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COMMITTEE ON BANKING AND CURRENCY 

September 30, 19l*8 

Harriner 3. Eccles, Esq. 
Federal Reserve System 
20th and Constitution Avenue 
Washington 2$, D. C. 

Dear Marriner: 

I had a request from Albert Williams, President 
of the Federal Reserve Bank of Philadelphia, to address a 
meeting of three hundred, a dinner meeting at the Union 
League Club in Philadelphia on October 21* 

He asked me to speak on my reactions to the 
legislation enacted by the SpecoA Session as to bank reserves 
and inflationary tendencies, putting in, also, something 
inspirational and anything else I cared to. The group -will 
consist of the officials of the Federal Reserve Bank and the 
heads of three hundred other banks in Pennsylvania, all 
members of the Federal Reserve. I am to be the only speaker. 
It's rather a bold assumption for me to try to cover this, 
but I am just bold enough to do it -with your help. That's 
why I'm writing you. Could you supply me with some data 
that would weave into a speech of that sort? You know my 
views, they coincide with yours. I follow you v/ith great 
confidence, and if you could write out something in the way 
of speech material or have it done for me and get it into 
my hands as soon as possible at 325 Senate Office Building, 
Washington, I'd be very grateful for this help from you. 

I hope I've made the situation clear enough to 
guide you, and with cordial regards, I remain 

Sincerely yours, 
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October 11, 1948* 

Dear Senator: 

In accordance with your letter of September 30 I am 
glad to send you some suggestions, in line with your request, for 
your talk before the Union League Club in Philadelphia on 
October il* 

X hold no brief for the enclosed, except to say that 
I have been over it with care and i*ould not hesitate to make 
these stater&snts before that audience if I were ever invited in 
to such a rarefied atmosphere. I have ventured to roake some 
statements that you may consider inadvisable or inappropriate 
coming from you, and it goes without saying that 1 expect you to 
edit out anything that is not in order, or to discard the whole 
thing. Nor is it necessary for me to add that if there is any-
thing further I can do to be of any use I shall be more than 
pleased if you fcdll call upon me. 

Vtith every good wish, I am, 

Sincerely yours, 

The Honorable Charles Tobey, 
United States Senate, 
Senate Oifice Building, 
Washington, D. C. 
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So much for preliminaries. Your Chairman has invited me 

to comment on my reactions to the legislation enacted by the special 

session of the Congress last summer, as to bank reserves and inflation. 

I am very glad to speak on this subject because it relates to the very 

grave financial issues confronting our country since the end of the war, 

issues which strike, in ray judgment, at the very roots of our free enter-

prise system. 

Financing of the most costly war in history left this nation 

as a postwar heritage a vastly expanded money supply* What is equally 

important, we had at the end of the war a national debt of over 275 

billion dollars. We had no precedents or established rules to guide the 

management of a public debt of this tremendous size, which was one and 

a half times the total volume of all private debt
#
 By its very size, the 

debt dominated the financial scene and rendered unusable our major 

traditional mechanisms of monetary policy. 

Briefly, our monetary picture since the war has been this: 

We began the postwar period with an excessive supply of deposits and 

currency. As a step to correct this condition, our country undertook 

by means of a Treasury surplus to extinguish part of this supply of money. 

That is to say, we taxed money away from the public and retired part of 

the bank-owned Government debt, and thus reversed the process of deposit 

creation that occurred during the war. 'This corrective reduction in the 

money supply, bought at the price of high taxes, was unfortunately offset 

by a 15 billion dollar expansion in bank loans and bank portfolios of 

municipal and corporate securities. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Hence, we have not had a reduction in volume of money 

commanded by businesses and individuals, such as the Treasury surplus 

could have brought us* We have had instead a substantial increase* 

Bank credit has been pumped into a spending stream already overly large 

in relation to the goods and services becoming available. This was true 

even though the country was producing goods and services in record, 

near-capacity volume* Upward pressures on prices have been terrific. 

We have seen the result in rising costs of nearly everything we buy* 

Wholesale prices are up 60 per cent since the war* The cost of living is 

up one-third* These increases are on top of rather substantial price 

rises during the war. 

The serious postwar monetary dilemma facing the nation—a 

redundant and seemingly indefinitely expansible money supply—was 

recognised at an early date. That management of the huge volume of 

Government securities issued to finance war would present serious diffi-

culties involving monetary stability was also apparent* In its reports 

to Congress covering the years 191*5 and 19U6* the Federal Reserve Board 

cogently pointed out these difficulties and urged exploration of every 

practicable alternative for monetary control and public debt management* 

I was personally much impressed with the Reserve Board's 

presentation. Clearly, too easy credit seriously threatened our economic 

stability. Yet continued maintenance of public confidence in the Govern-

ment's credit was imperative in a world gravely suffering from the wounds 

of war. Also imperative was the maintenance of market conditions that 
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would permit the orderly refunding of maturing debt at reasonable 

costs to the taxpayer. That the stability of our whole financial 

system and particularly of our banking system was at stake was as plain 

as anything could be. I am glad to say that many wise and experienced 

heads in finance concurred in the view that these were considerations 

of vital public interest. 

