
VOL. XV No. 1

ECONOMIC

EDUCATION

BULLETIN

January 1975

Published by

AMERICAN INSTITUTE
for

ECONOMIC RESEARCH
Great Barrington, Massachusetts 01230

THE REAL STATE OF THE UNION

by

E. C. Harwood
Based on the research conducted by American Institute

for Economic Research during the past four decades, I have
become convinced that the United States confronts threats
to its future more dangerous than any ever encountered
before including the major wars. The general nature of
these threatening developments already is becoming clear in
the form of initial stages of a breakdown in money-credit
arrangements and probably the beginning of a major depres-
sion. That worse developments are ahead has hardly been
mentioned by anyone but is evident from recent trends and
their actuarially calculable inevitable consequences. Unless
the citizens are informed about these dangers, I do not see
how appropriate action can be taken to lessen the adverse
consequences and safeguard the future of the United States.

For nearly 40 years a great experiment has been under-
way. For the most part it has been guided by men of
good intentions in an effort to achieve perpetual
prosperity and banish fear of depressions. The means
chosen has been perpetual inflating of the money supply,
a panacea derived from the secular revelations of Lord
Keynes, which have become the dominant dogma among
the economists of Western civilization. For obvious
reasons, this dogma won the enthusiastic support of
politicians thereby enabled to enlarge spending without
correspondingly increasing taxes and of bankers whose
profits were swollen about in proportion to the excessive
issues of purchasing media.

The consequences of this great experiment and other
unwise policies now confront us.

Depreciation of the Dollar

In only four decades the buying power of the dollar
has decreased nearly 75 percent. From the savings, life
insurance assets, and pension funds of Americans more
than $ì. l trillion has been subtly embezzled by the
inflating process. Real things produced thus have been
diverted from the accumulation of capital equipment
needed for providing future benefits to current spending
including that for the Vietnam War, grandiose welfare
programs, foreign aid, the support of Socialist, even
Communist governments abroad, and other purposes. That
wealth is gone, irretrievably lost, and cannot safeguard the
future of those from whom it was taken.

Effects on Wage Earners

Some statisticians argue that the average wages of
weekly wage earners have kept up with and at times

exceeded the rise in the cost of living reflected in the
U.S. Bureau of Labor's Index of Consumer Prices. As a
mathematical conclusion this has been true except in
recent years, but concealed behind the figures are the
disastrous facts for a majority of wage earners.

First, the average wage is much higher, statistically,
than the wages of a majority of wage earners because of
extraordinarily high wages for many construction workers
and others. Therefore, the average wage of the great
majority has lagged far behind the rise in consumer prices.

Second, a third or more of all wage earners receive
only enough to buy the necessities of life: food, clothing,
and shelter. Extensive studies made by American Institute
for Economic Research show that the cost of necessities
has risen much more rapidly than has the Consumer Price
Index during recent decades. Therefore, for many millions
of families, continued inflating has meant a lower and
lower standard of living so that millions are desperately
trying to make ends meet.

Excessive Public and Private Debt

Many people apparently believe that monetizing
Federal deficits has been the sole means of inflating
the money supply. This was true during World War II,
but most of the increase then was hoarded in the
form of currency or was inactive in idle demand
deposits until after the war. These purchasing media
gradually were used to buy things not available during
the war, thereby tending to minimize each postwar
recession until 1963.

However, shortly after World War II excessive mon-
etizing of private debt began. This was encouraged by the
seeming immunity of the economy to serious recessions
and by increasing corporate profits attributable in part to
the inflating that resulted from the gradual activation of
monetized Government debt. By late 1974, the over-
expansion of private debt had reached huge proportions
that dwarfed, by comparison, the overexpansion of
private debt in the 1920's prior to the Great Depression.
Recently, about half of the $200 billion of inflationary
purchasing media in use was derived from monetized
Government debt and about half from excessive expan-
sion of private debt. Therefore, the problem of restoring
economic order is far more complex than simply
balancing the Federal budget.

The foregoing observations reflect the data that are
presented in the chart on the following page.



