet, in general, the production of those articles on which prices were
not fixed incremded in volume more than those for which the prices were

fixed, I think experience shows that it did not work very well during
the war.

QUESTION:

Would 1t be too much to ask you to give your opinion of the
present financial problem of paying our short time notes, *the Victory
notes, and raising the $7,000,000,000 we need, in the next few years;
gshould that be done by taxntion or by new loans?

ANSWER :

That is a subject which is now being studied. We have maturing
between the present time and May 20, 1923, in round figures, sevem =nd
onewhalf billion dollars, which includes the Victory Lomne. That comprises,
roughly, betwsen twe and two and one=half billions ¢f floating debt,
sometiing over $250,00C,000 of notee iseued under the Pitman ..ct, as well
as W ar Saving Certificates and the Victory Notes. During ‘he war, with
this orgrnization to which I have referred and with the war enthusiasm
at fever heat, almost impossible things could be done in raising money,
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We r=ised over $6,000,000,060 in one losn but I think it is of veny
doubtrul wisdom to expect that the pecple of this country would refund
“in one operntion ge vist .an-issue as four And one quarter billion, which
S weg “"ihe emount :of .the Victery issue. I shonld hopé that Gongress, under
i fhe leaderehip of -the Secretary ‘of Tressury, would be disposed to look
at thet subject conservatively and begin soon to redeem the Victory Loen
in small amounts and sq spread the maturity over the’ pericd between
1923 and 1927. Ultimately, these note issues must be refunded, they
cannot be kept outstanding foreVers Again, if. the nation's finences are to
be kept in a defensive condition with regnrd te' the possibility of a
future war, my own belief -ie that-a certain amcunt of refunding could be
conducted during the next three, four or five yeﬂrs Aind as much as
poseible:of the flanting. aebt should be paid off out of taxes.

QUES.ION - ¢ .
We have now something like %2 200 000,000 in gold reserve, "he
poliey hns been defined a8 to :extending foreign éredit, The nationg

_hhve not the purchasing ponér. mow.and therefore it must be done on credit.
Wbuld 4t be n sound busine¢sgs-pelicy for the government to finence credit

or corporntions extending.eredit with the ided of releasing our “products
and, getting the profit on thém or ‘would it -be & better pOlicy to allow that

;to take 4he natural trend:of the commercial proceﬂ‘é!

gl
AN&ER:

I expect that is ‘8 queetidn which we are going to hear discussed up
at, ﬁhe Gapitol pretty soom.. I.would like to answer ‘that gensrally ‘4f I

may. We nll have ourtheoriee'about trade and -in’ this country we hnve

| pﬁrticular theory mbout trade.which ¥ believd is & product of the

many yenars .during which our trade was developed under the pro+ective
tariff, It has led to & .delusion. Pcoplé seém-telfeel that » nation gets

rich out of its export trade. . That is rot a fact; a nation does not get

rich out of its.export trade alone; it gets rich out of trade, by exchanging
the. products of the soil and of the labor of its people Tor p products which
other nations produce. If we éxpsct to continue nny such foreign trade ns

_we' built up during the war, ‘whiich crented debts -that have not been pnaid

yet and won't be paid for generati,onaa it scems that this country would
be trking a position similinr %b--that.of the countiy storekesper who invited
people of the village to comé. and buy from him’without 1imit and pay when

'they pleased. He would lmet ns*long as his bmnk account Iagted and at the

end of thnt time he would probably be bankrupt and would bankrupt many
of his customers.

Consider the trmde of nations ns the trade of one business establish»
ment, Rules thet «ipply ‘to.thut etcrekeeperw%usinass are no different from
the rules which mist apply to the rntions ‘ag a vhole, , I should look with
regret Jupon = -policy by this country of exchanging. dur commodities for,
pieces of paper. of uncertain payment. I'fear- there dre a° great meny
people who think we are:going to: get rich by exchﬂnging these good things
that we produced in the United Stutes for paper. at we vant to get in
exchange for what we export are two things---one, elieve in the long run

