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HOUSE COMMITTEE ON BANKING AND CURRENCY 
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House of Representatives, 
Committee on Banking and Currency, 
New House Office Building, 
Washington, D. C*, 
February 25, 1946. 

The Committee reconvened at 10:30 o'clock a.m., Brent Spence, Chairman, 

presiding. 

The Chairman. The Committee will be in order. 

Chairman Eccles of the Federal Reserve Board is our witness this morning. 

Vie are always glad to hear from you, Mr. Eccles. Have you prepared a 

statement? 

Mr. Eccles. I have a short prepared statement, Mr. Chairman, but I 

finished it only this morning, and I have not had time to have it mimeo-

graphed. I hope to have the mimeographed copies up here later. 

The Chairman. Would you like to conclude the reading of that without 

interruption and then subject yourself to interrogations? 

Mr. Eccles* Yes, sir. 

The Chairman. All right. You may read your statement without interrup-

tion, and then subject yourself to questioning. 

(Statement then read by Chairman Eccles) 

I appeared a year ago — approximately a year ago — in connection with 

the renewal of this Emergency Control Act, and I am going to quote just a 

very short statement that I made at that time, because it bears so directly 

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



-2-
upori this question. 

Appearing before the Senate Committee at that time, I made this state-

ment: 

"Inflation seldom gets out of hand during war time. But the danger 

carries over after peace comes, and a war-weary people, tired of wartime 

controls and restraints, are eager to throw them off. That is just the 

time when it may be fatal to relax prematurely the controls of war engendered 

inflationary forces« That is why it is so important to extend the life of 

this legislation for a sufficient period after the war to enable the country 

to convert its enormous productive capacity to turning out, for peacetime 

consumption, a supply of goods comparable to what it has shown roself capa-

ble of turning out for war purposes. If the public is led to believe, how-

ever, that the price, wage, and rationing controls are going to be eliminated 

or weakened, or not continued as long as may be necessary, confidence cannot 

be maintained in the purchasing power of our money. Without confidence, 

not only would the successful prosecution of the war be jeopardized, but an 

orderly transition to a peacetime basis would be out of the question.M 

That still applies today. 

That, Mr. Chairman, completes my statement. 

The Chairman. Mr. Eccles, I judge from your very excellent statement 

that you think that the economic pressures that make for inflation are as 

strong now as they have been at any time? 

Mr. Eccles. I think they are stronger, Mr. Chairman. 

The Chairman. How long do you think the controls should be continued? 

Mr. Eccles. Well, I would say the Act should be extended for at least a 
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year. I suggested, a year ago, that the. controls be continued two years 

after the war, that the legislation be enacted at that time should be extended 

for two years after the war, so that the public would not be waiting for 

the controls to go off, and would adjust itself and learn to live with them, 

realizing that they would be discontinued as soon as the various factors 

came into balance — that they would automatically work themselves out. 

Certainly, at this time, any less than a year's extension would be a 

very great mistake, because there would likely be considerable waiting until 

the controls went off, in order to get higher prices, and instead of getting 

goods into consumption, you would likely find, in many instances, where they 

were held back in the form of excessive stocks of raw materials, semi-finished 

products, and finished products, and that, of course, would greatly add to 

the pressures. 

The Chairman, Mr. Brown, do you have any questions? 

Mr. Brown. Yes, Mr. Chairman. 

Mr. Eccles, do you agree with me that full production is the best weapon 

against inflation? 

Mr. Eccles. Yes, it seems to me it is the only effective weapon. I 

do not mean by that that we must not stop the expansion of the means of 

payment. 

Mr. Brown. I understand. Now, do you agree with me that we should 

encourage those engaged in production and not discourage them? 

Mr. Eccles, I think they should be encouraged. I think they are being 
encouraged. 

Mr. Brown. Well, I am just asking you whether you think they should be, 

Then, it strikes me that we should get together on the best ways of 
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ericouraging production. 

Mr. Eccles, That is right. 

The Chairman. But, Mr. Eccles, production itself will not eliminate the 

danger of inflation until producticn has supplied the necessary goods and 

services which the people demandj is that not true? I mean the commencement 

of production, even full production, would have no effect on the inflationary 

conditions until production has produced what the people desire to buy? 

Mr. Eccles. That is correct. 

The Chairman. And we ought to retain these controls, as I understand 

it, until we have produced the goods that would eliminate the dangers of in-

flation. It would be hazardous to discontinue them just because you are in 

production, when production has not yet produced what the people desire? 

Mi\ Eccles» We must retain, in my opinion, the controls until we 

greatly increase the supply of goods and services that the people want to 

buy and until there has been some opportunity to catch up with the backlog. 

But while we are doing that, we must not undo the benefits of it by further 

expanding our money supply, 

The Chairman. Mr. Crawford* 

Mr. Crawford. Mr. Eccles, I think that last sentence of yours should be 

added to your direct reply to Mr. Brown's question with respect to production. 

If the answer to inflation is through production priiaarily, we must dis-

continue these inflationary forces as you have pointed out, along with the 

stepping up of production. 

Mr. Eccles. That is correct. 

Mr, Crawford. In other words, we might step up production very, very 
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materially, and if we still continue to broadcast inflationary forces, we 

will certainly be operating in opposite directions. 

Mr. Eccles. We would be trying to go in two opposite directions at the 

same time, 

Mr. Crawford. Yes, sir. Now, I have three or four more questions, 

Along the same lines, the other day I submitted this question to Mr. Bowles. 

I would like to get your answer on it, as direct as you can make it. And 

I will read from the official transcript so that the language I submit to 

you will be exactly that which was submitted to Mr. Bowles. "So long as you 

are Administrator, do you take the position that these controls should go 

off as we bring supply in balance with demand, or do you take the position 

that the controls should continue as long as there is a great backlog of 

pent-up buying power, which, in the absence of control, can be exercised by 

the citizen at his will?" 

Now, that is the question I submitted to Mr, Bowles. What prompted that 

question primarily in my mind was his numerous statements about the forces 

of inflation and the disasters that would come to us if those forces were not 

somewhat modified or controlled. I think you have given us the finest direct 

statement as to the volume of these inflationary forces which we have presented 

to the Committee. So I would like to submit this question to you now, in line 

with what you have already stated, Do you take the position that the controls 

should be continued until supply comes into balance with demand — I mean> 

practically speaking — or do you take the position that these controls should 

be continued as long as we have that pent-up buying power which constitutes 

these inflationary forces, as you have defined them? 

Mr. Eccles. I think we should maintain controls until the supply comes 
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into balance, or reasonable balance* with the demand. 

What we term the pent-up inflationary forces or the inflation potentials, 

as measured by the deposits and currency and Government securities, are not 

likely to create inflationary problems if the supply of goods is in reasonable 

balance vdth the desire of the people to purchase, and their money will be 

held in Government securities, or in savings deposits, or in currency, or they 

will invest it, possibly, in further Government securities, and if we have a 

balanced budget — which we should have -- and a surplus, then, the bank 

holdings should diminish as the public invest their currency and deposits in 

Government securities. Because if the Government is not requiring additional 

deficit financing, we should see to it that it is the bank securities that are 

reduced, and the public investment increased, that we should have been very 

much better off during the war had we been able to accomplish that during the 

war. 

Now, to the extent we can reverse that, we can very well keep this 

potential, without having any inflationary effectf 

Mr. Crawford. Now, you mentioned extending the Act for one year. Based 

upon the information which is available to you as Chairman of the Board of 

Governors of the Federal Reserve Board, do you think it is reasonable for us 

to assume that the supply of goods will be in balance with demand by July 1, 

1947? That is, to the practical degree that is necessary in connection with 

this legislation? 

Mr. Ecclesf Well, that, of course, will depend on the extent to which 

this wage-price policy is effective in bringing about production. Certainly 

we have demonstrated that we have the capacity to produce enormously, and if 

we can take the civilian production during the war, and add to that the war 
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production, converting that into civilian goods, it would seem to me that, 

with some exceptions, we should be able to meet, pretty largely, the demand, 

so that the public would not be likely or willing to follow prices up. 

In the construction field, there is no question but what, for some time, 

there will be a great shortage, and I think that building permits to determine 

what may be built may have to be kept on for some considerable time. That 

prices of scarce building materials will likewise have to be controlled. It 

may be that there will be some other items I have in mind, for instance, 

automobiles. I cannot imagine that the supply-demand factor in the automobile 

field can be met within a year from this time. 

But, generally speaking, in the clothing field, in the food supply — if 

v/e get good crops this year, all right; if we do not, that changes the 

picture — but if we get abundant crops, and there should be an adequate 

supply of food and clothing 

Mr. Crawford. "What would you say about household appliances? 

Mr. Eccles. X think that will be pretty largely met. The capacity to 

produce is simply enormous in that field* 

Mr. Crawford. Then, would it be fair to summarize your thought something 

like this: that in the event that within 12 to 18 months we do bring these 

products which people must have, and so greatly desire, largely into balance 

as regards production, supply and demand, and if we do some of these con-

structive things with respect to stopping the spread of inflationary forces 

which you have recommended that within 12 or 18 months we might reach a point 

where these controls could be very generally removed? 

Mr. Eccles. Yes, I think we can do just that. 
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Mr. Crawford. That that is the procedure to be followed, although we 

may have, within the hands of the people, a very large pent-up backlog of 

buying power of perhaps one hundred or two hundred billion dollars, but which 

would not be crowding into the market be reason of the things you point out? 

Mr, Eccles. I certainly think that is true. That, however, as I say, 

is dependent upon the price-wage policy. 

Mr. Crawford. Very much so, 

Mr. Eccles. Upon that policy succeeding, and likewise upon certainly 

a balanced budget, and, if possible, a surplus. Now, that cannot be accom-

plished if we are going to start reducing taxes at this time, and it does 

not seem to me to make very much sense to maintain inflationary price controls, 

and other controls, while, at the same time, we increase purchasing power by 

reducing taxes, 

Mr. Crawford. I think that is a very sound statement. 

Nov/, I have two other questions on that same subject, but which are tied 

to your statement issued on January 1?, when the Board of Governors of the 

Federal Reserve System increased margin requirements to 100 percent, in order 

to dampen speculative activity of the stock market, And I want to read two 

very brief paragraphs which appeared in your statement as published in the 

February, 1946, issue of the Bulletin: ,!In addition, it is important to 

point out that so long as the public debt continues to be monetized through 

the purchase of Government securities by the banking system, the supply of 

money will continue to increase, thus tending further to reduce the interest 

rate on savings and investment funds. The resultant pressure of an increasing 

money supply, and of lower interest x̂ ate, is bound to have a further infla-

tionary effect upon all capital assets, and to increase the difficulty of 
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holding down the cost of living. It is, therefore, imperative that the 

process of further monetizing of the public debt through the banking system 

be ended, so that the rate of return on investments would be stabilised, and 

would reflect the supply of savings and investment funds in relation to the 

demand instead of reflecting an increasing amount of bank credits. This 

process needs to be stopped, not only by bringing about a balanced budget, 

but also through measures to check further unnecessary expansion of commer-

cial bank holdings of Government securities.11 

I think that conforms very much to what you have said, this morning. 

Now, my two questions on that point are these: first, what has been done 

since this statement was issued to keep the interest rates from going still 

lower? 

Mr. Eccles. Well, there has not been anything done, 

Mr. Crawford. In other words, we are still marking time on that? 

Mr, Eccles. That is corî ect, I would say that the announcement of the 

Treasuiy to pay off, out of their balances, one billion dollars on March 1st, 

of Treasury Certificates, and around a billion dollars of 1 percent notes, 

and four hundred some odd million dollars of 3-3/4 percent bonds, on March 

15 ~ a total of $2,800,000,000 — is in the right direction. The Treasury 

raised, in the Victory Drive, far more money than it needed, and they are, 

therefore, likely to find that they will be able to reduce substantially the 

debt during the next year as started in that process. The Federal Reserve 

agreed fully with that first step of the program. 
That is a mild step in the right direction. 

Mr. Crawford, The general fund is now about 24-1/2 or 25 billion dollars, 
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is it not? 

Mr. Eccles. That is correct. 

Mr. Crawford. Now, the other question I have on this same thought is 

this — and this gets into matters of high policy and you may not want to 

answer it. Is the Board, or are you likely to eliminate the preferential 

rate of 1/2 percent on advances by the Federal member banks secured by the 

Government with maturity of less than 1 year? 