Effects on Corporate Profits

During the prolonged inflating, corporate profits have
been swollen by a combination of inadequate depreciation
charges for replacing machinery and equipment at higher
and higher prices plus inventory profits year after year.
Taxes on these fictitious profits have drained cash from
nearly all business corporations with the result that the net
quick-asset ratios of businesses generally are at all-time
lows. Consequently, bankruptcies are occurring on an in-
creasingly ominous scale.

Another consequence of the prolonged inflating is found
in the unfortunate condition of corporate pension funds.
Investment "experts" in leading banks have had custody of
nearly $200 billion of such funds. Deluded by the stock
market performance during the first two decades of inflat-
ing, nearly all such fund managers invested heavily in com-
mon stocks expecting growth to provide about 10 percent
annually hoping thus to enable corporations eventually to
meet their funding obligations. Many such pension funds,
which never did become adequate, now have lost half or
more of their value. Few corporations have fully funded
their pension liabilities. Some of the Nation's largest cor-
porations today are not earning enough to put aside their
pension-fund obligations, and cannot in a short time make
up recent losses. (Recently, the Congress has voted to have
the U.S. Government underwrite the railroads' pension
fund.) For corporations generally, such obligations have
become, in effect, a first mortgage on earnings that will be
burdensome on the corporations and will substantially re-
duce Government income from corporate taxes for years to
come.

Slums and Overbuilding

Entire sections of major cities, square miles in some in-
stances, have become blighted slum areas, the combined
consequences of inflating and rent controls. Individual own-
ers of two and three family housing have been unable to
increase rents as rapidly as costs of maintenance and repairs
have spiralled upward. Moreover, the owners must eat, and
rising prices have forced them to use the depreciation por-
tion of rent receipts as well as funds that might otherwise
have been used for maintenance in order to keep alive.
Properties have become run down, and many such areas
now are slums.

At the same time, money rates for many years held artifi-
cially low and Government subsidies have encouraged over-
building such as the excessive supply of new office build-
ings in New York and in many other cities. Also overbuilt
have been condominiums in Florida and elsewhere, often
with Federal subsidies of one kind or another. Many years
will elapse before the construction labor thus employed
during recent decades will find similar opportunities. In the

(continued on page 3)

CHART-SOURCES OF PURCHASING MEDIA

The top line on the chart below reflects the
monthly total amounts of purchasing media (currency
plus checking accounts) that have been available for
use during the 58-year period since 1914. The two
dark-shaded areas at the bottom of the chart represent
the amounts of noninflationary purchasing media
(those representing gold and bona fide short-term
commercial, industrial, and agricultural loans of the
commercial banking system) that have been in use
during this period. The lighter-shaded upper areas of
the chart show the amounts of excess or inflationary
purchasing media that have been created and issued by
the commercial and Federal Reserve banks. The
amount of inflationary purchasing media that was
created but held inactive (hoarded) during World War
II and then gradually placed in use during subsequent
years until about 1963 is shown by the unshaded
white area near the top of the chart.

Late in the decade of the 1920's, the amount of
inflationary purchasing media reached a total somewhat
less than one-third of all purchasing media in use.
During recent decades that record has been greatly
exceeded. At present, more than two-thirds of all
purchasing media in use are inflationary. Clearly, the
monetary blunders of the 1920's have been repeated
on a much larger scale during the post-World War II
period.
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meantime, creditors will lose large sums, and numerous
banks have far too many nonliquid assets, which jeopard-
izes their solvency.

Political Panaceas

Beginning in the 1930's, several experiments with Gov-
ernment intervention via regulatory commissions and
boards as well as other legislation were initiated. Most of
these experiments were political panaceas, i.e., politically
popular attempts to remedy symptoms of the maladjust-
ments that accounted for the Great Depression. The inflat-
ing during and after World War II was so great that its
stimulating influence for many years overshadowed any ad-
verse consequences of the political panaceas. Now, inflating
no longer creates the euphoria that accompanies synthetic
prosperity but rather increases fears of an obvious conse-
quence, rapidly rising prices. Thus the adverse influences of
many political panaceas no longer are counterbalanced. All
should be re-examined, because neither agricultural nor ur-
ban problems have been solved; rather, they have been ex-
acerbated. The serious economic distortions that have re-
sulted in many instances can be remedied only by repeal or
other drastic alteration of the political panaceas.