At will be. the principal: thing we will got, —- will be goods and, failing

the goods. wo want to,get goed piecés of paper. Wé have so mmch gold now
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upon which we are advancing money in New York that it cannet be assayed
ag fast as we teke it in. It .would appear that thosé who are buying goods
from us in Europe have reached the limit under the present economic end
political conditions of what they can buy and pay for with pieces of paper
alone. I shouldsuppose thet within e reasonable period now wé will discover
thet trade arrangements cannot be effected with nations that are not solvent
even to enable them to buy goods thet are .essential, with the expectation
that ultimately we will be able to collect the debt. How is the exisiing
debt to be paid except by ‘goods? .The Allied nations owe us $10,000,000,000
which is more than all the monetary gold that exists in the world. .And besides,
we have more then one-ousrter of the monetary gold of the werld right now.
I cannot for the lifeofrme see how we may expect them to pay what they
already owe and make a still greater debt for further goods unless we admit
we must get something in exchange, that is, something they can produce %o a
better ndvantage than we cen and which we need in the development of. our
own .country.

When I wns recently traveling by steamer from the Island of Kin Shu
8 Japanese boy ceme up to me on. the deck, .said he assumed I was an American
and wanted to know whether I.would talk W1th him. a little while, When I
expressed a willingness, with a certain Orieéntal shrewdness, he said
‘he had four companions nnd would like to bring them up for a chat also,
After talkingfor an hour or more, he asked me if T would express an opinion
of the Jnpanese policy in China, I said I might be able to do so but I
haed been very hospitably received in Japan ond it might necessitate my
saying unkind things about their policy in China which I did not wwnt to
do, but would try sand answer by askigg them some questiense I asked him
what Japan wented in China. He gave the perfectly correct answer that
Japan was over-populated and now had to build up industry in Japan in order
to create. things for export so ns to extend their foreign trade and
support their growing population. I asked him how they were going to
pay for the things they wanted from China snd he srid they would probably
pay money. I then pointed out that all the money in Jupan would be
exhausted in a short/time by that plan and suggested to him that possibly
e way to pay for those things wns %o ship them other: things in exchange.
He saw that right away, I explained that what Japan needs is the friendship
of China so that they.can trade with them, whereas China was new boycotting
Japanese goods 8o making it 1mpossible for Japan to trade with China. That
is exactly what we need today - the friendship of the wetions of the world
8o that we can trade with them., At the present time we need about ten or
twelve billion more ¢f their goods than they need of ours,

QUESTION'

. I am ge*tting worried mbout this gold. Some lecturers say that
we want t6 get all the gold éf the world nnd bout the time I think we
are ‘doing pretty well, I reed the pwpers nnd see that too much gold is
being imported and that there should be some scheme for stopping its I
am up in the air as to whether we should have gold or not.

ANSWER:

Before the wr broke out we had about -$1, aoo,pao,ooo of monetary
gold in the United States which acted.ns a reserve fqr bank credits We |,
increased thnt by many hundreds of millions before our declaration of wars
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The effect of that accessién of gold in the United States was to create an
immense exprnsion in’ currency and bank credit. As I stated oefure, it is
impossible to éxplain thet procsss of exprnsion satischtorily without
a chart, but the consequence of the incrense was an incrense of about .
70% in prices. That is the pennlty we pay for importing gold unlees we have
a policy to offset the :mporting of gold. The effect I refer to is
the incrensing of bank loars and the rnising of prices. It is shown by
the fact that commercisl banks which make loans for the support of the
country's businese may incrense their lomns, say in the ratio of three, four,
five or six times the =mount that their reserve is increased by gold imports.
Every time ve import a million dollars of gold we lay the foundation for
building up a pyremid of credit of some millions and with that we stimulate
trade and increase prices. We *have, since the first part of Jenuery, received
at the port of New York about $150,000,000 %o $200,000,000 in gold. It
goes to our bank and is then grqdually distributed +hrodghout the country
to the other reserve bans., 'T+ nlso incre=ses the cepacity of the member
barks of the country to incnease their losin Agcounte unless that is regulated
or controlled by the Reservs Bank. We regulate it principally by the rate ws
charge for credit which at present is pretty high - seven per cent. Qold
is like n thermometer. As you see the nmount of gold increwse you see the - -
delicrte instrument which we coll the rgserve ratio rise in the reserve banks.
Your partiocular nttention is dlrected to the fnot that conditions have
now arisen in which men are led to believe that they can mike money easily
if they are nllowed ‘to engage iri speculntions which they could not in fact
engage in were the credlt not available to enable them to do so. The
existence of the gold in ‘the country has some effect in increasing prices
because that gold is paid for by the' Reserve Bsnk by a check which is the
same as credit. It increnses the credit funl of the country by 1007 of the
gold ‘imported. But if we alsp reduce our rates, jhen the amount of credit
might expand 2, 3, 4 or 5 times in yolume, comprred to the volume of gold
imported becruse it would be profit&ble for people to do more business on
credit.