Mr. Eccles, Well, the initiation of that, of course, comes from the 

twelve reserve banks. They must propose the elimination of that preferential 

rate, and then it is up to the Board to approvef Of course, it would be 

rather premature for me to speak for the 12 banks and to speak for the Board 

members, as to what should be or would be done in that regardf I can say 

this, however, that the rate was put into effect as a war measure, to help 

finance the war. It was put in in 1942, to make it easy for the banks to 

get reserve credit, so that they could purchase such Government bonds as 

was necessary to assure the financing of the war at the low .interest rates 

that it was determined it should be financed onf 
We were undertaking an unprecedented financing operation, and with the 

raising of close to 60 billion dollars in one year, which we did, as I 

recall, in 1943 and 1944^ nobody had ever dreamed of such an undertaking, 

and we had to assure the Treasury that their financing would have to be 

eminently successful, and the door to the Reserve banks was opened so that 

the banks could create reserves at a favorable rate. 

In my opinion, the need of that rate has ceased to exist as of the end 

of hostilities, and it only serves to indicate to the banking system that they 
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can get funds from the system with great ease, and thus enable them to buy 

more securities in the market. As you know, for each dollar of Federal Re-

serve funds that are furnished the banks, they can buy $5 worth of securities 

in the market. 

It tends, in other words, to encourage rather than discourage the crea-

tion of more bank, credit. That seems to me to be the effect, if that has 

any effect. 

Eliminating the rate in no way would increase the cost of Treasury 

financing. The rate is not necessary to maintain the rates which the Treasury 

now pays for money. Those rates would be maintained by open market operations. 

I would like to point out, however, that the banks have used, to quite 

a limited extent, the discount privilege on the preferential rate. I think 

at the present time there is only a little over 200 million dollars of credit 

extended to the banks on the basis of that rate. 

Mr. Crawford, Drf Smith wants me to ask you what the rate is. 

Mr. Eccles. What it is? 

Mr. Crawford. What rate you speak of? One-half of 1 percent? 

Mr. Smith. Vvhat is this rate? 

Mr. Eccles, Half of 1 percent. On Government securities maturing in less 

than one year — one year or less. 

Mr. Smith. Is that the rate that the Federal Reserve pays the banks? 

Mr. Eccles. No; the banks can borrow from the Federal Reserve on Govern-

ment securities that mature in one year or less at 1/2 of 1 percent. 
Mr. Smith. That is the figure I wanted* 

Mr, Eccles, Yes. 

Mr. Crawford. Mr, Chairman Eccles, did I pick up from your statement 

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



-12-
which you read there some reference to the inflationary effect that would 

follow should we, in making loans to foreign countries, carry the transactions 

through the Treasury, selling the bonds to our people, or to the banks? 

What did you say on that? 

Mr. Eccles. Well, I made this point: to the extent that credit is 

created through the banking system — either an expansion of domestic credit 

or foreign credit — 

Mr. Crawford, ^hat was my point, 

Mr. Eccles. Either of them will add to the supply of money, and that, 

to the extent that foreign credit may be extended by the banking system, or 

domestic credits are extended by the banking system, to the extent that the 

Government extends foreign credits, and, in turn, finances those credits 

through the banking system, it creates money. 

Mr. Crawford. Would you care to briefly comment on whether or not there 

is any other practical method of financing, as will say, the British loan, 

other than through Treasury transactions? 

Mr. Eccles. I do not think there is any possible way of meeting the 

thing except in that way. However, I would like to say this, in connection 

with the British loan; it is something that will extend over a period of years. 

The impact of that does not come all at once, by any means. 

Mr. Crawford. All right. Thank you. 

The Chairman. Mr. Patman. 

Mr. Patman. Mr. Eccles, in giving the different amounts of money now in 

the hands of the public, or liquid assets, you took into consideration, I guess, 

the amount of mcney in actual circulation today? 

Mr, Eccles. That is right. I took it as of the end of the year. It was 
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as of December 31* 

Mr. Patman. About how much was it then; about 28 billion dollars? 

Mr, Eccles. lou mean in circulation? 

Mr, Patman. Yes, sir. 
Mr. PJccles. About 28 billion dollars, 

Mr. Patman. How do you account for that large amount of money being in 

circulation? That is about four times as much as we ever had in circulation 

up until this war, 

Mr. Eccles. That is right. 

Mr. Patman. How do you account for that? Why would people draw out so 

much money in actual cash? 

Mr, Eccles. Well, there are several combinations of reasons. 

First, prices are higher. It takes more money to do business. 

Mr, Patman* Now, which prices? 

Mr, Eccles. Consumer prices as compared with 1940 are possibly ~ oh, I 

do not know, some estimate 30, 35> or 40 percent higher than they were then. 

Mr, Patman, Well, that is bound to be on certain prices, 

Mr. Eccles, I am speaking of the cost. Some are 60 percent higher, 

some are 20, I mean the average increase in the cost of living is estimated 

to be between 30 and 40 percent, 

Mr, Patman, All right. Well, that would account, say, for a 40 percent 

increase? 
Mr. Eccles. That is right, 

Mr, Patman. Which would be very small in comparison with the large amount 

in circulation. 

Mr, Eccles. Well, that would be maybe 3 billion dollars from that source* 
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-14- . 
Mr. Patmarw Yes, sir. 

Mr. Eccles. Then, the payrolls are very much larger than they were 

prior to the war. You have 53 million employed, and the wages they get 

are higher. Vie have substantially more employed and the weekly pay is sub-

stantially greater. So that would account for — I have not estimated the 

exact amount, but it would account for a good many billion dollars, the in-

creased wages and increased employment# 

Mr. Patman. A n right. 

Mr, Eccles. Another factor in the increase is that more people are 

away from home. The soldiers and workers. There was a great shifting and 

moving of people from the place that they would consider their home and where 

thqy had banking connections, where thqy carried savings and other accounts, 

they carried more money — a good deal more money in their pockets, in their 

purses, than they would have done had they not been moving around, or had 

they been located in their original homes. We figure that is an important 

factor. 

Another factor is that the bank service charges, I think, increased the 

amount of currency in use rather than checking accounts. I think that is to 

good, but to the extent that these bank accounts were small and the number 

of checks issued were considerable in number, the accounts were not only 

undesirable but they certainly were carried at a very substantial loss, and 

with the increased cost of doing business, with the great labor shortage, to 

the extent that they reduced or cut down the total amount of small checks, it 

was a sound development. That was no doubt a very substantial factor in 

increasing the use of currency and took the place of a great many small checks. 
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Then, there are two other important factors. The black market operations 

carried on in currency — which are harder to follow — and those, of course, 

during the war, have been quite substantial. 

And tax evasion is another item of very substantial proportions, and 

that would result in a substantial increase, in currency. 

Then, I think there is some — I do not know what amount — that is held 

by foreigners, who have great confidence in America and the American dollar, 

and where it is impossible to get gold, they felt that this was the best 

currency, and wherever they have been able to get hold of it, I think there 

are some foreign funds carried in currency. 

The amount outstanding, taking into account all of these factors, is not 

at all alarming. The upward trend of currency expansion seems to have ended, 

and for the first time it has seemed to turn downward. 

Mr. Patman. I notice in one period some 500 million dollars. 

Mr. Eccles. Well, it is down about 700 million dollars since the end of 

the year. That is a natural trend. Even last year, for the first two weeks, 

there was a downward trend, because during the holiday period, when the 

shopping is great, there is always an expansion of currency, but after the 1st 

of the year it flows back into the banks, out of circulation. But this year 

the downward trend has continued, and it has not turned upward as it did a 

year ago about in the middle of January, it is our feeling that if we hold 

this line, prevent inflationary developments, that there is not likely to be 

any material further expansion of currency. 

Mrf Patman. Now, you mentioned two things there: tax evasion was one of 

them, and the other, black market operations. Both will contribute towards 

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



-16-
inflation. I believe you will admit that? 

Mr, Eccles* That is right. 

Mr. Patman. Have you given consideration to any plan by which you might 

minimise these two operations? 

Mr. Eccles. Well, I have not. The responsibility for that, of course, 

in the tax field, is up to the Treasury• 

Mr. Patman. I have an idea, though, that you have personally given it 

some consideration, have you not, Mrf Eccles? 

Mr. Eccles. Well, I have, yes, but I think it would be inadvisable to 

discuss either of those questions. 

Mr. Patman. Well, suppose, just for the benefit of the Committee, you 

would tell us just what you think could be done that would be helpful in that 

direction? 

Mr. Eccles. I do not feel that I am qualified, Mr. Patman, to express 

views on that subject, because there are a good many aspects to it. 

Mr. Patman. Well, I will not press you. 

Mr. Eccles. I believe that the Treasury, on this question of tax evasion, 

is making quite a drive. One of the difficulties, of course, during the war, 

was that it was practically impossible to get competent people in the Internal 

Revenue Bureau. So many men were taken out by the draft, and the volume of 

work of the Bureau was tremendously increased, so that the job of inspection 

and the job of supervising the tax collection work was terrifically handicapped. 

But with the end of the war, and an adequate supply of personnel available — 

and I understand Congress has furnished the Treasury with such funds as 

they need to employ extra inspectors — I think without question they can do 
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a great deal in stepping the tax avoidance, and in collecting some of the 

taxes that should have been paid, 

Mr, Patraan. I notice where you raised the requirements to purchase stock. 

You eliminated the margins, in other words, in stock purchases? 

Mr. Eccles. Correct. 

Mr. Patman. Is there anything else you could do towards retarding the 

stock market? 

Mr. Eccles. ^here is nothing else we can do except to eliminate, 

Mr. Patman. Have you made any recommendation or any plan that you would 

care to discuss that would be helpful along that line? 

Mr, Eccles, I made a recommendation a year ago last January. 

Mr. Patman. That is right, 

Mr. Eccles. Before the Senate Banking and Currency Committee, when this 

question came up, and I have made the same recommendation upon several 

occasions in connection with the work of the Stabilization Committee, the 

Economic Stabilisation Board, of which I am a member, an advisor. And in 

this statement that was released to the press — I happened to bring a copy 

of it along, thinking this question might come up — this is what was said? 

"The most effective way that I know of to curb speculation in capital 

assets would be to increase substantially the rate of the capital gains tax, 

or the holding period, or a combination of both. For a long time I have 

advocated enactment of legislation to this end as a temporary protective 

measure applicable to all future purchases. This would not deter the selling 

of assets held at the time that the measure was introduced in Congress, but 

it would greatly deter buying for the speculative rise after that date. It 
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would not affect the purchase of capital assets of any kind which have been 

or are being bought for personal use or a long term investment, rather than 

for the speculative rise," 

Mr, Patman. 1 recall that testimony, and I think you are right about it, 

I think one of the greatest mistakes we have made was reducing taxes so soon 

and so much, and I think we should have gotten more as we went along, and I 

think we should have increased the capital gains tax for the reasons which 

you have suggested there. It would have been helpful. 

Now, one other thing and then I will be through, Mr. Eccles. You 

mentioned that if we did not curb inflation, that there would be a flight 

of the dollar. That people would use their liquid assets to buy things. What 

do you suggest they would buy? Stocks, real estate, and things like that? 

^hings that might increase in value along with the decrease in value of 

the dollar? 

Mr. Eccles, That is right. That money, or debt forms, such as mortgages, 

bonds, Government and otherwise, are, of course like money, and their value 

diminishes with the decline in the purchasing power of money. I do not mean 

their price declines, but I mean the dollars they are payable in decline. So 

that people are always looking for a hedge against inflation, and the stocks — 

preferred and common — real estate all kinds, farms, homes, business 

properties — and commodities, of course, are away to hedge against inflation, 

and the records in Europe, where there has been an excess supply of money and 

scarcity of goods available, such as is the condition today in most of the 

European countries, show that there is a great pressure for prices to go up, 
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and I think that our stock market, our real estate, homes, farms, and even 

commodities that can be bought, could skyrocket if this price control act 

were not extended, and vigorously enforced, and unless we maintain taxes and 

balance the budget and maybe pay off some of the debt and unless we stop the 

banks from creating additional money. 

Those are, I think, the things we must do to stop this potential from 

being effective in its inflationary effect-, and to cause the public to main-

tain the confidence that they have today, and justifiably so, in our money. 

And to the public, money is savings accounts, Government bonds, insurance 

policies, retirement funds, and so forth. And it. seems to me that we have 

a terrific responsibility — this Government has — to see to it that those 

funds, those investments in insurance, and in savings, and in Government bonds, 

are protected, and that their purchasing power is protected. 

Mr. Patman. What do you consider the value of the dollar to be today 

compared with the period immediately preceding our entrance into the war? 