Foreign Aid

Among the programs initiated after World War II and
continued on a lavish scale was foreign aid. As tax collec-
tions were swollen by the levies on partly fictitious business
profits and as monetizing deficits made still more funds
available, the U.S. Treasury seemed to be a magic cornuco-

that could spew out real wealth to all the world at no
reaí\cost to anyone. Now the costs are becoming evident,

illions in foreign aid to India have facilitated the
brts of a ruling group to force that unhappy nation

into a Socialist straight jacket and may ultimately
incarcerate its citizens in a Communist madhouse. Instead
of using funds given by the United States for encouraging
agriculture in a land where about 20 percent of the
potential crop land is not farmed and primitive methods
are applied, grandiose heavy industry projects were
undertaken. Even the "food for peace" program made it
easier for the government of India to ignore the plight of
starving millions and develop nuclear bombing capability.
These developments raise serious questions:

a. Is government-to-government aid a practicable
means of advancing the interests of the American people,
except perhaps in time of war or when war is threatened,
and then only to allies?

b. Would private charity through such agencies as the
International Red Cross, Care, and others be far more
effective in alleviating the sufferings of the terribly
underprivileged of this world?

c. When taxes for the lower third or more of
American families hayeJiecome so great a burden as to
force them into/g^ejty_^have a majority of the citizens
(or possibly merely a vocal minority) the right under our
Constitution to insist that the poor contribute even more
to sustain Socialist governments anywhere? Ever since the
days of the Plymouth Colony, when starvation nearly

¡ destroyed it during the early years of its Socialistic
organization, no Socialist government anywhere, even
when all-powerful as in Russia, has been able to provide
for its people freedom from the threat of mass starvation.

The problems already outlined are so serious that
coping with them would require great fortitude during the
years of readjustment, of restoring economic order.
However, unmistakable evidence of an even more sinister
aspect of the situation now is clear.

The Suicide of Western Civilization

In recent years much has been written about the
population explosion. Many of our fellow citizens are
greatly concerned about the adequacy of food and of
living space for all even here in the United States.

I have startling news for you. Western civilization is com-
mitting suicide. We should be worrying not about the pop-
ulation explosion but the population implosion. The num-
ber of children born has been decreasing year after year
since 1960, and that is true in Western Europe as well as
here. Now the number of new births is not sufficient to
maintain population growth much beyond the end of this
century. This startling change has occurred as the post
World War II baby boom reached the child-bearing age. In
spite of a great increase in those ages, which in the past
have provided most of the new born, births have decreased
30 percent.

Already, the elementary schools report decreasing enroll-
ments. No more schools will be needed for 30 to 40 years
at least, and many will be closed. In several years, college
enrollments, already decreasing, will shrink to disastrously
low levels for many colleges. In New York State, for ex-
ample, the vast empire known as The University of the
State of New York, expanded at a cost of multiple millions
in several areas of that great State, will be partially oc-
cupied "white elephants," overstaffed and underutilized.

What accounts for this great change?
During the Great Depression, the birth rate decreased

markedly. Clearly, couples responded to adverse economic
influences by having fewer children.

In the past few decades two marked influences have
created depression-like circumstances for many families.

1. Inflating the Nation's money supply has driven up
prices. As was pointed out earlier, the incomes of a
majority of those employed have not kept up with the
rise in the so-called cost of living. Moreover, those
families, being among the lower wage groups, are able to
buy little more than the necessities of life: food, clothing,

d shelter, the prices of which have risen much morean
rapidly than has the official Government index for these
and other things usually purchased by moderate income
families. For millions, this squeeze has forced postpone-
ment or even abandonment of plans for children.

2. Also important has been the increase in Social
Security taxes to nearly 12 percent of payrolls, 6 percent
from the employer, whose costs necessarily are reflected
in higher prices. This increasing burden bears heavily on
those families able to buy only the necessities in any
event. Already there have been protests that such taxes
are too high. An increase is to be effective in January
1975, and for millions Social Security taxes already
exceed their income taxes.