QUESTION: ,
You uge the expfession "Minister of Finsnce". Do you have in
mind the Secretary of Treasury?

ANSVER o . S
ves; I use the "Minigter ¢f Finanee" because it is in more common’
use. : '

UESTION:

Then VOu believe that he is the one that should start 1in now to
prepare plaﬁs for fxnancing possible w&re thﬂt v0u 9poke of in your
pQPBr .

ANSWER:

I would feel so if the Secretary of the Treasury under this adminise-
tration had hnd the experience of previous Secretaries of the Treasury; but
under our government, with the changes taking place as n result of the
election, we get nn almost completely new personnel and the men who now hold
or will hold responsible positions in the Treasury have not had the experiences
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of the years 1917-1918 tc ennble them prepare u programs My thdught would
be thst those who directed the operation of raisivg money during the wap
ond those who studied nand laid out the program for taxation and loans should
be called upon while their memoriesd are fresh to lay out nnd prepare a
theoretical pregram. in which we would tnke advantage of our experience and
nerticularly, take advantage of our mistakes, which =re quite obvious. 1
suppose there are a dozen, fifteen of twenty men who know the subject from the
ground up now =s we have never kmowh it before. We should itake the oppirtunisy
to got their experience reduced to a pregram, from = military peint of view.
4

SUESTION: e
When vou were speaking that thought occurred.to mes The railroad
man comes in wnd says wé should take edvantage of the:. experiences of the
war; the Couneil .of Neatioysl Defenss man and the fIn.amce men say the same
thing. -Can you tell-us how we can go to work te bring this about! I sse
it i3 very important, a natigpal things Could you offer some suggestion by
which the military men might %" able to produce some #esults in that line!
ANSWER ¢ N

It seems 40 me there wmre two ways. One #s to get the President to
gsee the Secretary of War und Secreinry.of the Treasury and request those
twe cabinet officers to see that the heads of the War Loan organizations pree-
pere such a program. Anothér way would be to.cut out all red tape and go
right to the men who raised the momey =nd get them to do its I can tsell you
now that in the bank in New York « nnd I think in apple-pie order :«s far
as I cun, diecover - we have an account in the most acourate detail of every
dpllar thot was raised <nd of every penny that was spent to raise.it. We have
bound copies of our records and skeletons of the organizatien of the district. |
We have what we call a "plan book™" which describes how towns ‘were to be S
organized; we have the m=ps that were used. Finance is a rather hazy sort
of thing te the ordinary person and you would be surprised to learn of the
exacting details of organization which were required in organizing for this
effort. We took the military meps, prepared by the Army, of our district
on which we had every house noted, a red }ine put around to show. the geo-
graphical limkts of a given committee nnd they were required to see every
person within that limitation. In a vast country like this it required a
big effort which hnd %o be done scientificslly or there would have been
a grent waste of effopt, That has all been done once and generally with every
success, I feel it is n loss to the nation to have thpse men pess out and
die or dismppear with knowledge such as this in their heads without putting
it in < dbeument of some kind with exhibits attached, telling the story of
their experience, their succssses and failures. I think if it were submitted
to the right pseple, me though this nation might become invelved in war say
in six menths, the whole scheme and principles and outline of procedure
relsting to the finaneing of the war could be laid out in three or four
monthe very effectively.
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