Mr. ¿Sccles. Well, of course, there is a good deal of argument as to what 

our inflation has been. Measured by the increase in the cost of living, I 

think the Office of Price Administration figures that it is about 30 percent 

inflated. Which is as good a job as any country has done. I think maybe 

Canada has done, if anything, a little better job than we have. But with 

other countries, there has been a greater inflation than that. I would ex-

pect that with increased wages and prices on your new wage-price policy, that 

we will get some further increase. It is estimated that there is a possibility 

of it reaching as high as a maximum of 40 percent. I would think, if the 
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cost of living can be held to 40 percent above the prewar level, that we 

will have done a fairly good job considering the sise of this public financing 

that has been undertaken. 

Mr* Patman. You were not here when we were considering the Housing 

Bill, which is considered an anti-inflationary bill. Have you given con-

sideration to the fixing of prices on existing homes? 

Mr. Eccles. Yes. I have been in a discussion or two where that matter 

has developed. The difficulty with that particular field is that it is a 

job of enforcement. Theoretically, I think it is fine, if it could be 

made to work. But the job of enforcement is going to be a particularly 

difficult one. Of course, as I understand the proposal, it is to freeze 

the price of a home after its second sale. 

Mr. Patman. The first sale after the law passes. 

Mr. Eccles. ^hat is right. That is the price. From then on, it is 

frozen at that price. 

Mr. Patman. During the emergency. 

Mr. Eccles. That is right. Of course, that would keep the home from 

being sold a second and a third and a fourth time for speculative profit, 

but, of course, it would not keep it from selling at an inflated price the 

first time. 

Mr. Brown. Mr, Patman,'- will you yield? 

Mr. Patman» Yes. 
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Mr. Brown. Now, I do not know a home anywhere that you could get 

as much for as it would cost you to buy the lot, to buy all the materials, 

and pay the high cost to carpenters, that you could not rebuild the same 

house for what you can get for it today. I do not know of any anywhere in 

my section of the country that would bring as much as it would cost to 

construct the same house. Therefore, building materials and the con-

struction of new houses will absolutely control the sale price of old 

houses. 

Mr. Buffett. Would you yield, Mr. Patman? 

Mr. Patman. Well, I am going to give up the witness. 

The Chairman. We mil call the Committee in order. 

Proceed, Mr. Patman. 

Mr. Patman, You mentioned these sales. Was not the second, third, 

and fourtn sale the principal cause of inflation during the last war, Mr. 

Eccles? That a real estate dealer would sell the home to the family, 

and the family would hardly get located until the dealer v/ould go back 

to him and say, "How, get your thousand dollars profit on this," and they 

would keep on pyramiding them that way. Was that not one of the main 

reasons and one of the principal causes for inflation in housing after the 

last war? 

Mr. Eccles. I think it is a factor, and I think it is a factor now, 

and will continue to be a factor, and, therefore, the proposed, to the 

extent that it does stop the multiple sale of the same house, is of some 

value and effect. 
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Mr. Patman. You do not know of any better plan, do you, Mr. Eccles? 

Mr. Eccles. Well, I think that capital gains tax might be a good plan. 

Mr. Patmsn. Yes. 

Mr. Eccles. In other words, I do not see any reason why we should 

discriminate against the homes in favor of stocks and business properties 

and farms. They are all capital assets. 

Mr. Patman. That is right. 

Mr, Eccles. And to the extent that you shut the door in one field, 

you may tend to stimulate it in another, and it would seem to me that the 

most practical way to get at the inflation of homes, as well as farms and 

business properties, and stocks, is to take out this speculative profit 

for the rise, that people who are in the high income brackets are buying 

for the rise, because, after holding for six months, they can then sell 

and pay only a 25 percent tax, 

Mr. Patman. I realize that. 

Mr. Eccles. We have left the door wide open in that field, and there 

have been simply millions and millions of dollars made by speculators. 

We are doing everything we can to encourage speculation in capital assets, 

and we have done absolutely nothing to stop the speculation. 

Mr. Patman. Well, I do not agree with you. We are not doing every-

thing we can. We are not doing anything to encourage it. Vie are just-

failing to act to stop it. 

Mr. Eccles. Well, that is possibly a better way to put it. In other 

words, we have done nothing to stop inflation in capital assets. 

Mr, Brown. Then, you say that if they put a ceiling on existing homes, 
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they ought to put it on stocks, farms, bonds, and have everything treated 

alike? 

Mr. Eccles. Well, as a practical matter, you cannot get at it by put-

ting a ceiling, it seems to me, on stocks or bonds, or farms. It would 

be even more difficult than it would be with homes. What I am saying is 

that they are all capital assets, and we should stop speculation by ex-

tending the holding period, and putting a special tax on. 

The Chairman. Governor Eccles, would you be able to return this after-

noon? There are several members who still have to interrogate you and you 

will not be able to conclude your testimony now. 

Mr. Eccles. I will be able to return. I would like to get through 

today if I can. 

The Chairman, ft ell, if you will return at 2 o'clock, that will be 

all right. 

The Committee will adjourn until 2 o'clock. 

(Whereupon, at 12 o'clock noon, the Committee adjourned, to reconvene 

at 2 o'clock p.m.) 

AFTERNOON SESSION 

(Whereupon, the Committee reconvened at 2 o'clock p.m., pursuant to 

the recess.) 

The Chairman. The Committee will be in order. 

Mr. Pat man. Mr. Chairman, I just want to ask. one or two short ques-

tions. 

The Chairman. Mr. Patman. 

Mr. Patman. Mr. Eccles, I do not want to press you for an answer on 
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these things, but it occurs to me that the Federal Reserve Board is really 

an agency of Congress, is it not? Is that the way you view it? 

Mr. Eccles. That is the way I read the statute. We are required to 

make reports to you every year. 

Mr. Patman. Well, being an agency of Congress, do you not think that 

we would be within our rights in insisting on you giving us the benefit 

of your vit;ws and suggestions, which would be helpful in answering the situ-

ation as it now exists or might exist in the future as regards inflation? 

Mr. Eccles. Well, I think that .it is certainly the right of Congress 

to request the Board, as its agent, for any information and advice that 

we -are able to give. 

Mr. Patman. I asked you about these reserve requirements this 

morning. I wonder if you would mind, in view of that premise, elaborating 

a little more fully on what the answer would be in regard to changing 

the reserve requirements of banks? 

Mr. Eccles. The Board has used practically all of the power they 

have in increasing reserve requirements of the banks. In the case of the 

Central Reserve cities, namely, Chicago and New York, only, the Board does 

have authority to increase the reserve requirements against the demand 

deposits by 6 percent. That is the limit to which our present statutory 

authority would enable us to go. 

Mr. Patman. Well, if we were to press you for your views on any 

stand you might have, do you have any views that you would care to express 

or would be willing to express, which you believe would be helpful if car-

ried out by Congress in combatting inflation? 
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Mr. Eccles. Well, I feel that the Federal Reserve Board has practi-

cally no power to deal with the monetary aspect of inflation that it has 

not already used, with the exception of increasing interest rates to the 

extent that the Reserve system, or the Open Market Committee, we will say, 

permitted the short-term rate on Government securities to go up, that 

would be a deflationary factor. To the extent that the discount rate, which 

is now the regular discount rate, 1 percent, to the extent that that was 

further increased, the psychological effect of that, I have no doubt would 

be a deflationary factor. 

It would be quite unsatisfactory, it seems to me, to meet this prob-

lem by what was considered the usual or the orthodox way of dealing with 

inflationary factors, which was through increasing the discount rate, 

raising rates. Now, the reason for that is that that would increase the 

cost of carrying the public debt, which is already very high, and it would 

likewise increase the earnings of the banking system, which are also high, 

and would be a very unsatisfactory way to deal with this problem, and I 

am sure that the Treasury would have considerable objection, as Congress 

and the public would, to increasing the interest burden on the public 

debt for the benefit of the banking system. Therefore, what could be used 

to deal with this problem, when the public debt was a very small part of 

the total debt, cannot be used today when the public debt is 2-1/4 times 

the entire private debt. It used to be 1/10, along in 1929, of the private 

debt, whereas today it is 2-1/2 times the private debt. So the means of 

dealing with the problem that would apply in a period when the public 

debt was small, cannot be used to deal, with the problem when the public 
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debt is as great as it is. 

Mr. Patnian. In other words, you do not have the power to deal with 

the problem adequately? 

Mr. Eccles. I do not think we have the power to deal with the prob-

lem at all—that is, I do not think that we have a power that we could be 

justified in using to deal with the problem. 

Mr. Patman. Well, can you state any power or powers which, if given 

you by Congress, you could exercise, which would be helpful in this emer-

gency? 

Mr. Eccles. I think that legislation—arid it would take legislation— 

in order to give to the Federal Reserve Board adequate powers to deal with 

the situation. There are various ways, I think, in which the matter can 

be dealt with. 

I should like to cover that matter inasmuch as it is of such great 

importance, and could be misconstrued or misinterpreted. I should like 

to see that a matter of that sort be covered in a report or in a special 

hearing set aside for that purpose, when I might have adequate time to 

prepare a statement. 

Mr. Patman. Would that require say, a week or ten days, Mr. Eccles? 

The reason I ask if you can do it within that time, or within say two weeks, 

I would like to ask for consent that you get up your statement ana file it 

in this particular record. Then, if any members of the -Committee wish to 

interrogate you about it, they could ask you to come up for that purpose. 

Would you rather do it that way? 

Mr. Eccles. Well, this is a matter that the entire Open Market Committee 
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and the Federal Reserve Board are as interested in as I am, and I would 

think that a report, such as you have indicated as being desirable, should 

be an expression of the views of those in the Reserve System, or respons-

ible for the policy. 

Mr. Patman, Yes, sir. 

Mr. Eccles. I would think that that should come up here as a report 

of the Board, as a part of the report which we send to Congress, or as a 

special report, We have sent special reports out. If it comes in that 

way, I imagine the report to Congress would be referred to this Committee 

and could be put either in this record or could be used as a basis for 

legislation or as a basis for a hearing in connection with the considera-

tion or legislation. 

Mr. Patman. Well, I want to make a request that you prepare a re-

port to the Chairmen of this Committee, to go in the hearings on this Bill. 

If you will and if that is not unreasonable. Do you not think that would 

be in order and should be prepared, Mr. Chairman? 

The Chairman. If Mr. Eccles wishes to do it, yes. 

Mr. Eccles, Do you mean to have the Board do that? 

Mr. Patman. Any way you want to do it. Either yourself, after con-* 

sultation with the Board, or the Open Market Committee, or as an expression 

from the Board and the Open Market Committee. 

Mr. Eccles. Well, I will be very glad to report to the Board and the 

Committee this request, and I should think they would be glad to respond. 

Mr. Patman. To embody any and all the suggestions which you have to 

make which would be helpful in dealing with the present emergency, and 
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that is asking for legislation, if necessary, and what kind. That is all, 

Mr. Chairman. 

The Chairman. Mr, Wolcott. 

Mr. Wolcott. I have no questions at this time. 

The Chairman. Mr* Folger. 

Mr. Folger. Mr. Eccles, what you have just been talking about would 

hardly be apropos of this legislation that we are investigating now, 

would it? 

Mr. Eccles. Well, certainly I would not feel that it should be tied 

in with it or made any part of it in any way. It is my opinion that this 

legislation should be extended without amendments, because if the door is 

open to amendments, it would likely be a little difficult to get the legisr 
lation passed in time. I would think that this matter of dealing with 

the monetary questions which Congressman Patman raises, I would think, 

is something which should be covered by special legislation, because it 

certainly would be a very controversial question. 

The Chairman. I do not think it would be essential to have your re-

port in these hearings. 

Mr. Patman. Well, Mr. Chairman, if he will prepare it, I presume 

you would be willing to give the members an opportunity to hear Mr, Eccles 

on it. 

The Chairman. This Committee is open for Mr. Eccles any time he 

wishes to come before us. But I do not think it should be incorporated 

in this Bill. 

Mr. Eccles. No. It would seem to me, as I suggested to the Congress-

man, that it might be well if the Board and the Open Market Committee are 
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willing to make a report on this question to the Congress, then, this Com-

mittee could consider such a report and could hold hearings in connection 

with the report, as they have done in the past, with reference to recom-

mendations. 

The Chairman. We will be very glad to hear you. 

Mr. Gamble. But it would have no relation to this Bill as far as 

legislation is concerned, 

Mr. Patman. That is right. It is not contemplated that it should 

have. 

Mr. Folger. Mr. Eccles, on the matter of control of prices, the nec-

essity for it comes about, as we see every day, in large measure from the 

fact that our purchasing power is so great and the things to buy are so 

few, and we are in a position where we have the necessity of price con-

trol; is that not right? 

Mr. Eccles. That is correct. 

Mr. Folger. Are there not other considerations that should enter 

into this, such as adequate tax legislation aimed at balancing the budget, 

and not forgiving too many taxes by reductions such as we had in the fturnl 

Plan and others? 