The outlook is worse, far worse. Clearly a recession has
begun, and it may become a great depression with all that
alone would imply for the birth rate.

If recent trends were to continue, the taxes for old-age
pensions would increase greatly, in only a few decades to
60 percent of payroll incomes (including the employer's
share), and to 100 percent a decade or two later. Such a
situation is impossible, of course, because changes will
have to be made before long or none but the aged, retired
on Social Security, would be able to eat and there would
be no funds for national defense or other needs of
government at all levels. `¯ `~—,

During the next several years, the financial pinch re- )

ducing the birth rate will become catastrophic. This is not /

an academic theory that may or may not be valid. It is an

occurrence already under way in trends clearly apparent.



Our Nation is confronted with a disaster that almost no
one has even imagined. Somehow, the citizens must be
told the truth. Perhaps, if the problems are sufficiently
understood by enough people ways can be found to avoid
a decline of Western civilization unprecedented in speed
and magnitude during the long history of mankind.

The facts that have been described including trends
already apparent, which may be accentuated by a
prolonged depression, demonstrate that the threat to the
future of the United States is no passing nightmare. A
breakdown of organized society already is beginning, and
it will accelerate unless the problems can be solved.

What Can You Do?

Everyone who has benefited from the opportunities pro-
vided in the United States has an inescapable obligation to
do what he can to preserve the best we have inherited from
the past.

Many readers, especially those of middle age or younger,
must remain in the United States in order to support their
families. Moreover, most older readers have descendants for
whom restoration of the basic principles of the Constitu-
tion of the United States is vitally important. Therefore, we
urge that every effort be made to communicate to others
the full nature and extent of the problems confronting our
Nation.

Readers who have been following our work for decades
know that present developments were foreseen as a result
of long-continued research. Even in the early 1960's we
were raising the question "Can Our Republic Survive?"

Many supporters have told us of difficulties encountered
in trying to interest friends, even family members, in these
problems. That was not surprising at a time when inflation-
ary prosperity was pervasive. Today, the situation is mark-
edly different, and it is getting worse, much worse. We
confidently predict that you will find more willing listeners
now than you did several years ago.

We invite your participation in the great educational
program that will be required to save our Nation. We

suggest that you begin at home with children and close
relatives. Put in their hands the material that you have
found most useful for your own guidance, then extend
your efforts to business associates and others.

American Institute for Economic Research has worked
in this field of economic education for more than four
decades. The Institute staff, are well aware that educating
a majority of the public in these matters probably is a
hopeless task. However, the important fact to remember
is that not a majority but an independent balance-of-
power minority decides elections in the United States.
Such a minority, even if relatively small in numbers, can
remove from office politicians who fail to learn and apply
the lessons that should be learned from the disastrous
experience of the past half century.

Even if you knew that halting and reversing the decline
of a civilization would be impossible, can you do
otherwise than put your shoulder to the wheel and do
what you can? After all, you are a human being, not a
lemming; you have an internal guiding star, a best aspect
of your personality that must be satisfied if you are to
live in harmony with your inner self. That the chances of
failure may be great should only stimulate the best efforts
of which you are capable. We urge only that you fully
satisfy your inner self, and we here pledge to do likewise.

Supplementary Note:
Some readers may believe that the so-called energy crisis should

have been included among the serious problems. However, if the.
United States had avoided inflating and thus had retained a sound
currency rather than one rapidly depreciating, the Arabs would
not have been forced to form a cartel in order to protect their
rights. They would have been pleased to accumulate assets
denominated in a sound dollar. If the United States considered
reliance on external sources of energy inadvisable in the event of
war, internal energy sources could have been developed on a
stand-by basis for use in the event of war. Moreover, as is now
widely recognized, unsound regulatory policies have restricted
exploration and hindered new discoveries within the United States
and its coastal waters. In short, the energy crisis is only one more
symptom of maladjustments attributable to unwise policies
discussed in the summary above.
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