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One Cause Of A Shortage Of Money

A “shortage” of money may be caused by the quantity being
increased rapidly. If the question is asked how that can be, the
answer is: when the quantity of money is being increased rapidly
(as in rampant inflationism), sellers know that, and realize that
they must charge prices high enough now so that when they will
be buying later with the money they get from the current sale,
they will have enough to buy at the higher prices prevailing at
that future date, even though it is not distant. In other words,
price increases will have a tendency to move up faster than the
printing presses can print money. Such price increases are a type
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of defensive action by sellers to avoid suffering a shrinkage in
their capital in the interval before they buy again.

The imagination of men can easily outrun the printing presses
in the world. The pace at which prices are increased has a ten-
dency to become furious because it is fired by fear of inflationism.

An apparent shortage of money, therefore, will be caused by
an increase in money, if the current and prospective increase is
known to sellers or is feared by them.

Hume: More Money Merely Raises Prices
An increase in the quantity of money does not increase the
quantity of products. It only increases prices, not prosperity.
Hume stated that clearly when he wrote in his essay “Of Interest”
in his Essays Moral, Political and Literary (Grant Richards, Lon-
don, 1903):
“All augmentation [of money] has no other effect than to
heighten the price of labour and commodities; and even this
variation is little more than of a name. In the progress
towards these changes, the augmentation may have some
influence, by exciting industry; but after the prices are

settled, suitable to the new abundance of gold and silver, it
has no manner of influence.”

The “issue” between the Canadian lady (to whom we referred
in the preceding issue) who believes that increasing the quantity
of money increases prosperity, and Hume, who held that increas-
ing the quantity of money merely increases prices, is obvious.

(Note: The Canadian lady’s argument involves what is known
in technical economics as “forced savings,” which some people may
favor because they believe it affects aggregate production.)

Laughlin And Mises On An Important Phase
Of An Alleged Money Shortage

J. Laurence Laughlin in The Principles of Money (Chatles
Scribner’s Sons, New York, 1921) on page 413 wrote (our italics):

... A man who needs means of payment is too apt to think
“money” is scarce, or hard to get, when in reality he is suf-
fering from a scarcity of salable goods or securities. In a
time of stringency each man is thinking of how he can get
the means to meet his obligations when due . . .

Why cannot a man meet his financial obligations when they
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are due? Usually, because (1) he has not produced at all, or
successfully enough, to have merchandise for sale which will yield
him the money he needs, or (2) he has at least miscalculated the
time when he would have produced enough to obtain by sale the
money he needs.

If people, in ordinary times, have not enough money to buy
what they think they need, it is because they themselves have not
first produced enough of what others want, and which could be
sold to them. (In an acute crisis, that is, in extraordinary times,
there will be another cause operating to create a money shortage.
This will be discussed in a later issue.)

Mises has summarized the situation in his The Theory of
Money and Credit (Yale University Press, New Haven, Con-
necticut, 1953), page 441:

Inflation and credit expansion are the means [which are ad-
vocated or employed] to [obscure] the fact that there pre-
vails a nature-given scarcity of the material things on which
the satisfaction of human wants depends.

The trouble is a scarcity of real things. The solution which will
solve the problem is more production. But instead many people
turn to a wholly different solution, more money — more pieces of
paper, more fiat credit.

According to the ancient Hebrew Scriptures, even the first
man was told that there would be material shortages — and that
prosperity would be attained only by work, by more production
(Genesis 3:17c). If Moses had been as unrealistic in his thinking
as some modern people are, he would not have written: “in toil
thou shalt eat [from the fruits of the earth] all the days of thy
life”; but instead: “by creating fiat credit (printing paper money
or its equivalent) thou shalt eat [from the fruits of the earth]
all the days of thy life.”

Simply to contrast the two ideas is to make it obvious that
Moses was not deceived about what was needed for people to be
better off; what was needed was work, not money in the form of
flat credit.

The Counterfeiter’s Sin
If a government may manufacture money, why may not an
individual do the same thing? If it is morally right for a gov-
ernment to manufacture money, or to authorize certain people to
manufacture money (let us say, bankers), then it should be
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morally right for any individual to manufacture money. It is a
poor rule which does not apply equally to everybody.

Wherein does the sin of manufacturing money (fiat credit)
exist?

Money problems are intricate and confusing unless a man
has a knowledge of certain basic ideas regarding money. For our
purposes here we shall accept the idea of money as a medium of
exchange. Money exchanges for goods. A man acquires money
by producing goods or services. He does something first— he
produces or performs a service. Then with the money which he
receives he conveniently buys what he wishes, namely, goods and
services which others have produced. Such a man is never a buyer
except when he has been an antecedent producer. And so the real
transactions in life consist in the exchange of goods and services —
the exchange of genuine objects of benefit between fellow men.

