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I 
For more than five years the American peo-

ple have been consistently confused as to the 

true causes of inflation and high prices; the 

trouble being that the cause has gotten all 

mixed up with the effect and vice versa. 

It is high time that the t ruth be known 

and that the responsibility be placed where it 

r ightful ly belongs. 

If the truth is not made plain, and if the 

policies that cause high prices are not under-

stood, there is danger that the American 

people will start demanding anti-inflation 

miracles f rom the poli t icians; and, in the field 

of economics, there are no miracles. 

W e do not have to be political scientists to 

understand what has been going o n ; we merely 

need to discard the ten-dollar words and the 

technical phrases that are now hiding the 

truth f rom us. 

The truth is that prices are high for a very 

definite and simple reason, and no political 

party can do very much about it for a long 
time to come. 

II 
W e can figure out this inflation thing 

together. 

T o get off on the right foot, we must think 

of inflation, not in terms of increased prices, 

but in terms of increased supply of money. 

T h e story of our inflation starts in year 
193}. 

W e all remember now—in 1933, at the 

bottom of the depress ion—the government an-

nounced its policy of driving up prices, and 

there are only two ways of doing that : creat-

mg a scarcity of goods or creating an abund-

ance of money. 

T h e method used was imported f r o m Eng-

land, devised by Professor Maynard Keynes, 

and the idea was to increase prices by having 

the government spend more money than it had: 

that is, the idea was to create new, unearned 

money, add it to the money already in circula-

tion and thus raise prices by reducing the pur-

chasing power of all the money. 

This , in technical language, is called cur-

rency inflation. 

If you or I did this, we would be arrested 

for counterfeit ing, but the government can do 

it legally by causing banks to create, and 

turn over to the government , new, extra money 

in exchange for government bonds. 

This method of adding to the money sup-

ply, when the method is explained in s imple 

words, is not difficult to understand. 

For example, the checking banks could 

easily create some new money for you or me: 

all we need to do is take to the bank some-

thing of value, or give the bank a mortgage 

on something we own. 

T h e bank would then give us what is called 

a deposit against which we can wri te checks. 

W h e n the bank does this, the money supply 

of the nation is increased by the amount of 

our deposit or, put another way, by the amount 

of o u r debt to the bank. 

Most of this new money of ours circulates 

in the form of checks, but is just as real as 

if it were paper or metal money. 

Ill 

This new extra money created fo r us, as 

individuals, for our private use is short l ived: 

it disappears f rom the nation's money supply as 

soon as we pay our debt to the bank and, if 

we don ' t pay our debt to the bank, the bank 

can sell the thing we put up as security and 

use the proceeds to wipe out the extra money. 

So the new money created for private citi-

zens disappears pretty promptly. 

But this is not the case with the money 

the banks create for the government. 
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W h e n the government wants money, it gives 

the bank what amounts to an I. O. U . ; that 

is, a government bond. 

T h e check-book money the government re-

ceives. in re turn does not represent the produc-

tion of anything or a mortgage on anything. 

New dollars have been added, but nothing 

has been added to the supply of things for 

sale. 

So when the government spends the money, 

there is not enough goods to go around, so 

up goes the price of everything, and up goes 

the cost of living. 

T o make matters worse, this extra, un-

needed, and unwanted money created for gov-

ernment , stays and stays and stays in the 

economy. 

Today there is more than 100 billion dollars 

of it in our system, and it would take many 

years of strict government economy to get rid 

of it. 

T o be specific, the nat ion 's money supply 

in 1933 was about 38 bill ion dol lars ; in 1947, 

it was more than 138 billion dollars. 

I V 

T h e point most of ten forgot ten is that high 

prices did not cause the issuance of this 

money: it was the issuance of this money 

that caused the high prices. 

T h e reason that this extra money increased 

prices is that it did not represent the produc-

tion of any extra goods or services for which 

the money could be exchanged; the people 

simply used more dollars to produce and 

exchange the same quanti ty of goods and 

services. 

Let's put it simply. 

In 1932, when we used to work for 50 

cents an hour, a loaf of bread cost 5 cents. 

In 1940, when w e used to work for a 

dollar an hour , the same loaf cost 10 cents. 

Today, when most of us work for about a 

dollar and a half an hour , that loaf of bread 

costs 15 cents. 

So in terms of the real cost of living, that 

is, in hours of work, the cost of a loaf of 

bread has remained the same: six minutes of 

work. 

W e now have an epidemic of demands for 

some sort of political or economic magic that 

will bring back the 5 cent loaf of bread with-

out reducing the number of dollars in the 

pay envelope. 

This wishfu l th inking ignores the fact that 

the flood of new unearned money has forced 

the worker into chasing his own tail in an 

endless effort to keep his wages abreast of 

l iving costs, and that every raise h e got was 

almost immediately taken f rom him by still 

higher prices. 

These higher wages are called "social gains 

for labor," and the h igher costs are called 

"greediness of the selfish interests." 

As it happens, neither of these definitions 

is true. 

V 

One of the most frequently asked questions 

is: What is the reason that prices rise every 

time wages and salaries rise? 

T h e reason is that selling prices, and wages 

and salaries, are practically the same things. 

T o prove this point , take an average manu-

factured product selling for $10. 

About eight and one half dollars must go 

for wages and salaries; that is, between the 

t ime the raw material is produced and the 

finished product passes into the hands of a 

customer, about eight and one half dollars is 

paid out in payroll. 

About one dollar must go for taxes, depre-

ciation, and other unavoidable expense. 

Eight and one half dollars plus one dollar 

is nine and one half dollars, leaving about 50 

cents in profit f o r the people who suppl ied the 

tools of product ion which, incidentally, ac-

count for about 90 per cent of the work 

per formed on the product . 