Ton will recall the general feeling at that time that we 

ought to be very sure of our ground before launching on any untried 

course of monetary policy. I shared this feeling* I felt that some 

method of dealing with our problem should be found that would not 

jeopardize public confidence in the Government
1

s credit. Fortunately, 

time could be taken for study because of the strong fiscal position of 

the Treasury. 

During the course of l9hl* our financial situation changed 

rapidly aid the economy appeared caught in a spiral of inflation. This 

threat, together with a deteriorating international situation, prompted 

the President to call a special session of Congress towards the end of 

the year* At this session, the Federal Reserve Board brought forward 

its special reserve plan, designed to reduce temporarily the liquidity 

of all banks and thereby to restrain bank credit expansion while permitting 

a prudent and cautious program of managing our public debt* This plan 

was prepared with great technical skill and with every care for the long-

ran interests of commercial banks* But it failed to receive support from 

the President and was actively opposed by the Treasury as well as by the 
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banks. In these circumstances, the plan failed also to find the 

necessary Congressional support for enactment into law* 

And X should like to say at this time that the banker 

position -was a contradictory one* They did not want the Board to use 

aggressively the only monetary power which it had, and said as Mich 

both publicly and privately* That would have meant declining prices 

of Government bonds, which constitute so substantial a segment of bank 

assets* Nor did bankers want the Federal Reserve Systen to have addi-

tional authority to deal with the inflation problem by increasing 

their reserve requirements, either by a primary requirement increase 

or by a special reserve requirement. But the bankers had nothing else 

to offer that had any hope of being effective. Many of them wanted 

taxes reduced, even though the Treasury surplus was the mainstay of 

what anti-inflationary program we had. 

In December last, it appeared that a large Treasury surplus 

during the spring of this year would exert a very powerful anti-

inflationary influence and that inflationary tendencies might be 

brought to an abrupt halt. This did not prove to be the case and 

concurrently the worsening international situatioh obliged Congress to 

make large coHiaitments for world aid and new armaments* Needs for 

expenditures on the domestic front turned out to be less tractable 

than many had hoped, and widespread and insistent demands for tax 

relief caused Congress to reduce taxes. The net result was a combina-

tion of legislative enactments increasing the Government's expenditures 

and reducing its revenues• This threatened to eliminate our Treasury 

surplus in the course of the months ahead and possibly to produce a 
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la this situation, the Federal Reserve Board, in a special 

statement before the Joint Committee on the Economic Report, again 

stressed our inflationary dangers, warned of the hazards for the economy 

of a new harness of direct controls, and urged an approach through broader 

powers to control prospective developments in the banking and monetary 

sector* this time the Board recommended authority to increase the primary 

reserves of all banks within specified limits as well as authority to 

impose a special reserve requirement on both member and nonmember banks. 

The Board
1

 s request for an additional authority over primary 

reserves was to enable the Reserve System to offset the expansive effects 

on bank credit of gold imports and of sales of Government securities in 

the market by noribank investors. Experience of recent months had shown 

that the inflationary dangers from these sources of monetary expansion 

were particularly serious, considering the high levels of output and 

employment prevailing. 

You are all familiar with developments between the spring and 

the special session of the Congress this last summer, called to consider 

another Administration anti-inflation program* Ifcst of the points on this 

program were either irrelevant to the immediate inflationary problem or 

actually inflationary in their potential effects. Control of bank credit 

was included, however* The Board's proposal for an authority to increase 

the primary reserve requirements of banks was half-heartedly seconded by 

the Secretary of the Treasury, but with a limitation to member banks. 

Warm endorsement was given by all to the reiraposition of consumer instalment 

credit controls* 
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After consideration of the situation. Congress selected bank 

credit control as the only appropriate anti-inflationary recommendation, 

I should say at this point that, in my judgment, the control of consumer 

instalment credit should never have been terminated by Congressional 

action and I was opposed to this step. With regard to a new power to 

increase reserve requirements, Congress was overly conservative in the 

amount of authority which they gave* It was particularly unfortunate 

that this authority was restricted to member banks. 

I think that this limitation was a mistake. I believe that 

all banks* member and nonmember, share in the responsibility for maintain-

ing a sound money system in this country. It is not fair that some 

banks should be relieved of that responsibility, certainly not in times 

like these. Moreover, I do not see how we can maintained the strength of 

the Federal Reserve System if we subject members of the System to penalties 

and obligations not imposed on nonmambers. 