The issuer of fiat credit or the counterfeiter becomes a buyer
on a different basis. He prints some paper but performs no serv-
ice; he becomes a buyer without having been an antecedent pro-
ducer. He withdraws goods from the reach of buyers who have
genuinely been antecedent producers; he is therefore a cheat and
a thief. He has violated the Eighth Commandment (Thou shalt
not steal), and the Ninth Commandment (Thou shalt not bear
false witness — deceive and defraud).

A banker operating under the Federal Resetve Banking Act
who puts out fiat credit does not act significantly differently from
a counterfeiter. A banker issuing fiat credit injects “counterfeit”
purchasing power into the business situation just as a counterfeiter
does. But his position is in part different. The actual buyer, using
the bank-created fiat credit (one type of counterfeit purchasing

power), is the customer of the bank rather than the banker him-
self.

The bankers, therefore, are not the real “beneficiaries” of the
issuance of fiat credit. The “beneficiaries” are the borrowers of
fiat credit — certain people in the United States. The bankers have
utilized the lush income from fiat credit to perform all kinds of
banking services without charging adequately for them, so that
the privilege of issuing fiat credit, which would be enormously
profitable to bankers if there were no competition among them,
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has been passed on or “distributed” to their customers in the form
of not charging fully for banking services of one kind or another.

Although fiat credit receivers are morally in the same position
as counterfeiters, legally they are in a different position — re-
spected citizens rather than criminals. The root cause underlying
this amazing inconsistency is a failure to distinguish between credit
which has been brokeraged and credit which is created by fiat
(without antecedent saving). Everything depends-—if thinking
on money, credit, the business cycle, employment and prosperity
is to be sound —on distinguishing always between brokeraged
credit and fiat credit.

An Unconscious Unfairness Of People Who
Demand More Fiat Credit

There are two popular explanations of a depression. They are:
1. A shortage of money;
2. Overproduction.
These are old fallacies.

Adam Smith demolished the theory that the cause of bad
business is “a shortage of money.” (The basic cause of “bad busi-
ness” or a low standard of living is low production.)

Jean Baptiste Say demolished the theory that the cause of
bad business is “overproduction.”

No one has ever successfully refuted either Smith or Say.

The Canadian lady referred to in the preceding issue was,
obviously, of a school of thought that held that any deficiency in
business, either a depression or business not booming enough, was
essentially a problem of “a shortage of money,” or at least a need
for more money. She probably had never heard of Adam Smith,
or his argument against the theory that a “shortage of money”
was the explanation for bad business.

There is a subtle unfairness almost always present in the de-
mand for more money (in the form of fiat credit or otherwise).
Mises has outlined that in his The Theory of Money and Credit
(Yale University Press, New Haven, Conn., 1953) page 423:

The oldest and most naive version [to explain the business
cycle] is that of the allegedly insufficient supply of money.
Business is bad, says the grocer, because my customers or
prospective customers do not have enough money to expand
their purchases. So far he is right. But when he adds that
what is needed to render his business more prosperous is to
increase the quantity of money in circulation, he is mistaken.
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What he really has in mind is an increase of the amount of
money in the pockets of his customers and prospective cus-
tomers while the amount of money in the hands of other
people remains unchanged. He asks for a specific kind of
inflation, namely, an inflation in which the additional new
money first flows into the cash holdings of a definite group
of people, his customers, and thus permits him to reap in-
flation gains. Of course, everybody who advocates inflation
does it because he infers that he will belong to those who
are favoured by the fact that the prices of the commodities
and services they sell will rise at an earlier date and to a
higher point than the prices of those commodities and serv-
ices they buy. Nobody advocates an inflation in which he
would be on the losing side.

Our Canadian lady wunconsciously had the same assumption
in her mind: the customers of her husband’s business were going
to be the first to get the fiat credit. By being first they would be
gainers at the expense of all who did not simultaneously get
equivalent fiat credit.

The people who gain from the increase in money are those
who buy before sellers generally realize the fact that an increase
in money is occurring, and its significance. Those who realize
early that money is being increased or who are the direct recip-
ients of that money are gainers at the expense of those who realize
only later that money has been increased, or who are not early
recipients of that increased money.

It is a fallacy to believe that all people gain from inflationism.
What one gains another loses. In fact, the losses from inflation-
ism exceed the gains.