Mr. Eccles, The statement that I have prepared this morning, and 

upon which I was interrogated, brought out the fact that this legislation 

is not dealing with basic causes, It is merely dealing with the effects, 

and that we must deal with the causes as well as with the effects, and the 

causes were recognized as being one of inadequate production, which is of 

prime importance—that is, to get greater production—and the other causes 
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were the unbalanced budget and the need of balancing the budget and if 

possible getting a surplus, and maintaining taxes as they were. The 

third one was stopping monetization of the public debt through the banks 

further increasing their purchasing of Government securities. 

A fourth one was dealing with the inflation in capital assets, such 

as stocks, homes, farms, and business properties, by a capital gains tax 

applying to future purchases. Those were the four factors—I meant a 

special capital gains tax and extension of the holding period—those were 

the four factors that seem to me to be necessary considerations in con-

nection with this price control legislation. 

Mr. Folger. What I was intending to follow that up with was this: 

that you might, by the neglect of these other factors, place on price 

control too great a burden in the matter of doing what we call stopping 

inflation. 

Mr. Eccles. There is no question but what price control just could 

not possibly succeed if we do not get increased production on a very large 

scale, and if we do not stop increasing as rapidly as we have been doing, 

or if we do not stop increasing altogether, the supply of money. 

In the months of November and December our banking system created 

close to 11 billions of dollars of new money. They increased their hold-

ings of Government securities better than 7 billion dollars. 

Mr. Smith. Which month was that? 

Mr. Eccles. In the months of November and December. And they in-

creased, during the Victory Bond Drive, they increased their loans on 

Government securities—which is just the same as buying them directly, 
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because that credit creates money— 

Mr* Gamble. Who did that, Mr. JEceles? Pardon me. 

Mr. Eccles. Our commercial banking system—close to something like 

three billion dollars, and they made other loans and investments of about 

a billion dollars. Those are just rough figures. Now, to get some idea 

of what that means in an inflationary picture, II billion dollars is 

fully UO percent of the total demand deposits that we had in 1929 > and it 

is more than UO percent of what we had in 1933, 1934* and 1935. 3o we 

created in two months, in new money, a volume of 11 billion dollars. 

That is pretty fantastic. 

Now, I do not see, of course, how there is any likelihood of any such 

expansion even approaching that in the future, because that was due to the 

Victory Drive, and in order to subscribe to the new issues, the short-

term securities, securities that were eligible to the banks, were sold to 

the banking system by the corporations, individuals, insurance companies, 

and others, and they, in turn, subscribed very heavily for the Government 

two and a half's, Those two and a halfs and two and a quarters* were sub-

scribed in the amount of better than 11 billion dollars. The result is 

the Treasury got more than twice as much money in this drive as the quota 

it had fixed. Those 2-1/2*s are now selling at a premium of over 5 percent. 

There is already a premium on those 2-1/4's and 2-l/2,s of close to 500 

million dollars, from which the Government gets no benefit. 

Mr. Folger. Is there any method or machinery that we might employ 

for encouraging individual ownership of Government securities? To have 

people buy them and hold them instead of having money in the bank? They 

have to have money to buy then with. 
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Mr. Eccles. Well, of course, I think an effort is being made to get 

the people to hold them. The E, F, and G bonds, the non-market bonds, are 

the kind of securities that should be offered to the public, and not the 

market bonds, which they can speculate in. 

The E, F, and G bonds are now available for public subscription, 

and I understand the public are buying considerably more of the E, F, 

and G bonds than are being cashed in, of the same E, F, and G bonds. 

They are increasing their holdings on balance. It is true that there are 

a great many more Government bonds that could be bought, with the deposits 

that are being held idle today. There is a lot of money that is not being 

used, which, of course, could be invested in Government securities. If 

that should happen, it would mean that the Government bonds held by the 

banks, the banks, would have to sell them, and the individuals and corp-

orations would buy them, That would reduce the deposits, on the one 

hand, and reduce the Government bond holdings, on the other. That would 

be reversing the process that has been going on during the war, which is 

a desirable thing to bring about. 

Mr. Folger. Maybe that is the psychology we ought to get the people 

to understand, that this surplus money that they are not able to spend 

ought to be invested in these bonds which are salable to the public. 

Mr. Eccles, Well, if we can assure them there is going to be no in-

flation, and that we can hold prices, that is the first essential to get 

people to invest money in Government bonds instead of real estate and stocks. 

Mr. Folger. Would that not help us in holding down inflation? That 

is, money which we call "hot" money would be invested in bonds and not in 
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high priced commodities or real estate or other things of that sort? 

Mr. Eccles. It would be very helpful, of course. If we had been 

able to do all of the war financing outside of the banks, that would have 

been still better. 

Mr. Folger. That is all. 

The Chairman. Mr. Gamble. 

Mr. Gamble. Governor Eccles, in your statement, you talk about get-

ting commercial banks to sell part of their bonds, and get those bought 

by the public. It is a matter of persuasion, largely, is it not? 

Mr. Eccles. I do not think you are going to persuade them. 

Mr. Gamble. Well, I have been wondering if it would not act as a 

little persuasion if we could stop our deficit financing and get out of 

the red. You speak here of balancing the budget. It seems to me that we 

are going to be in the red 4 billion dollars as contemplated under the 

budget program. I very much wish that Congress could save that 4 billion 

dollars, so that we could just be on an even keel. I think that in itself 

would hearten the American people and they would be more willing perhaps 

to buy bonus in peacetime than they have been. 

Mr. Eccles. There is no question but what a balanced budget would 

be helpful in preventing inflationary development, and would tend to give 

the public increasing confidence in the public debt. 

Of course, although there is in the budget report a deficit contemplated 

for the next fiscal year, there will be a reduction in the public debt due 

to the fact that more money was raised in the Victory Loan Drive than was 

necessary or contemplated, That leaves the Treasury balances, of course, 
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abnoraally large, and some of those balances, without question, will be 

used to pay off some of the maturing debt, so that the volume of out-

standing Government obligations, over the next year, should decline, I 

would think, in the neighborhood of seven or eight or nine or ten billion 

dollars, depending upon two factors: first, the amount of Government ex-

penditures, and, secondly, the amount of tax. revenue. 

As to what that will be in the next fiscal year, .will depend a good 

deal to the extent Congress further reduces taxes, or to the extent that 

Congress further appropriates money. But it would appear at this time 

that there will be some substantial reduction in the public debt. 

Mr. Gamble. Some people say that that reduction that is contemplated 

is more or less of a bookkeeping transaction, but it seems to me you have 

got the money, and you have paid off your bonds, so you have reduced your 

debt. Secondly, by doing that, using that money for that purpose, it can-

not be used for something else. 

Mr. Eccles. Well, it is a bookkeeping transaction, but it is the 

kind of a bookkeeping transaction that a corporation or an individual has 

when they build up a cash balance, and they have a debt, and they use their 

balance to pay the debt. The Treasury has a balance here which it got 

through borrowing beyond what they need, and now they are using it to pay 

off some maturing debts* 

Mr. Gamble. I would like to see it used for that purpose before some-

body gets an idea of how to spend 4 billion dollars, and says, "There is 

the money.11 

Mr. Eccles. Well, I agree with you fully. 
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Mr. Gamble. Do you consider when FHA's capacity is increased, with 

regard to the housing bill, for instance, that that is inflationary? Some 

people seem to think it is and others think it is not. It provides a 

means by which some people can spend their money to build a house, they say. 

Mr. Eccles. Well, it is only inflationary to the extent that those 

Federal Housing Administration mortgages are financed through the banks. 

What I think we all favor, of course, is the banking system making private 

loans—such as Federal Housing Administration mortgage loans and corporate 

and other loans—and reducing the amount of Government loans. In other 

words, if the banks could make a few billion dollars of Federal Housing 

Administration and other private loans, and reduce their ho3.ding of Govern-

ment securities by that amount, it would be a desirable thing, and the 

banks would be coming more into the function of private lending institutions 

than has been the case during the war period. 

The Federal Housing Administration mortgage lending will, of course, 

be offset by new houses, so that there is an expenditure that is inflation-

ary, we might say, on the one side, but it is also deflationary to the 

extent that it gets production of more houses. The only way in which you 

can overcome finally the inflationary pressure in the real estate field, 

in the housing field, is to get enough houses, and I do not object to the 

kind of credit that produces more goods, and more services, where there 

is a short supply. 

Mr, Gamble, And housing is one of those items that you refer to. You 

said that we will not be able to produce enough automobiles in the next 

year. I do not think we will be able to produce enough houses in the next 

four or five years. 
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Mr. Eccles. Building materials are going to be in short supply for 

some time, of course. They must be controlled. 

The Chairman, Mr, Hays. 

Mr. Hays, Mo questions. 

The Cnairman. Dr. Smith. 

Mr. Smith. Mr, Eccles, I appreciate very much your bringing this 

inflationary problem out into the open. It is encouraging. 

Mr. Eccles. Well, this is not the first time, Dr, Smith. 

Mr. Smith. No, that is very true, Mr. Eccles, and I have always ap-

preciated you. You have been one Government official who has always been 

very brave in this matter. Mr. Crawford left a question here for me to 

ask you: You spoke about raising the reserve requirements, and at the 

same time having the banks make an effort to dispose of their Government 

securities and holdings to the public. Air. Crawford raised the question 

as to whether those two proposals or procedures might not be in conflict 

with each other. 

Mr, Eccles. Will you ask that question again? I did not get the 

significance of it. 

Mr. Smith. Well, if you raise the reserve requirements, but at the 

same time you put in motion a policy urging the banks to dispose of their 

Government holdings to the public, do not those two conflict with each 

other? In other words, you would be taking funds out of the banks, com-

mercial banks, and placing them in the Federal Reserve Banks, which would 

reduce the cash holdings of your banks, and, therefore, there would be less 

money available. I think that is his question, for the purchase of securities. 
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Mr. Eccles. No, it would work exactly in the opposite. If reserve 

requirements of the banks were increased—and, >y the way, as I stated 

earlier, there is no authority in thè Reserve Board to increase reserve 

requirements, so the question is purely academic— 

Mr. Smith. Yes, I understand that. 

Mr. Eccles,—the banks, to meettthe increas d reserve requirements, 

would sell Government securities, because they w* ild have to get the cash 

that is in the Government securities to meet ti 3 L icreased reserve balances 

with the Federal Reserve banks. 

Now, if the public bought the securities, their would merely draw their 

money out of one bank, and they would buy the security and it goes right 

back into the same bank or into another bank. It t « *es not in any way re-

duce the individual's deposits in the bank. The individual or the corp-

oration are the only ones who can reduce their acco'mt. They reduce that 

account by drawing it out, and if they buy something from the bank—if 

they draw the money out from the bank, and buy something—then, the de-

posit goes down on one side, which is a liability, rnd the Government 

bond, on the other side, goes domi so it is a complete offset to the ex-

tent that the individual draws the deposits out of the banks and buys 

Government securities held by the banks. One offsets the other. 

Mr. Smith. In other words, the newly created credit established by 

the process of financing the bond in the first place by the Treasury— 

Mr. Eccles. It is just reversed. 

Mr, Smith. That credit, when the non-bank holder buys a bond, the 

amount of that newly bank created credit is reduced by that amount; is that 

not so? 
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Mr. Eccles. That is right. 

Mr. Smith. Now, I am interested, Mr. Eccles, particularly in your 

urging that the Federal budget be balanced. When did the Treasury first 

begin to finance Government obligations through the banking system? They 

started that during World War I, did they not? 

Mr. Eccles. They did it in World War I, but in a different manner. 

At that time they had no open market operation, Open Market Committee. 

They knew nothing about that mechanism. In World "War I, the banks loaned 

to individuals and corporations, and the individuals and corporations 

bought the bonds, by paying maybe 10 percent down, and on an installment 

basis, they purchased the bonds from the banks. That is, they borrowed 

the money from the banks with which to buy the bonds. So the banks created 

the money for the individuals and the corporations to buy the bonds, rather 

than buy them directly as they have during this period. And they, in turn, 

borrowed the money from the Reserve Banks on a rediscount, or bills-payable 

basis. 

Mr. Smith. So that if one bought a bond from a bank, ana borrowed 

the money to pay for the bond, by the amount that one actually paid on 

the bond, there would be a reduction in the inflationary potential of the 

bond; is that correct? 

Mr. Eccles. To the extent the bonds were paid for, that is correct. 

Mr. Smith. Well, now, I notice—and I got this from your agency—at 

the close of the war, the commercial banks held roundly 5 billion dollars 

in Government securities, so all of those securities, then, as I understand 

it, had been purchased by individuals and were held by the banks, the 
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nonbank holders having borrowed money to purchase those bonds. All of 

that money, that whole figure, represents bonds of that character; is 

that correct? 