While the legislation was less than required by the situation, 

it was something with which to deal with a difficult bank credit and 

monetary problem in the interim between sessions of Congress. In any 

event, with the prospective loss of a Treasury surplus as an anti-inflation 

weapon, something had to be done. The risks of falling back on tradi-

tional credit controls were just too great. Free use of these instruments 

would inevitably involve a fundamental change in the Government's debt 

management program. 
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This program, as you know, has involved continuing support 

of the Government securities market, without reluctance, by the Federal 

Reserve System* The objective of such support has been to maintain 

orderly and stable conditions in this market* As a result of such 

support, it has been possible for banks and other lenders to obtain 

funds at will for private credit expansion by selling Government securi-

ties to the Federal Reserve System* Without Federal Reserve support, 

prices of Governments might have fallen to levels working great injury 

on the very institutions which have been most aggressively selling 

these securities* 

I am aware of the growing skepticism in certain quarters 

regarding the sustainability of current prices for long-term Govern-

ment securities* Recently, in fact, some quite prominent persons have 

voiced the opinion that the Treasury and the Federal Reserve authorities 

should retreat from the position that such prices should be supported* 

How, I am not an authority on this matter* X do not pretend 

to understand all of the ins and outs of the support program for the 

Government securities market* But there are some individuals who are 

authorities on the subject and whose judgment I profoundly respect. 

I have properly sought their counsel and advice* However, there are 

some other aspects of the issue which seem to a New Hampshirite just 

plain common sense and on which I feel fully competent to speak* 
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The only purpose in withdrawing support from the Government 

securities market would be to dry up selling which the Federal Eeserve 

now has to absorb. If this method is to be effective, market prices have 

to drop to nhere the amount of outside biiying is equal to selling. Ho 

one knows at just what point this would happen, and no one knows just 

what the effect would be on the econony. Some opponents of such action 

have predicted that it might result in such a drastic shrinkage in pro* 

duction and employment as to precipitate a dangerous inflation. Other 

opponents, fearing that it would generate widespread doubts about the 

Governments credit, predict that it would usher in still greater 

inflationary developments. In any case, the risks are certainly great 

and should only be taken as a last recourse in dealing with the inflation 

problem. 

As Mr. Bussell Leffingwell, Chairman of J. P. Morgan and Co., 

has recently stated in Fortune Magazine, "The task is to control the 

inflation without deflation, a very difficult job." His emphasis on 

a very difficult job is surely well taken. I can agree with much that 

he has said in his article, but I have grave doubts as to whether this 

is the time to place in jeopardy the very real progress we have already 

made toward solving our postwar readjustment problem. 

Since Congress acted to grant new powers over credit, the Federal 

Reserve Board has had occasion to use some of the additional authority thus 

provided. It was, of course, expected that both of the new powers granted 

would be used. I understand that a principal reason for using the authority 

to raise reserve requirements was the very large volume of Government 

bonds which the Reserve System has been obliged to purchase recently 

as a result of sales in the market by nonbank investors, particularly 

insurance companies. This is indeed a regretable development* 
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During the war, insurance companies, savings banks, and 

savings and loan associations properly invested the peoples
1

 savings 

in Government securities. They were glad to gat these securities and 

glad to got the earnings they provided. These savings then were spent 

by the Government to win the war. Now, long before payment of these 

Government securities is due, the insurance companies and the others 

want to lend the money over again to private borrowers* They are sell-

ing large amounts of Government securities in the market and the Federal 

Reserve, trhich is the residual purchaser, is buying, and is creating 

money and bank reserves in the process of buying. 

Commercial banks are not the only financial institutions 

that should be expected to act in the public interest to maintain 

monetary stability. Insurance companies and other holders of the sav-

ings of the people have that responsibility as well. 

These noribank institutional investors are fraught with 

public interest and should not be free to go ahead with inflationary 

lending and investing ^hen the same freedom is denied to the banks. 

This is certainly a matter for consideration and study by the 

appropriate committees of the Congress and, perhaps, for legislative 

action. 

The source of future economic tendencies is quite uncertain. 

Inflationary pressures are still strong* At the same time TO have made 
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tremendous strides in filling backlog demands carried over from the 

war® The threat of continuing inflation is made worse by the 

international crisis* This is not a crisis of our own making, but we 

cannot withdraw from our responsibilities* We are obliged to carry a 

large burden for world aid and for preparedness. Perhaps the burden 

will become much larger. 

If, to safeguard our way of life, we must continue on this 

course, then we must be prepared to face and finance Government deficits* 

There can be no question of the value of Government securities in this 

situation* Even if we had a choice earlier of whether support for 

Government securities should be continued as a matter of public interest, 

we do not have that choice now* 

The aim of our financial policies must be to reestablish that 

position of choice. But we will not establish it until there is peace 

in our times and until we have built up A h a U g t a i w w ^ r n d safeguards 

for managing our huge public debt so as to achieve monetary stability* 
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COMMITTEE ON BANKING AND CURRENCY 

October 18, 1948 

Honorable Marriner S. Eccles 
Board of Governors of the Federal Reserve System 
Federal Reserve Building 
Washington, D. C. 

Dear Marriner: 

Thank you for the recent speech 

data, which I very much appreciated. 

With kindest personal regards, 

I am 
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