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ARE WE EXPANDING CREDIT UNDULY?

Effects of Excessive Capitalization Shown-Borrowing
Must Stop Some Tine and the Debts Paid

"Nothing casts a darker shadow toward our future thail
the misuse of credit," is a remnark of a prominent figure
in the railway wvorld to be rcmembered, and one which
Canadians might inscribe over their desks. Mr. J. J. Hi- 1,
hirnself Canadian-born, says further, no cause has been
more proljllc of misfortune in the past.

Outside of sinaîl retail transactions and the settlernent
of balances, actual cash is littie used. Instruments of
credit, in the mnanifold forms created by business, for its
convenience, carry on front 95 to o8 per cent. of ail busincý',
transactions. The entire amount of money of ahl kinds i
the United States last year was less than the volume of our
foreign trade alone, Cornpgre the money stock, amounting
to $3,671,000,000, with the aggregate banking resources
of the country, aggregating $25,ooo,ooo,ooo. When it
cornes to doing the world's work, cash and credit are re-
Iated about as tbe fine shovel is to the steam shovel.

The total estimnated wvealth of the United States is
about *193,ooo,ooo,ooo. The total bank clearings inl 1912
wecre $175,0oo,000,0oo. Nothing could illustrate more clearlv
the funiction and place of credit than te set these figures
side by side. Instruments of credit cleared through the
banks and trust comipanies in one year's transactions almo:;t
equal the total of propeýrty values of every kind in the United
States. Contract or expand credit unduly or ùnproperly and
the effects may be încomparably worse than those of the
xildest experiments in the currency, tinkerinig that the world
bas ever seen.

Issues et Chftp Money.
A credit man employed by any flrma knows that it caii

be brought to ruin in a very short time, no matter bow
sound it might formerly bave been, by a reckless and in-
discriminate extension of the credit privilege. The saine
is true of communrities and nations.

Tbe commonest forin of the abuse of credit in the past
bas been the issue by governments of cbeap money. Pos-
sibly the world bas grown too wise to fail again into the
trap of this delusion. But it is doing, or permitting, prac-
tically the saine thing in other fonins. The impropen ex-
pansion of credit mithin the last generation exceeds hy
far in its volume and in its evil effects ail the cunrency
inflation of the hast hundned yeairs ail over the world. The
excessive capîtalization of trusts and of some less spec-
tacular enterprises bas inuch the same effêct as an issue
of cheap imoney. Stocks and bonds are put out which
represent little or nothing in tbe shape of actual values.
A concern wbhich, fifteen or twenty years ago, would have
thought it plunging to enlangec its capital stock to baîf a
million dollars will incorporate ' to-day for ten millions.
The purpose is to get out sheaves of securities and sell
them for cash, regardless of their actual value or probable
neturn. Once in the hands of the public such stocks and
bonds are more or less used as collateral for banik boans.
To the extent to wbich theY are s0 accepted tfiey enlarge
the volume of credit and of the -actual cinculating mediumn
of the country. So long as we have no e.ffe.ctive laws coin-
pelling ail stocks and bonds to be paid for at their full face
value eitber in cash, property or service at a fair valuation,
so long will this evil continue.

Llthographsd Paper Sllers.
In the year 1912 bonds, stocks and notes were issued to

a total Of *2,253,587,300 by private corporations, In the
hast five years over $8,6oo,ooo,ooo of sucb paper, good, bad
or indifferent, came into being. Assume that these new
securities are convertible into credit by taking tbemn to
banks and trust companies for only 6o per cent., on the
average, of tbeir face value. This total does not include
a large volume of securities issued àby sinaîl local concerns.
Yet it accounts for an expansion of the credit medium in
only five years equtal to nearly 5o per cent, more than the,
entine amount of money in tbe counr., If congress had
autbonized the issue of S5,ooo,ooo,ooo in greenbacks there
would have been a revolution. Much the saine thing bas
hax>pened, so fan as prices and industry are concerned, by
the inflation of the credit basis; yet wiseacres are stihi

arguing about the causes of the riee ini prices and the higli
cost of living.

Neither do the performances of comhinations, syndi,îtes
and corporations organized to seli bits of lithographed paper
tell the whole story. The samne effect is produced by the in-
crease of public indebtedness everxx here. The' issue of a
state, city or county bond affects credit volume more power-
f ullv and produces more directly ail the effects of an increasý
in money volume, because it is acceptable as collateral for
nearly or quite its face value in credit issues.
B3orrowlng WIli End.

The whole American public is wild with spending. Public
economy is a lost art. A bill that carnies or requires an ftp-
propriation needs littie else to commend it to aire legislative
body. Ail bonds of municipalities are now refunded instead
of being paid when due. The excuse for a bond issue is ai-
ways that "1posterity"l ought to bear part of. the (ost of public
improvemnents. But when we, as posterity, corne along, we flot
only repudiate the contract, but add new burdens t(» the old
and shove both of themt on to the future, in the shape of new
and refunding bond issues. It is, perhaps, the meanest formi
of stealîng ever invented, because it adds to the criminality of
breach of trust the baseness of embezzling the future te-
sources of our own children, who, since there must corne an
end of borrowing some time, wiIl have these debts to pay.

The total revenues of ail the states inl 1901 1902 were
$î90o,ooo,ooo; in 1011-1912 they were $461,000,000. In spite of
an increase of 15o per cent. in ten years, the study of every
state to-day is to find new sources of possible revenue, not to
stop leaks. What ought to be considered current running
expenses are met by borrowing. Now, ont only bas the con-
sequent total tax burden on the people of this country nisen
te about $38.50 pel' capita, or nearly *200 per annum for eacb
family of five persons,. but most of these bond issues are at
once used to expand the credit total. The bonds of public
corporations are considered good secunity, because repudia-
tion still bas an ugly naine in this country, however rapidly
we may be running toward it. Crediit accounts of one sort
or another are established against them. Just so rnuch more
is added in the form of instrumfents of credit, t0 the actual
cîrculatîng nedfum.
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