Mr. Eccles. Oh, I could not say. I do not remember the history of 

it, except in a very hazy manner. I do not remember the figures. I 

think, however, that every effort was made to do the financing, in the 

last war, by getting individuals to buy, and to the extent they did not 

have the cash to buy, by inducing them to use bank credit. And then, to 

the extent that they wanted to pay off their loan, they sold their bonds 

and the banks bought the bonds in the market, as they have bought them 

in the market during this war. There have been no Government bonds, or 

very few, offered directly to the banks. I think there were some maybe 

in f42. But in 1943 > 1944* and 1945> I do not believe there was any 

direct offering to the banks, during any of the drives that were made, 

The banks acquired their Government securities as secondary holders, 

through purchasing them in the market, from the public who subscribed and 

sold the securities in the market. Nov;, that Is true with the exception 

of Treasury Bills. The banks can buy directly Treasury Bills. That is 

a 3/8 bill. 

The Chairman. Do you have the figure as to the amount that the banks 

bought, of Treasury Bills? 

Mr. Eccles. Yes; there is a total outstanding of Treasury Bills of 

approximately 17 billion dollars. And of that amount the Federal Reserve 

holds about 13 billion dollars. The banks only hold about 4 billion dol~ 

lars of thoseTreasury bills. 
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Mr. Smith. And the remainder of the bonds held by the banks now 

were actually acquired by them from non-bank holders? 

Mr. Eccles. Well, they have acquired them since the Treasury began 

its drive— 

Mr. Smith. In 1941? 

Mr. Eccles. 1942. 

Mr. Smith. Now, what amount of newly created bank credit is in ex-

istence at the present time? Can you tell me? I have a figure here from 

the Treasury as of December 31, 1945, which shows a total of 114 billion 

dollars held by the commercial banks and the Federal Reserve Bank. Does 

that figure check with you? 

Mr. Eccles. What date is that? 

Mr. Smith, December 31, 1945. 

Mr. Eccles. That is a total of what, you say? 

Mr. Smith, A total of Government obligations held by the commercial 

banks and the Federal Reserve Bank. 

Mr. Eccles. Our figure is less than that—considerably. 

Mr. Brown. You stated 95 billion dollars this morning. 

Mr. Eccles. Yes, 114. That may include savings banks. 

Mr. Smith. This says commercial banks and Federal Reserve Banks. 

Mr. Eccles. The Federal. Reserve has a total of around 23 billion 

dollars, and the commercial banks around 72 billion dollars. 

Mr. Smith. I have the figure for commercial banks, 90 billion 

dollars from the Treasury, and 24 billion dollars for the Federal Reserve 

Banks. 
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Mr. Eccies. That is correct. The 95 billion dollar figure that I 

gave you was the increase in holdings from 1940» You see, I was giving 

the growth in deposits from 1940. These figures would be the 95 billion 

dollars plus the holdings of the Federal Reserve and the commercial bank, 

as of 1940, and I think those figures are about right. 

The Chairman. I do not think the stenographer understood you this 

morning. You said 95 billion dollars. 

Mr. Eccies. Increase since 1940. It was in my statement. I was 

giving the growth, and the growth was 95 billion dollars since 1940. 

This is the total. So you would have to take what was held in 1940, plus 

the 95 billion dollars. 

Mr. Smith. This 3.14 billion dollars represents, then, the newly 

created credit in the commercial banks and in the Federal Reserve Banks 

at the present timej is that correct? 

Mr. Eccies. What is that you say? 

Mr. Smith. This figure of 114 billion dollars represents the newly 

created bank credit? 

Mr. Eccies. No, not newly created. 

Mr. Smith. Why not? 

Mr. Eccies. Because there was twenty-some-odd billion dollars of 

it in existence in 1940. 

Mr. Smith. Yes. Well, I meant to include what was created before 

1940, because the character and nature of it is the same since 1940 as it 

was before that; is that not correct? 

Mr. Eccies. Yes, but yoi asked me if this 114 billion dollars did 
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not represent the newly created credit. 

Mr. Smith. What I meant by newly created credit was to include all 

of the credit created in that manner by the banking system for the total 

time this, process of financing has been carried on. 

Mr. Eccles. This 114 billion dollars represents the total amount of 

bank credit that has been created by the commercial banking system, and 

the Federal Reserve System, over the period—I do not know how long it is,— 

since they have been purchasing Government securities. It would go over 

a good many years. Even In the 20fs there were holdings of Government 

securities by the banking system, and this amount would be part of the 

amount that existed in the 20* s or during the last war. 

Mr. Smith. Under what authority do the banks purchase these Govern-

ment securities when they purchase them directly from the Government? 

Mr. Eccles. You mean the commercial banks? 

Mr. Smith. Yes. I know as to the Federal Reserve Banks we passed 

some acts since this war began, but I am thinking about the commercial 

banks in particular. Could you give me the statutes, or cite to me the 

statutes that authorize the Treasury, or permit the banks to purchase 

Government securities from the Government? 

Mr. Eccles. I do not know that there is any special statute. The 

Treasury offers their securities, and they have the authority to determine 

who they will accept subscriptions from, and in their drives they accepted 

subscriptions only from non-bank investors. They excluded the banks. 

Now, they could have included them had they chosen to under the authority 

that the Treasury has, to the extent they excluded the banks from buying 
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directly from the Treasury, subscribing for their various offerings, there 

was nothing to prevent the dealers and the public from subscribing for 

securities and, in turn, selling them to the banks at a profit to the sub-

scribers, and as a result of that operation, it created a lot of specu-

lation .in Government securities, 

Mr. Smith. The reason I am asking this question is because I am 

greatly confused about it. I had the Law Library of Congress look this 

up for me, and they cited one or two statutes, under which this financing 

is done, and then I telephoned to the Chief Counsel of the Treasury, or 

his assistant, I have forgotten which, and asked him about it, and he 

replied that there was no specific statute providing for it. But after 

I had cited to him these two that had been cited to me by the Law Library 

of Congress, he seemed to change his mind somewhat and pointed out three 

or four additional statutes which he thought had to do with this matter. 

I was wondering whether you would care to look that up for me and put in 

the record a statement showing just what that citation is. Would you 

care to do that? 

Mr. Eccles, Well, now, I would like to have our lawyers, since it 

is purely a legal question, and I am not a lawyer, go into it, and if 

you could give me the exact question, I will be very glad to have our legal 

division answer it if they can. 

Mr, Smith. The exact question is this: Do the banks have legal 

authority, or are there any particular acts, which especially authorize 

banks to acquire Government securities of any kind, commercial hanks, that 

is, directly from the United States Treasury. That is the question. 
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And, if so, what are those statutes? I would like to have them cited. 

Now, Mr. Eccles, I was not here this morning, and apparently from 

some of the questions that I heard after I came here and some of your 

statements, I suppose you stated the total amount of liquid assets that 

are in the possession of our people at the present time. 

Mr. Eccles. The possession of whom? 

Mr. Smith. The total amount of assets that are now in existence or 

in the possession of our people. Liquid assets. 

Mr« Eccles. Well, I stated what X termed potential inflation which 

represented the bank deposits, demand, deposits, savings deposits, currency, 

and Government securities. 

Mr. Smith. You mean marketable Government securities? 

Mr. Eccles^ No. All Government securities are marketable in that 

if they are E, F, and G bonds, they can be turned in to the Treasury any 

day. They are cashable on demand. 

Mr. Smith. Well, are the Government bonds held by Federal agencies 

market able? 

Mr. Eccles. Well, I was going to say that I excluded from this figure 

all of the securities, Government bonds, held by the Federal Reserve Banks, 

the commercial, banks, the savings banks, the insurance companies, and the 

Government agencies. 

Mr. Smith. You mean you excluded those? 

Mr. Eccles. I excluded those in determining the potential inflation. 

Mr. Smith. Would that be the same as the liquid assets? 

Mr. Eccles. Well, what that left. That left the cash; that left 
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the bank deposits, and the currency, and the Government securities in the 

hands of individuals and corporations. That is where the potential in-

flation is. There is no potential inflation in the Government securities 

held by an insurance company or a commercial bank or a Federal Reserve 

Bank because they cannot sell those securities and go out and buy real 

estate or buy stocks or buy commodities. There is no way in which they 

can convert those into things, such as individuals or corporations. 

Mr. Smith. What was your figure, then, for liquid assets? 

Mr. Eccies. I do not recall it now. It is in my prepared state-

ment which I gave here. 

Mr. Smith. Well, if it is in there, that is perfectly all right. 

Mr. Eccies. Yes, it is in that statement, Dr. Smith. 

Mr. Smith. Could you tell me, Mr. Eccies — 

Mr. Crawford. Will you yield, Mr. Smith? 

Mr. Smith. I yield to Mr. Crawford. 

Mr. Eccies. According to my statement, that figure is about 275 

billion dollars, Dr. Smith. It is about five times the amount that ex-

isted prior to the war, in 1940. 

Mr. Smith. How much more is it, Mr. Eccies, than we had following 

the conclusion of World War I? Can you tell me that? 

Mr. Eccies. No, I cannot. 

Mr. Smith. Would you care to have that looked up and inserted in 

the record? 

Mr. Eccies. All right. 

(The document above referred to is as follows:) 
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Mr. Sirdth. I yield. 

Mr. Crawford. Mr, Eccles, there, of course, would be no conflict 

whatsoever between the Board raising the Reserve requirements and having 

the banks sell bonds to the public in order to acquire the funds with 

which to deposit, in the Reserve Banks, to meet the increased requirements, 

there would be on conflict there. Nov/, what I think would be appropriate 

for us to ask on this particular study would be this: Would the Board 

require any further statutory authority to increase those requirements 

above what they are at the present time? 

Mr. Eccles, That question was asked me, I think, by Congressman 

Folger, and I pointed out that we have used all of the authority that 

we have in the statute, with the exception of the authority to increase 

the Reserve requirements against demand deposits on Central Reserve 

cities from 20 percent to 26 percent. That is the only authority that 

is left us. 

Mr. Crawford. If we wanted to materially assist the Board in moving 

bonds from bank portfolios into the hands of the public, we could well 

do so by giving you that additional authority, could we not? 

Mr. Eccles. That would require the banks to sell some securities 

all right. I do not know ho?/ fast the public would take them. It would 

be up to the Federal Reserve to support that market, of course, until such 

time as they were absorbed. 

Mr. Crawford. Yes. 

Mr. Eccles. In other words, the Federal Reserve is in a position 

to provide for an orderly transition and maintain stability in the market 
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while that process was going on* 

Mr. Smith. Right in that connection, Mr. Eccles, when the bank 

sells its holdings of Government securities to the public, it converts 

illiquid assets into liquid assets; is that not true? 

Mr. Eccles. Well, no. When the banking system sells the bonds to 

the public, the banking system, as a whole — you see, if you had one bank, 

it would be easy to follow, but you have 14,000 — but as the banks, as a 

whole, sell Government securities in the market, the deposits held by the 

purchasers of Government securities are withdrawn. 

Mr. Smith. Yes, I understand thatf 
Mr. Eccles, So that one offsets the other. 

Mr. Smith. That was not the question I asked. You might have an equal 

amount of inflation, but my question was that when a bank sells this bond 

to the public, to me, for example, if I go to the bank to buy a bond, I 

now have something which I cannot convert into things; is that not true? 

Mr. Eccles, That is right, as long as you hold that bond, your 

money is tied up in that bond, and people are much less likely to use 

bonds than currency or bank deposits. 

Mr. Smith. Well, I suppose you read the article by Benjamin M. 

Anderson, where he recommended that the interest rate be raised on bonds 

so as to make them attractive for the public to acquire them from the 

banks? From your statements here today, it seems to me that you would be 

in favor of raising that rate, or maybe I am mistaken. 

Mr. Eccles. Yes, you are. I certainly would not be in favor of 

raising the rate that the Treasury is now paying. The Treasury is paying 
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2-1/2 percent on its market bonds, and those are non-eligible to banks 

until they get within 10 years of maturity. 

Mr. Smith, Just what do you mean by that statement? 

Mr. Eccles, Well, I mean these 2-1/2 percent bonds, the bank cannot 

own them or buy tnem until they get within 10 years of maturity. They are 

25-year bonds — maybe 22!s or 27fs, callable at 22 or 23 ™ and when they 

get within ten years of maturity, banks can buy them, 

I think the rates that the Treasury pays on its E, F, and G bonds 

are quite adequate. 

Mr. Smith. Attractive enough so that they will be held by the public? 

Mr, Eccles. The public do hold them in a very large amount and are 

buying them today. 

Mr, Smith, Of course, you cannot tell what the psychology is going 

to be in the future, I realize that. 

