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The continuing production of more and better goods and services is our means, fally and
characteristic of an expanding economy. A great amount of investment even if we crime ...
in new equipment and facilities is required for this expansion. People have to
also invest when they purchase houses and other durable goods, and .
governments invest on behalf of the public in such facilities as high- borrow the Dm]m;m
ways, water systems, and schools. The funds for this new investment maney ta raest
come mainly from savings. doit
Sometimes the saver and investor are the same—as when a person
uses his or her savings to pay for construction of a house or a company Artemus
finances plant and equipment with retained earnings. Often, however, Ward

businesses and individuals buying long-lived goods use credit to cover
at least part of their purchases. Because the accumulation of personal
savings and the expenditure of these funds are largely separate pro-
cesses performed by different people or groups, a convenient way of
transferring funds from savers to users is necessary.

‘While some people use their savings to buy real estate, durable
goods, or corporate stock, most people use at least part of their savings
to acquire debt assets of one kind or another. They may lend directly to
other individuals or they may purchase government or business secu-
rities, but a large part of personal savings finds its way into productive
investment through financial institutions.

Since both individual savers and financial intermediaries show
strong preferences for debt assets, people who need funds often find it
easier and cheaper to acquire them by borrowing than by issuing capital
stock. The growth in debt, therefore, is an essential part of economic
growth, and a large part of savings is put to productive use through the
lender-borrower T T S

There are never enough savings to satisfy everyone who would like
tousecredit. The available supplyisrationed throughinterest rates—the
price of credit. With allowance for the differences in interest rates due
to varying degrees of risk, increased competition for funds can raise
interest rates beyond the levels that conservative borrowers will pay or
inefficient producers can afford to pay (in the long run). This tends to
direct savings and the real resources they can command into their most
productive uses.

The flow of savings and the way these funds return to the income
stream through creation of debt are shown in the diagram on page 18.
If any channel is cut off, future income is reduced.

. . . a money creation function

Debt does more than simply transfer idle funds to where they can
be put to use-merely reshuffling existing funds in the form of credit. It

17