Not All “Trouble” Is Caused By Sin

It is an error to ascribe all of the *“trouble” of the world to
sin. Scripture does not teach that all trouble is because of sin.
Indeed, a few texts may be selected to “prove” that there is no
trouble except that which finds its origin in sin, but the texts are
selected to prove a point and result in a cosmology as reasonable
as the idea that the world is flat.

Men have trouble — a lot of trouble — because the world is
finite and is governed by general laws. The emphasis here must
be on the word general. Natural laws operate regularly and do
not adjust to human needs or wishes.

Contrarily, men’s needs and wishes are innumerable and end-
lessly variable. They vary with time, place, condition, circum-
stance. The number of variations are almost beyond mathematical
calculation.
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It is because man’s needs are innumerable and endlessly vari-
able while natural laws are general and invariable that there is a
lot of “trouble” in the world.

Imagine a family looking out of their window upon a large
yard of green grass. Imagine, further, an argument, in which some
members of the family allege that sin is the only cause of any
trouble in the world; and imagine others alleging that sin was the
cause of some of the troubles of the world, but not all of them.

A spokesman for the latter might argue as follows: “That
big yard requires a burdensome amount of wotk. It were much
better to live in an apartment. In the ‘sweat of my brow’ and with
‘toil’ and in weariness I must mow that lawn. A day is lost every
week to mow the lawn and trim the edges. What a lot of
trouble! That that grass grows and causes burdensome work is
not caused by my sin, nor Adam’s sin, nor anybody’s sin. That
grass grows is a natural phenomena, which unfortunately requires
me to mow it.”

Then he continues his argument: “But in the northwest cor-
ner there is some special grass, which grows only so much, then
stops, and which does not have to be mowed. When I seeded that
grass and reduced the work of mowing, was that associated with
my sinning less? Was my work reduced because I was living a
better life, or was merely a natural law involved of seeding in a
certain kind of grass?” There is likely to be silence on that argu-
ment. What indeed can, in good sense, be said against it?

But the spokesman continues his explanation of his views. He
says: “All right, I’ll seed the whole yard with this special grass
and the lawnmowing ‘toil’ will practically be over. Shall I be
almost sinless?”

“But now my needs and wishes change. I buy a cow, because
I need milk. I wish to pasture her in this big yard. I build a fence.
But the cow does not get enough to eat. The grass in the pasture
is of the wrong kind. For the present purpose, I need fast-growing
grass, just the opposite of what I have recently seeded. Now, I
must ‘toil’ earning money to buy hay, and transport it to the
pasture. The short grass is presently a bane to me. If only I had
left the fast-growing grass in that field!”

Clearly, toil and sweat of the brow is here the result of a
man’s varying special purposes. The general laws of nature could
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not be expected to dance around and change to every change in
every man’s need and every man’s wish.

Some of the trouble of the world is due to sin, in fact the
worst trouble by far. But some “trouble” — toil, sweat of the
brow, weariness—is caused by the character of creation, to its
invariable natural laws which cannot be expected to adjust to the
infinitely varying needs of men.

The purposes of men are too many and varied for the general
laws of God to be able to provide satisfaction. Therefore work is
necessary; sin operates to aggravate the work but it does not “cause”
the work.

Two Objections To Fiat Credit

(Any “benefit” is temporary; a later penalty is sure. Also,
Fiat Credit is class legislation, that is, it is for some at the expense
of others.)

In the preceding issue a sharp distinction was made between
brokeraged credit and fiat credit. The former is beneficial to
society, and is in conformity to the generally accepted moral law.
The latter is damaging to society, causes business booms and de-
pressions, and is contrary to the moral law; it is theft.

Nevertheless, as we illustrated in the earlier issue by citing
two examples, respectable business and professional people are
enthusiastic about fiat credit. They sincerely believe that fiat credit
is profitable to society; but they are wrong in their morals and
economics.

The teaching of the ancient Hebrew-Christian religions is
that theft is inexcusable, and is sin. Futther, these religions teach
that the consequences of sin are always bad. These religions
allege that there is a cause and effect relationship — whenever you
sin, you will be punished (at least, suffer unwished consequences) .
When nevertheless, nearly everybody seems to want fiat credit,
there is almost universal confidence that in this case the conse-
quences will be good, not bad. Either the old morality is wrong,
or there must be something wrong about the reasoning of men
about fiat credit.

Let us consider the argument of the wife of the French-
Canadian retail equipment dealer quoted in the preceding issue.
As a French-Canadian she would naturally vote for Liberal party
candidates in Canada, but she testified that at the latest election











































