Mr, Eccles. What is it? 

Mr, Smith, I say we cannot tell what the psychology is going to be 

in the future but — 

Mr. Eccles. I do not think you can raise the long-term rate above 

what the Treasury is now paying. The complaint that is being made today 

is not a complaint to the effect that the rate the Treasury is paying is 

not high enough; the complaint is that the rate that the Treasury is paying 

is not being maintained — that that rate is rapidly falling. For instance, 

the bonds that were put out in the November and December drives, the 2-1/2 

percent bonds, are selling today at more than 105. They are selling on a 

yield basis of not 2-1/2, which is what the Treasury is paying, but they 
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are selling on a yield basis of 2.2. 

Mr. Smith. Do you think, then, that Dr. Anderson was wrong in his 

views? 

Mr. Eccies. Well, I would be very much surprised if Dr, Anderson and 

I agreed, because he and I have never agreed on anything, as far as I can 

remember, in about ten years. 

Mr. Smith. Just a few more questions, Mr. Eccies. You made the state-

ment that foreigners are holding some of our currency, Federal Reserve 

Notes, I take it. Can those people convert their Federal Reserve Notes into 

gold? Can they buy gold with those notes? 

Mr# Eccies. I do not know where. They cannot buy it in this country. 

Mr. Smith. Why? 

Mr. Eccies* Because gold is not in circulation. 

Mrf Smith. Well, did you mean foreigners living in this country — 

or — 

Mr# Eccies. I do not care where they are living. Anybody that owns 

Federal Reserve Notes cannot convert it into gold, whether they are a 

foreigner or a citizen. 

Mr. Smith. Why? 

Mr. Eccies• Because the law does not permit it. It prohibits it. 

Mr. Smith. What specific law? 

Mr. Eccies. Oh, I do not know as to that. The Federal Reserve, as a 

matter of fact, does not own any gold. The gold was all taken out by the 

Gold Act that was passed by Congress, which turned all the gold over to the 

Treasury, and that gold is still held by the Treasury. Any gold that comes 
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into the Federal Reserve must be immediately turned over to the Treasury, 

and all the Federal Reserve gets are gold receipts, or gold certificates, 

Mr. Smith, So there is no danger at all of foreigners who hold these 

notes converting them into gold? 

Mr. Eccles. There is no danger of any individual converting their 

hoJdings into gold. There is this possibility: that is, a foreign central 

bank, or as a foreign central government, desires to get gold, they can get 

gold, for their dollar balances, 

Mr. Smith. That is exactly the point that I am coming to. These notes, 

held toy foreigners, can find their way into these central banks, and in 

that manner, that round-about manner, become converted into American gold; 

is that not true? 

Mr, Eccles. That is correct. But if we take a Frenchman, for instance, 

he has American dollars. He turns those dollars into a French bank and he 

gets francs for dollars. Those dollars would go into the Bank of France. 

The Bank of France would get credit in the Federal Reserve Bank, so that 

the Bank of France would, in that situation, have dollars to their credit 

at the Federal Reserve Bank of New York, let us say, or any other Federal Re-

serve Bank thqy sent them to. 

Now, to the extent that they want those dollars converted into gold, 

either for export or earmark, they can request it, and up to date it has 

been granted, with one or two exceptions, 

Mr, Smith. Now, Mr. Eccles, you recommend balancing the budget, and 

we certainly cannot continue to pay subsidies and expect to balance the 

budget; is that not correct? 
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Mr. Eccles. Well, it depends on how large the subsidies are, 

Mr. Smith. Well, v̂e will be asked to vote an amendment providing 600 

million dollars of subsidies for the housing program, the Wyatt Housing 

Program. Where is the Government going to get that money, except through 

bank ¿financing? 

Mr. Eccles. Of course, the Government has already got the balances. 

It would mean that to the extent that the Congress appropriates more money, 

the Government would be able to pay off less of its outstanding debt, be-

cause there will not be any more Government financing required. It will 

merely mean that the Treasury balances at the present time would be used 

for a housing subsidy to the extent of 600 million dollars instead of paying 

600 million dollars on the public debt, 

Mr, Smith. Do you think, then, that President Trumanvs message to 

Congress, his budget message, sent along with his message on the state of 

the Union, is correct? 

Mr, Eccles, Well, I couldn't say. I am not an authority on the budget, 

I would assume that it was correct, I cannot imagine the Budget Bureau 

sending up a budget that would not be factual, 

Mr, Smith. I have gone over that pretty carefully, and when I saw, 

for example, that, included in one of his tables, something like 48 billion 

dollars of income by the Government, which included the income derived through 

the financing of Government obligations through the banks, I could not help 

but feel that there was something quite unbalanced about his balanced budget, 

I do not believe it is quite correct to say that Government printing press 
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money is actual income, and, of course, you and I do not agree but — 

Mr. Eccles. Well, it is a question of definition. Of course, in the 

broad sense, whether the Government gets its money from taxation or borrowing, 

it Is all income. The income can be divided, of course, into its sources of 

income, just as expenditures are all expenditures, even though some of them 

may be money that the Government loans, it is still classed as- an expenditure, 

Mr. Smith. Well, maybe we would have a better understanding of it if 

you would refer to it as income derived from production, and income derived 

by the financing of Government obligations through the banks. 

Mr. Eccles. The taxes, of course, would be income. The Government 

derives practically no income from production, because it is not engaged 

in the business of production. The Government could not classify any of its 

income as income from production, 

Mr. Smith. Well, Mr, Eccles, I think you probably misunderstand me a 

little bit there. I mean that the taxes themselves were created by produc-

tion, and were an expression of production. They would not exist if people 

had not produced. That is ray point. 

Mr, Eccles. There are a lot of taxes collected that do not come from 

production. There are a lot of taxes collected that come from speculation* 

People make mon^r without producing a thing. Look at your stock market 

trading and other operations. People make a profit and they do not always 

render a service, and they do not always produce something. 

Mr. Smith. Well, of course, I take that in this way« that is more or 

less of an abnormal situation. It is not really a part of the question that 

I asked. Now, just one more question, Mr. Eccles. We are talking in quite 
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a lively manner and rather loosely of bringing production up to the point 

where it will balance with the volume commonly called purchasing power. I 

think "purchasing powerless" would be a better expression. But let us call 

it purchasing power since that is the common way of putting it. I would 

like to know whether you have any idea as to the amount or volume that must 

be produced to bring about that balance? 

Mr. Eccles, No, I have no idea as to the figures. 

Mr. Smith. Have you ever seen any study of it? 

Mr. Eccles. No, I do not know that I have. 

Mr. Smith. No one has risked projecting any ideas on that point? 

Mr. Eccles. I think that we can feel reasonably safe in saying that, 

as a result of our war experience, if we add to the civilian production 

that we were able to produce during the war, with nearly half of our pro-

duction capacity producing goods that were not available for civilian use, 

and with half of our labor either in the armed services or engaged in the 

production of war goods, that to get all of that labor effort and all of 

those productive facilities engaged in the production of civilian goods, 

that the supply of goods, with some exceptions, of course — and I pointed 

cut those exceptions this morning — the supply of goods would be sufficient 

to — 

Mr. Smith. Bring it into balance, 

Mr. Eccles. — meet a demand at least to the point where people would 

not follow prices up. If people felt that production was on an expanding 

scale, that they had a chance to purchase goods even at a current price, or 

at a lesser price by waiting they would not be inclined to follow that market 
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price for goods going up, And that is what I say: I think that a year's 

extension of this legislation, given full production, that there would be 

surpluses of a good many goods, and X think that in most categories, with 

the exception of the construction field, automobiles, there would be sufficient 

production so as to take off the inflationary pressures. 

Mr, Smith. Mr. Eccles, what is the history of those situations? Can 

you point to me any period in history when production was rising, the demand 

was satisfied to the extent that it would stop the increase in prices? Do 

you know of an instance, at any time in our history? 

Mr. Eccles. Well, I think that it is always true, that when you get a 

supply of goods in excess of the demand for goods, prices do not continue to 

rise. They usually fall, 

Mr. Smith. Was there a shortage of goods in the 20!s? 

Mr. Eccles. There was no rise in prices in the 20!s, Prices fell 

from an index figure of 105 in 1924 to 95 in 1929. 

Mr. Smith. 'That is true, but how was the index compared with 1914? 

Mr. Eccles. Well, you had a higher price. You never went back to 

your 1914 level of prices. 

Mr. Smith. Let us go a step further with that. If we are going to 

use the war formula for peacetime production — if we are going to use 

the formula we used for producing war goods — what part of that formula 

are we going to use? All of it? Or just part of it? In other words, 

are we going to continue deficit financing? That is, part of the formula 

we used to carry on the war. 

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



Mr, Eccles. Well, I certainly do not thing that there would be any 

need of undertaking to maintain price controls unless we are going to get 

a great increase in production, and unless we are going to stop creating 

money through deficit financing. In other words, while we are dealing 

with the effects of inflation, through price control, we must also under-

take to deal with the causes of inflation, 

Mr. Smith. The inflation itself? 

Mr, Eccles. That is right, we must deal with the causes that have 

created the inflation. 

Mr. Smith. That is a fine statement, 

Mr. Eccles, And if we do not, of course, we cannot lick inflation. 

Mr, Smith. The reason I bring this up is because tomorrow we begin 

the debate on the first attempt to put into operation the war formula 

of production in peacetime. The Patman Housing Bill represents that attempt, 

and the Patman Housing Bill had subsidies in it. That section was stricken 

by the Committee but an amendment will be offered to put the subsidies back, 

I have gone over Mr. Wyatt's whole housing program, and if he is going to — 

as I understand him, he even wants to make the Government a market for these 

homes — I am just wondering whether we are not pretty much confused in 

this whole matter of bringing production up in peacetime because we could 

bring it up in wartime. 

Mr. Eccles. Well, a subsidy is not always inflaticnary, A subsidy 

may be deflationary in effect. I think subsidies can often be used to a 
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very beneficial effect in preventing inflation. 

Mr. Smith. Preventing the effects, you mean, of inflation? 

Mr. Eccles, No. In preventing inflation. 

Mr. Smith. Well, suppose that 

Mr. Eccles. But the way you prevent inflation is to get production, 

and if certain subsidies are necessary in order to get production, it may 

well be that the subsidy is very much less inflationary than the produc-

tion is deflationary. 

Mr. Smith, But if the money for the subsidy is raised by deficit 

financing, or Government printing press money, you certainly do not be-

lieve there is any way in which you can possibly say that ultimately the 

effect will have to be deleterious? 

Mr. Eccles. Well, as I say, it depends on the extent of the sub-

sidy. I have in .mind, for instance, this: during the war, we needed 

all the copper we could get .and still do need it. There are certain very 

high cost producers which, at the ceiling price of copper, could not af-

ford to produce copper and would not produce copper. Now, to raise the 

ceiling price enough to induce the high cost producer to produce copper, 

would give an abnormal profit to the great bulk of low cost producers. 

Therefore, it was very much to the public interest to keep the price of 

copper, which I think was 12 cents, and in order to get the extra 10 per 

cent of high cost production, to give them a subsidy on that extra 10 or 

15 per cent of copper of three or four cents necessary to keep them in 
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production. That was very much cheaper than raising the price of all 

copper produced sufficiently high to keep the high cost producer in pro-

duction. 

Now, I can see similar situations, in which you may find that, dur-

ing this period of shortage of supply, that you need to keep the high 

cost producer in production, and it may be cheaper to give him a subsidy— 

cheaper for the public, that is, to give him a subsidy, than to raise the 

price to all producers, and the high cost producer represents a small 

part of the total production. 

In this housing situation--! am not thoroughly familiar with the 

details of Mr. Wyatt's proposal—it may veiy well be that to overcome the 

inflation in the housing field, and to get mass production of housing, 

it may be that a certain amount of Government help or subsidy is neces-

sary in order to get mass production in time to break the inflation in 

the housing field. That, of course, is a debatable question, because I 

do not know enough about the facts. 

Mr. Smith. Well, Mr. Eccles, what about the principles? After the 

Revolutionary War was concluded—the Revolutionary War was financed 

largely by Government printing press money. But the moment the war 

ended, the statesmen of this country did away with bills of credit, did 

away with Government printing press money. They did not set up programs 

here and there and say, "Now, we can still print bills of credit to take 

care of these particular costs." They did away with the whole business, 

and I am wondering if there was a justification for paying subsidies to 

those high cost producers during the wartime, whether there is any possible 
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justification for it at the present time. What I am. afraid of, Mr. Eccles, 

is this: If you have them here, you are going to have them over there. 

