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Doing What Comes Naturally
jA l  f e w  w ee k s  ago w e cam e to the end o f a m ost am azing year. It 
had opened with the nation in a torment of frustration for which there 
was more than one reason.

One reason for the prevailing state of nerves in the country was the 
appearance in the firmament of two new heavenly bodies—the recently 
launched Russian satellites, Sputnik I and Sputnik II. The appearance 
of these new portents in the sky, with their ominous beep-beeping, had 
somewhat the same effect upon us as had the appearance of “the 
comet” on the credulous people of the Middle Ages. It plunged us 
into a period of earnest self-examination to see wherein we had sinned 
so that the Russians and not we had achieved this spectacular triumph. 
To redress what seemed to be a miscarriage in the natural order of 
things, we entered into a fantastic competition with Russia for the 
conquest of cosmic space. Before the year was far gone, we had put 
four Explorer satellites into orbit around the earth. And then, at the 
end of the year, we regaled all cf> our sSlf-confidence by putting into 
orbit an Atlas missile that was able to say Merry Christmas to all the 
world.

In this competition with the Russians we had some failures too. 
We had failed to send a rocket around the moon. To make matters 
worse, the Russians celebrated the New Year, 1959, by sending a 
rocket not only to the moon, but past the moon, and into orbit around 
the sun, where it may spin on, they say, for a million years. If so, it 
may outlast the human race itself, and be the sole remaining vestige of 
mankind’s sojourn upon earth. And so the competition goes on and on.

Behind the competition in missiles and rockets lay also a hidden 
competition between our respective educational systems. We awoke 
suddenly to the fact that our schools were not supplying the nation with 
the scientific personnel needed to operate the kind of a world that is 
coming into being. Here too, the Russians seemed to be doing a better 
job than we.

Again we began a soul-searching reappraisal of our educational 
apparatus. Committees were appointed; surveys were made; reports 
were written, and some improvement has undoubtedly been made as a 
result of this effort and there will be more to come.

The biggest educational problem of the year, however, did not turn 
out to be the kind and quality of training that our children were getting 
in school. The problem that really made the headlines was whether 
white children and black children should learn their ABC’s side by 
side, as the Supreme Court said they should, or whether God had 
meant them to do so in separate but equally expensive quarters. As 
the new year opens, this still unresolved problem continues to take 
precedence over the seemingly lesser one of providing our children 
with an education that will enable them to survive in the technological 
jungle of the modern world.

The second major reason for the state of nerves that afflicted us in 
early 1958 was the spectre of economic depression that had begunDigitized for FRASER 
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to loom over the country in the last half of 1957 and had 
grown to serious proportions by the first of 1958. We 
had, of course, experienced some undulations of the 
economic curves since the end of World War II, but they 
had never amounted to much. They came and went and 
most people would scarcely have noticed them if they had 
not read about them in the papers. There was talk again 
of a “new era” and we indulged the hope that we had 
finally exorcised “dat oP Debbil” business-cycle. But the 
things that began to happen in the last half of 1957 were 
making us wonder as 1958 dawned. Industrial production 
was in a precipitous decline. Automobiles had been in 
a bad way ever since early 1957 and they were carrying 
the metals and machinery industries down with them. 
New construction that had enjoyed a long and fairly steady 
rise had begun to slide in early 1958 as expenditures for 
new plant and equipment by business continued a decline 
that had begun in the third quarter of 1957.

Declines in output were accompanied by increases in un
employment. The seasonally adjusted rate of unemploy
ment rose from 4.7 percent of the civilian labor force in 
October 1957 to 7.5 percent in April of 1958, and the 
number of unemployed, in topping the five million mark, 
exceeded anything experienced since the end of the war.

In the early weeks of 1958 it seemed that we were in 
for our worst postwar recession. To what proportions it 
might grow, no one knew. In Congress many schemes were 
being hatched to stem the declining business trend before 
it would snowball into an unmistakable depression of the 
1920’s variety.