W h a t , then, could have been in the minds 

of the economists who said, af ter V-J Day, 

(Cont inued on page 2 6 ) 
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d go up 10 per cent without 

rices ? 

this increase in payroll could 

VII 

There are still many ignorant but optimistic 

people who want to keep prices down by 

law; who want to control prices by shackling 

us once again to the ration book. 

that payroll coul 

raising selling pi 

They said that 

be taken out of the profits. 

A 10 per cent increase in payroll would 

mean 85 cents, while the profit was only 50 

cents. 

To be realistic, we must face the fact that 

when any substantial increase is made in 

wages, without a corresponding increase in 

goods produced, prices will go up. 

It follows just as surely as night follows 

day. 

VI 

The basic trouble is that we have 100 

billion dollars of stage money in our economy 

and are seeking desperately to avoid the in-

evitable penalties of its presence. 

The administration started out to inflate 

prices, and did better than they had planned. 

Dur ing the period between 1930 and 1947, 

every second dollar spent by the government 

was new money—added money that repre-

sented nothing of value. 

America is flooded with this cheap money, 

much of it resulting from the war expendi-

tures. 

The only way to reduce this money supply 

is to tax the people and take the money out 

of circulation. 

I know of no taxation expert who has any 

notion that this is going to be done. 

Wha t they really mean is that they want to 

control the price tag on the product, which 

is a very different thing from controlling the 

cost to the customer. 

W e don't have to guess as to how this 

economic sleight-of-hand trick works: the late, 

unlamented O P A is still fresh in our minds. 

But let's review the process anyway. 

A typical example is to be found on page 

10 of the 1947 Report of the Joint Congres-

sional Committee on Food Prices, Production 

and Consumption. 

The subject is round steak—and the analysis 

is very interesting. 

The O P A was controlling the retail price of 

round steak at 42 cents per pound. 

But the meat business could not produce 

and sell at 42 cents, so the government paid 

out 11 cents to the producer to make up his 

losses. 

This 11 cents—which is called a subsidy— 

was taken out of the pockets of the taxpayers 

—the same people who bought the meat. 

And then the butcher couldn't make a fair 

profit at 42 cents, so he hiked the price by 

adding under-the-counter charges of about 13 

cents. 

So, instead of round steak costing us 42 

cents, as the law said it should, it cost us 42 

(Continued on next page) 
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T R A I N I N G and /or Personnel Director—employed, 
desires change. More than fifteen years practical 
experience in iron and steel foundry, electrical 
power, machinery and educational fields as Train-
ing-Personnel Director, teacher and craftsman, pro-
moting and administering all phases of personnel 
work including employment, safety and health, 
employee labor-management relations, classification, 
craft and supervisory training-conference leading 
and recreation. College training. Box 45. 

Journal Entries 

(Con t inued f rom page 19) 

discussion. T h e g r o u p has recently completed 

a real communi ty service dur ing which it 

t rained Communi ty Chest solicitors and Jun io r 

Achievement directors. M o r e about those pro-

grams in the next issue. 

November 18 was the day the On ta r io 

Society met in T o r o n t o to hear W . H. Clark, 

of Ford Motor Co. of Canada, discuss the 

t ra ining which is conducted in that organiza-

tion. Mr . Clark is Director of Industr ia l Rela-

tions. Society members are f o r m i n g three study 

groups to do research in specific fields of 

industrial and business t raining. 

Letters 

(Con t inued f r o m page 2 3 ) 

travel involved w e have arranged a 36-hour 

program which covers the same subject matter. 

Th i s program is open to out -of- town t ra ining 

personnel and will be held du r ing the week of 

January 31. W e will be happy to make hotel 

reservations fo r those w h o desire them. 

Many thanks for the previous ment ion you 

gave us which b rough t gra t i fy ing results f rom 

readers and members w h o are interested in 

ou r work in this new field. 

Sincerely, 

Robert O . Love, Director 

Intensive Business T ra in ing Program 

City Col lege of N e w Y o r k 

Facts and Fiction About Inflation 

cents, p lus 11 cents in subsidy, p lus 13 cents 

in over-charges, or 65 cents a pound. 

There is no th ing un ique about t he s i tuat ion 

in which we find ourselves. 

Since the beginning of recorded history, 

governments have been inflating currencies and 

then trying to avoid the consequences by 

passing laws against h igh prices. 

T h e modern punishments for black mar-

keteering are noth ing compared to the his-

torical methods used by desperate governments 

in their efforts to keep prices f rom going u p 

as the money supply went up. 

T h e histories of Egypt, China, Turkey , 

Assyria, Rome, England and Colonial America 

all bear testimony to the impossibility of re-

peal ing the law of currency inflation. 

It w o u l d seem that the earl ier types of pun-

ishment w o u l d have been effective, because 

they included nai l ing the o f fende r ' s . ears to 

his own door , amputa t ion of hands, sk inning 

alive, tearing in two, boil ing in oil , b randing 

and exile. 

But the laws of human nature and the laws 

of economics change fo r no government . 

It would be childish to pretend that we 

have not violated the law that controls prices, 

and it is more than childish to believe that 

we can avoid the penalty of high prices. 

N o w , Ladies and Gent lemen, people w h o 

say that such th ings as European economic 

cooperat ion, government crop purchases and 

subsidies, and other governmenta l expendi tures 

are inflat ionary, either are not tel l ing the t ru th 

or do not know the t ruth . Because n o mat ter 

how much government spends, provid ing it 

has first been taken f rom the people in taxes, 

it is not inflationary. 

T h e basic cause of high prices is the 100 

bil l ion dollars of new unearned money that 

has been p u m p e d in to the American economic 

system. 
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