We saw an illustration of this just a few weeks ago when one of the Govern-

ment agencies came in here at the time the packing house industry was 

striking, and it came in here asking this Committee to authorize subsidies 

for that packing industry which, of course, if those subsidies had been 

granted, it would have been nothing less than that we were subsidising the 

wages paid by that industry. I merely cite this illustration to show you 

where we are being led. 

Mr. Eccles. Well, I can say this: in principle, I do not like sub-

sidies, and I recognize that you could avoid any increase whatever in 

prices—for instance, in the price of steel, the Government could have 

given a subsidy to the steel companies of $5 a ton instead of increasing 

the price. You could go all the way down the line and refuse any price 

increase and grant subsidies, and it would be just as you say. It would 

merely mean that the Government would be subsidizing the increased wages. 

Now, certainly you would not get anywhere with that kind of a program. 

You would solve nothing. And I think in principle we should get away 

from subsidies just as quickly as we can. But I still say there may well 

be certain cases Mi ere it is cheaper to have subsidies, so far as the 

public is concerned, than it is to raise prices. 

In general, of course, as I said this morning—and I would like to 

emphasize it—increased wages should come and must come, if we are to 

avoid inflationary developments, out of .increased productivity per hour 

of labor, or out of profits. Now it may well be that there are a great 
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many institutions whose profits will permit them to pay increased wages. 

There are many. And those wages should come out of those profits instead 

of out of prices. 

There are other instances where increased productivity would make 

it possible to pay higher wages. 

There are other cases where some increases In price are going to be 

necessary, but certainly if we are going to hold the line, after we get 

to this new layer or level, we simply can not increase wages by a 

process of continuing to increase prices. Because then you have the 

vicious circle of increased wages, increased prices, and labor must be 

made to understand, along with everybody else, that any further increases 

after these adjustments brought about by this wage-price policy that has 

been put in effect have been worked out, it seems to me that future in-

creases must come out of increased productivity of labor or out of 

profits that industry can afford to pay, and not out of the public through 

increased prices. 

Mr. Smith. What worries me, Mr. Eccles, is that the laboring people 

now are up against the hardest proposition they have ever had to face, 

and which they always face when the Government prints money: that is, a 

depreciating currency. And I deeply sympathize with the rank and file of 

labor today because of that situation. That is all, Mr. Chairman. 

Mr. Brown. Mr. Talle. 

Mr. Talle. Chairman Eccles, I thought you presented a very good 

statement this morning. 

Mr. Eccles. Thank you. 
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Mr. Talle. Last June I tried to point out that price control is 

merely the effect. I tried to point out that the cause we should consider 

would be increased production and increased prices. I was really delighted 

to hear your statement. We have talked a good deal about holding the 

line. Do you have in mind that that should be a firm line? The reason 

I ask is that the other day certain officials of the Office of Price 

Administration referred to the recent alterations in the wage situation 

as a bulge. Is the price line with a bulge in it the kind of line that 

you think of when holding the line? 

Mr. Eccles. Well, I do not think that the price line, or what we 

call the cost of living—at least, that is what we think of it as—I do 

not think it is possible to hold that rigidly. I do not know that it is 

necessary. Certain items in the cost of living index are going to fluc-

tuate. Certainly, there are items of course, that are in such short 

supply they will be pressing right up against the price ceiling. And 

some of those price ceilings are going to have to be broken to get produc-

tion. And, as I understand the order under which the Office of Price 

Administration now operates, they are permitted to take into account, as 

a part of the cost, any increased wages that are approved by the Wage 

Stabilization Board, as a basis for granting increases in prices. If the 

earnings of a corporation are below their base period earnings, that might 

well require some granting of increased prices. You may find that the 

profits of corporations in many instances will be able to absorb those 

increases, and their earnings still be equal to the base period earnings. 

So that there will be certain items on which increases will be 
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permitted, and they will press against that ceiling price granted until 

the supply becomes more nearly adequate. 

On the other hand, there will be other items that will be in ade-

quate supply, or in abundance, that will actually fluctuate in price, and 

that will need a floor to keep them from going down. I think that has 

been true and is likely to be true in certain food items. 

Mr, Talle. It would be reasonable to say that if subsidies are paid, 

they would represent another bulge in the line, would it not? 

Mr, Eccles, Well, if subsidies are paid, it tends to prevent a 

bulge in the line. Without subsidies, prices in certain categories would 

go up and that would tend to put the cost of living up. 

Mr. Talle. The price paid in the market and the price paid by the 

Government, in the form of subsidy, added together, would represent a 

bulge, would they not? 

Mr. Eccles. Well, the price paid by the Government to the extent 

that it can come out of taxes, would not. 

Mr. Talle. That would be a happy day if we could pay them from that 

source. 

Mr. Eccles. But, as I said awhile ago, it may be even better for 

the Government to pay a very small subsidy out of high cost production to 

get on adequate supply than to raise the whole price level for many pro<~ 

ducers that need no subsidy. 

Mr, Talle. Oh, I think in the case of the metals that you mentioned, 

there is no question about the truth of that. 

Mr. Eccles. Well, there may be cases in the packing industry. I 
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understand there are a lot of the smaller packing houses who can not 

possibly operate, whereas the big ones can, 

Mr. Talle. Well, the big ones can make money out of cosmetics and 

athletic goods. 

Mr. Eccles. They make money out of a lot of by-products and can 

get by, whereas the small packers can not possibly do it. Now, the 

question is should we increase the price of meat straight across the 

board for the consumer and give certain packers a greater profit than 

they need to, give them a profit equal to their base period earnings? 

Nov/, the excess profits tax is out, where the Government does not re-

capture it. If that was still in, it would not make so much difference. 

Mr. Talle. We run into the differences between Integrated and non-

integrated industries in that situation. Would it be fair to say that 

black market operations represent another bulge? 

Mr. Eccles. Well, I suppose that is a bulge that is pretty hard to 

figure. It is a bulge, all right. If we could determine the amount of 

goods that are purchased in the black market, but neither the seller nor 

the buyer advertises that fact, some are statistics that are pretty dif-

ficult to get. 

Mr. Talle. Some people have said, the black market represents the 

price you would pay if you had no price control. With that I disagree, 

because an operation outside of the law is entirely a different matter, 

it seems to me, from a free market. It might be either higher or lower. 

Mr. Eccles. I rather agree with you on that. I do not think you 

could certainly prove that the black market is the price you would pay if 
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you had no price control. It may be higher or It may be lower. It would 

more likely be lower, I would think, 

Mr. Talle. Yes, I think so. Certainly, it would be if we continue 

to produce just as much. I wonder, too, about Mr. Wyattfs recommendation 

that we introduce accelerated depreciation. I think he calls it accel-

erated tax amortization. But I think that would be the same as accelerated 

depreciation. 

Mr. Eccles. That is right. That is what it would do. It would per-

mit new plants and machinery to be charged off more rapidly than is now 

permitted by the Bureau of Internal Revenue. That is, plants and machinery 

that were provided for the purpose of meeting this housing problem. That 

same thing was done during the war. Industry was permitted to get a 

certificate of necessity in the cases where they desired to build a war 

plant, and so long as they had contracts for producing war material, they 

could not get a certificate of non-necessity. When their business was over, 

they got a certificate of non-necessity, and they were then permitted to 

charge off, during the period in which the plant operated on war business, 

the entire cost of the plant. 

Mr- Talle. Might have charged it off in five years instead of four? 

Mr. Eccles. Some of them would. They started out at 20 percent, but 

they were permitted to make an amended return if they did not operate for 

four years. If they only operated two years, and they had taken 20 percent 

the first year, then, they would be permitted, as I understand it, to go 

back and take 50 percent the first and 50 percent the second. That, of 

course, was largely paid for by the Government, because those plants were 
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largely in the excess profits bracket, therefore, they recaptured what 

they otherwise would have paid to the Government for excess profits. So 

the Government really paid for the plants, and the industry owned them. 

Mr. Talle. Actually, that is a hidden subsidy, is it not? 

Mr. Eccles. It is a form of subsidy, but I think it is a form that 

is preferable to the direct subsidy. 

Mr. Talle. Correct. 

Mr. Eccles. Mr. Wyatt talked to me about some of these matters, and 

I made that very suggestion, that so far as it was possible, to encourage 

the production of prefabricated housing and other developments that he 

seemed to feel were necessary to get mass production, that if that could 

be done, by providing that any investment made for that purpose could be 

charged off over a short period of time—that is, over the period of time 

in which the industry was engaged in the production of housing for the 

emergency—that that would be easier to administer, it seemed to me, than 

to determine which concern would get a direct cash subsidy, and which one 

would not, that that would be a much more difficult administrative job. 

Mr. Talle. Well, I have .listened to your testimony with great in-
terest. These bulges really do concern me a great deal. I realize that 
what we are doing here is dealing with the effects, and that is why I ap-
preciate your original statement, in which you make those four points about 
production, about balancing the budget, about the capital gains tax, and 
stopping the monetizing of our Federal Debt. Doubtless those four points 
are the proper attack. Thank you. 

Mr. Brown. Mr. Buffett. 
Mr. Buffett. Mr. Eccles, I listened this morning with a good deal 

of enthusiasm to your statement, and I approved of it quite generally, 
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and X got a good deal of satisfaction from it, because I am glad to find 

that my views are in accord with those of an expert like yourself. I 

only wish that the Office of Price Administration, with their vast facili-

ties for influencing public opinion and public sentiment, were carrying 

a similar message, or your message, to the people of this country, because 

I think it would do a great deal of good in the honest approach to this 

problem. 

Mr. Eccles. I do not believe that I would find myself in any dif-

ference with Chester Bowles. I am sure that what I have said with ref-

erence to dealing with the causes, that he would fully concur in. 

Mr. Buffett. Well, then, all the public information about the Office 

of Price Administration that I have seen in their brochures, folders, and 

schemes that I have seen, we will say less than 10 percent of the informa-

tion contained therein related to the causes of inflation as compared 

with the effects of inflation. I think that is a grave error. 

Mr. Eccles. Well, I suppose their role is one of controlling prices 

and rationing, and their role is one dealing with the effects of it. That 

is their statutory responsibility, to deal with the effects. 

Mr. Buffett. Of course, they go a great deal further when they ex-

plain to people all about inflation, or, at least, make believe they are 

explaining all about inflation, and in that respect I think they have 

done the country quite a serious disservice, because they have not car-

ried to the minds of the people the serious impression about the dangers 

of deficit spending. If they did, it would be reflected In the votes of 

their Congressmen, X believe. You have pointed out, I believe, that in-

flationary pressures continue to increase as long as deficit spending 
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continues; is that not right? 

Mr. Eccles. Well, I would not say that. They certainly would in 

so far as conditions exist now. But I certainly did not feel that 

deficit expenditures in the period from 1933 up to 1940 created any in-

flationary danger. I was a very strong advocate of deficit spending on 

a much larger scale than was undertaken, and I do not feel that deficit 

spending, as such, necessarily will create inflation. But what I do say 

is that deficit spending during a period of short supply of goods and 

services, when there is already a supply of purchasing power such as we 

have now, that we do not want to add to it, and we can not add to it 

without increasing the inflationary pressures. 

Mr. Buffett. That is what our discussion revolves around, the 

present situation. 

Mr. Eccles. That is right. Now, what it might be in an indefinite 

future, I can not predict. 

Mr. Buffett. No. We are talking about the procedure as it exists 

now. 

Mr. Eccles. That is right. In so far as we can see it now, we 

certainly need a balanced budget and it would be helpful to pay something 

off on the public debt, if that.were possible. Now, we can not reduce 

taxes and do these other things at the same time. 

Mr, Buffett. Do you observe anything in the legislative behavior 

of the majority in Congress to indicate that that body is making a de-

termined effort to balance the budget now? 

Mr. Eccles. Well, I think they will all agree that it should be 
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done, but when it comes to voting a tax bill, it is pretty difficult, I 

suppose, to refuse to reduce taxes. Everybody wants the budget balanced 

and everybody wants their taxes reduced. So you see it is quite a prob-

lem. 

Mr. Buffett. Do you think Congress will act to bring that budget 

into balance until forced to do so, either by a very strongly expressed 

public or tjr some unfortunate development in the economic scene? 

Mr. Eccles. I think the budget may well come into balance this next 

year. If this wage-price policy is effective, and the line is held on the 

new basis, and we get full production, we will have a very large tax 

income during the fiscal year 1947* and our expenditures certainly should 

not increase beyond the budget requirements, and they may even be less. 

On the other hand, If prices should go up more, that increases the 

cost of everything the Government has to buy, the Amy, the Navy, and 

everything else, and we might even get a budget that is more unbalanced 

than is contemplated. But, as I say, that all depends upon the extent to 

which we can hold prices, and this legislation must be passed to enable 

the Office of Price Administration to do just that, and we must undertake 

to hold this wage-price policy in line now, and then get mass production. 

I mean I think that is the solution and without it we are in a pretty dif-

ficult situation. 

Mr. Buffett. Is not equally important with that, getting the full 

production? 

Mr. Eccles. Oh, well, of course, if you just do the thing theoreti-

cally, it is not worth anything, I mean there is 110 good in holding prices 
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on something that is not produced. 

Mr. Buffett. Weil, I noticed in a late report of the Department of 

Commerce that their business statistics on production, every item of pro-

duction was lower than it was the same week a year ago. 

Mr. Eccles. Well, production is not equal today to what it was a 

year ago. A year ago we were at the very peak of production. We were 

in a war on both fronts, and we were producing on the basis of a 200 bil-

lion dollar a year national product, which is as high as we have ever 

reached, and we do not expect in any specific time economy—certainly in 

the near future—equal to a 200 billion dollar national product. 

Mr. Buffett. No, but when all the production indicators are downward, 

that might be cause for concern, might it not? I can see where durable 

goods would be down from when you were producing tanks, but the production 

of cotton mills should not be down. 

Mr. Eccles. No. 

Mr. Buffett. And the production of food should not be down. 

Mr. Eccles. Well, of course, as you know, we have had some very 

devastating strikes, which have curtailed production, and it still is 

being curtailed. But it is to be hoped that it is going to be rectified 

within the next few weeks, so that we ought to be getting a civilian pro-

duction that exceeds anything we have ever had. 

Mr. Buffett. Well, there are a lot of people who feel that the Office 

of Price Administration pricing procedures are seriously discouraging 

full production now. If that should be the case, would it not be true 

that the Office of Price Administration could be bringing about the very 
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economic crisis they claim they are striving to avert? 

Mr. Eccles. Well, that would be true if that is the case, but I 

certainly do not believe that that is the case. To take off price con-

trol on the goods—and nearly everything today is in short supply—would 

cause a rise here that would shock the country, and it would upset any 

possible labor-price relationship, and you would no more get one wage 

dispute settled than prices would go up all along the line, and you would 

run right into another wage dispute. It would be an endless inflationary 

cycle. I am perfectly sure, under the conditions that exist today, with 

this huge volume of purchasing power, I do not think there is the slight-

est question about it. And I do not believe that the Office of Price 

Administration is retarding production at all. I know that a great many 

producers claim that they have got to have more profits to encourage pro-

duction. 

I would like you to consider what happened in the 19401 s when busi-

nesses operated, most of them, at a loss. They did not quit producing be-

cause there was no profit. When business operates at a loss, usually they 

go broke, trying to get more and more efficient, trying as best they can 

to meet the pressure of a loss. Sometimes an easy, big profit makes busi-

ness careless about expenditures. 

Mr. Buffett. There is no question that there has been a large area 

in which that has occurred during the war. 

Mr. Eccles. That is right. And I would think that the idea of large 

profits being essential to stimulate production is quite a myth. I think 

that if a business has a good profit, with a small production, there is 
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not the same pressure to increase their production so as to reduce the 

unit cost. If there is little or no profit, on a certain volume, there 

is great pressure to increase that volume of production, so as to reduce 

the cost. Everyone knows the greater the volume of production, the 

lower the cost. 

Mr * Buffett. Yes, but there is also a stage to be reached where 

the greater the volume, the more you lose. 

Mr. Eccles. Well, that is correct, if your loss Is great, why, of 

course, you might determne, if there is no way of o\rercom.ing the loss, 

no matter what the ̂ volume is that you may produce, you may then find that 

it is cheaper to shut down and absorb the loss of a closed concern than 

to try to operate at capacity. That is possible, but to shut down is an 

expensive operation. A concern not only loses its market, but it has an 

overhead of depreciation, taxes, insurance, maintenance, and an overhead 

of taxes—net profit taxes, but business property taxes—as well as the 

officials of the company having to be paid. 

Mr. Buffett, Yes, but certainly in the brick industry last year, for 

example, a great many firms closed down In preference to making brick, and 

for six months the brick industry was cutting down. 

Mr. Eccles. I think that there are some cases where you would lose 

less by closing. I think there are such cases, and I think the brickyard 

would be an example where it would not cost you an awful lot to close down. 

There are a great many Industries, smaller ones, that might find it cheap-

er to close than operate, and certainly in those cases there must be ad-

justment of prices. And I am not advocating that we should take the profit 
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out of industry. All I am saying is that we should not be too ready to 

raise prices on the assumption that that is the only way we are going to 

get production, if there is a reasonable assurance that there is going to 

be a fair profit, a base period earnings profit, when they get volume pro-

duction. Because industry, as a whole, has made fabulous profits during 

the war period, as evidenced by the cash and Government securities that 

they own now as compared with what they owned in 1940. 

Mr. Buffett. Well, are not those cash and Government securities some-

what misleading in that they represent money that would normally go back 

for plant replacement in some cases? 

Mr. Eccles. Well, some of it. But a great many concerns, their 

plants are in better condition today than they were in 1940, because they 

were able to maintain their plant at a high level, while they were in the 

excess profits tax bracket, ana making the Government pay it, and it was 

to the interest of every industry, to the fullest extent that they could 

maintain the property, to charge it to expense, to do so. Now, there was 

limitation of labor and material so that it could not be done entirely, 

but the condition of plant and facilities, I think, is much better than 

many people would have us think. 

On the other hand, a lot of their machinery and facilities have be-

come obsolete due to changes, and in order to get cheaper production, large 

expenditures need to be made to modernize their plant facilities. I think 

there are a good many cases of that sort. You cannot lay down any rule 

in this matter. 

Mr. Buffett. No, every business is different. Now, getting back to 
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the balanced budget, how would you answer this question: If deficit spend-

ing continues, can we prevent inflation without the use of totalitarian 

methods of control? 

Mr. Eccles. Well, it depends on the extent of the deficit spending. 

It depends on how it is financed. And it depends on what it would be ex-

pended for. If deficit spending was spent for production, it certainly 

would not be as inflationary as if it was not expended for production. 

If deficit spending was financed out of public savings and not by 

the banks, it would not be particularly inflationary. 

Then, again, It would depend on the amount of deficit spending. 

Mr. Buffett. Certainly, if there appears a very real effort to bring 

the budget into balance, genuinely into balance, the public confidence is 

going to increase. 

Mr. Eccles. I am in favor of that, and I think that certainly, if 

we cannot balance it under a condition such as we will have during the 

next few years, we never can. 

Mr. Buffett. There is one aspect of this problem on which I would 

like to get your views, because it Is one that has puzzled me a great deal. 

We have, say, 275 billion dollars of inflationary pressure. We will pro-

duce in the next year, say, 150 billion dollars of new goods. That auto-

matically creates 150 billion dollars of new purchasing power. How do we 

ever catch up with this backlog of purchasing power? 

Mr. Eccles. Well, the two hundred and some odd billion dollars is 

not all going to be spent. Many people are going to hold their Governmert 

securities. They do not intend to spend them. They are going to keep them 
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indefinitely, and when one group sells, somebody else buys. So the public, 

as a whole, is not likely to reduce its holdings of Government securities 

on balance. 

Mr. Buffett. If we do not do too much deficit spending. 

Mr. Eccles. If they do not lose confidence in their Government credit, 

in the purchasing power of the dollar; that is right. We talk about that 

amount as being inflationary. I would say it is potential. 

Mr. Buffett. Yes. 

Mr. Eccles. But the savings deposits that the people have in the 

mutual savings banks and in savings departments of commercial banks, those 

should not dLminish. They may increase. And the commercial deposits in 

currency can be spent a good many times within a year. It is a question 

of its velocity. It is a question of its turnover. You can get an in-

flation on an amount of deposits and currency that would be very much less 

than our national income. 

Mr. Buffett. Yes, there is no question about that. 

Mr. Eccles. And less than it is now, much less than it is now, if 

you get a sufficiently rapid turnover, and that is the danger today, of 

course, the rapid turnover of those deposits, such as going into the stock 

market, then going into the real estate markets. It is the capital goods 

field where the inflationary danger develops today, and that, of course, 

has an effect upon the whole structure. And we have done nothing, we have 

no mechanism, to control that. 

Mr. Buffett. But still in that field, if the budget comes into balance, 

you are going to discourage a great deal of that. 
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Mr. Eccles. Psychologically, that would be helpful, certainly. But 

it is not a very potent factor to deal with that field. 

Mr. Talle. Will you yield? 

Mr. Buffett. I yield. 

Mr. Talle. In the event we do not balance our budget, Chairman Eccles, 

and in the event that we adopt controls on properties which people buy for 

hedging purposes, to protect their savings, in the event that we do adopt 

such controls, such as, say, price ceilings on homes, or a capital gains 

tax, is it not conceivable that we might have a flight of dollars from our 

country to other countries where those controls do not exist?' 

Mr. Eccles. I do not think so, because they do not have the assets 

that our dollars want to buy. Neither do they have any stability. The 

inflationary danger is worse in most every other part of the world, than 

it is here. We have the thing in control here better than possibly every 

other country, unless it is Canada and England. They have done a good 

job, particularly England, when you consider the very short supply they 

have of everything. Canada has done an exceptionally good job. 

Mr. Talle. I do not have Canada in mind. I was thinking about Mexico. 

Mr. Eccles. Well, you have an inflationary situation in Mexico that 

is much worse than it is here. I would not be afraid of dollars going 

from here to Mexico, The reverse is more likely to be true. What we 

have now is a flight of currency, to the extent they can get out of other 

countries into this country. Now, of course, they cannot leave most otha* 

countries, because those countries exercise exchange control, and a citizen 

of those countries has no way to transfer his money into dollars, or we 
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would have a flight out of most of the countries of the world into dol-

lars, if there was any way they could get them over here. 

Mr. Talle. What I had in mind there was, in the event of that happen-

ing, which I referred to, our next step would probably be— 

Mr. Eccles. Exchange control. 

Mr. Talle. That is right. 

Mr. Eccles. Yes, sir, we would have to put on exchange control if 

that happened. If there was any flight of capital from here, that is 

exactly what we would have to do. 

Mr. Buffett. Mr. Eccles, was not the steel wage increase highly dis-

couraging to public confidence in holding of the line securities, as it 

were, by substantially strong-arm methods? 

Mr. Eccles. It was not discouraging to me. It was encouraging, 

because I felt there was no point in holding the line if we did not get 

any steel production. 

Mr. Buffett. You mean after they went on strike? 

Mr. Eccles. That is right. I felt—and I think a good many other 

people did—that what was known as the Little Steel Formula was not going 

to be able to be held after the war. It was difficult enough to hold It 

for the last year of the war, and it was quite apparent when the war was 

over that there had to be some adjustment in that particular field. I was 

only concerned that the adjustment was not made soon enough to prevent the 

strikes. 

Mr. Buffett. Well. now, out in the Middle West today, and in the 

South, transactions in grain and cottonseed cake and similar protein 
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products have been reduced to a large extent, all to go to either a barter 

or black market. Do you not think that the Office of Price Administration 

is taking a dangerous chance with public confidence when they ignore a 

situation like that, and do not make realistic adjustments? 

Mr. Eccles. Well, I do not know anything about that situation, so 

I do not feel that I could comment upon it. I am not familiar with the 

black market situation that you refer to. Certainly, anything that is 

necessary to eliminate the black market should be done. We have got to 

control black markets, stop black markets. There are various ways of doing 

it. I suppose it is a policing job, or possibly some adjustment is nec-

essary. As I say, I do not know, in that situation, just how that prob-

lem should be dealt with. 

Mr. Buffett. I suggested to a member from Texas that perhaps 80 

percent of the cotton cake was changing hands In the black market, and 

he said, "You are wrong; it is 100 percent." Well, when condition in an 

industry gets to that point, certainly it would seem that some adjust-

ment would be appropriate. I want to thank you for your testimony. I 

think yon have contributed a great deal to the understanding of this Com-

mittee of the basic causes of inflation. 

Mr. Eccles. Thank you, Mr. Buffett. 

Mr. Brown. Thank you very much for your testimony, Governor Eccles. 

Mr. Eccles. Thank you. X would like to make one correction in my 

statement. The quotation that I gave this morning, the statement that I 

made before the Senate Committee, I said a year ago. It is really two 

years ago. 
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Mr. Bromi. Our Committee vd.ll now adjourn to meet tomorrow morning 

in Executive Session. 

The hearing on the Office of Price Administration will be resumed 

Wednesday morning at 10:30. 

(Whereupon, at 4:30 ofclock p.m., the Committee adjourned, to recon-

vene at 10:30 o'clock a.m., Wednesday, February 27, 1946.) 
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