There were, however, some curious features about this 
recession of 1957-58. Take the matter of prices, for exam
ple. In the face of a sharp decline in output that would 
ordinarily have been accompanied by falling prices, prices 
paradoxically rose. Despite declining employment and 
rising unemployment, personal income suffered a decline 
of only about $4 billion a year between the high in the 
third quarter of 1957 and the low in the first quarter of 
1958. Personal consumption expenditures, moreover, only 
paused in their long upward trek. Bank loans were prac
tically stationary from the third quarter of 1957 through 
the first half of 1958 and bank credit in the form of total 
loans and investments actually increased. The money 
supply, defined as total demand deposits and currency out
side banks, seasonally adjusted, suffered little change from 
the third quarter of 1957 through the first half of 1958. 
If one includes time deposits in the total money supply, 
the supply of it indeed increased.

Here, then, was a strange conjuncture of circumstances 
—on the one hand a serious recession in the physical 
aspects of the economy; on the other, little or no corrective 
adjustment in the sphere of money, credit, and prices, such 
as might have been expected from the rules of the game as 
well as from historical precedent.

As everyone knows, the years immediately preceding 
this latest recession were years of mounting inflationary 
pressure. The inflation arising from over-expansion of 
credit in that period was becoming a major national 
headache. From the middle of 1957 onward, however, 
the decline in physical output and the swelling ranks 
of the unemployed provided the nation with a second 
headache without its getting any relief from the first. 
The “peaceful co-existence” of an inflation and a re

cession was something almost as new in the economic 
firmament as the latest Russian rocket was in the stellar 
firmament. It posed a most difficult problem for all those 
having any responsibility at all for maintaining stability 
in the economy.

If, on the one hand, vigorous spending programs were 
undertaken in order to counteract the recessionary ten
dencies in the economy, such measures would only serve 
to magnify the inflationary dangers. On the other hand, 
if sufficiently stern monetary and fiscal measures were 
taken to curb the inflation, there was the grave risk that 
they would cause the recession to deteriorate into a full
blown depression. Economic policy-makers thus found 
themselves in a dilemma, not to say a predicament, and it 
was inevitable that divided counsels would be forthcoming. 
In such a situation, it was little wonder that in the early 
months of 1958 the ordinary citizen felt his country to 
be as frustrated in its domestic affairs as it seemed to be 
in its race with the Russians to shoot materials and 
animals and, ultimately, men into the blackness of the 
cosmic void.

Luckily, relief from, if not solutions for, many of our 
problems often comes quite unexpectedly. It happened 
here again. By May 1958, unmistakable signs of eco
nomic revival were appearing like spring wild-flowers. 
Stock prices that had suffered a drastic fall in the last 
half of 1957 began to rise by the turn of the year and were 
soon on their way to reach one historical high after 
another before the year ended. After reaching a low point 
in April, the index of industrial production began to rise 
quite steeply in May. New construction hit a low in May, 
but in the months thereafter this series began to rise. Man
ufacturers’ new orders and sales began their turn-around 
in April and the decline in inventories began to level off 
somewhat. Retail sales rose with renewed vigor and before 
the year was out had bettered 1957 figures. Business ex
penditures for new plant and equipment that had fallen so 
alarmingly in the later months of 1957 and the first few 
months of 1958, now leveled off and by the end of the 
year began to increase modestly. With some ups and 
downs, the number of the unemployed fell a little during 
the year, but not as much as might have been expected 
from the increase in physical output. Despite the recovery 
that marked the year, both wholesale and consumer prices 
paradoxically leveled off. This seeming abatement of the 
inflationary pressure, however, was more apparent than 
real, for the statistical stability in these indexes was 
merely the result of averaging out declines in the prices 
of farm commodities and processed foods with increases 
in most other prices. The inflation was still potentially 
dangerous. And so, we enter 1959 bothered by only one 
major domestic economic headache—the inflation head
ache. The recession headache is largely gone, at least for 
the time being.

It is always interesting to look over our shoulder at a 
year that has just ended and to grasp its general contours. 
It is more useful, however, to keep an eye on the road 
ahead and recognize the danger spots before we actually 
encounter them. And the one most visible danger at the 
moment lies in the apparent acceptance by the American 
people of continuous inflation. It has almost become part 
of the American “way of life.” People have seen inflation 
pursue its relentless upward course first in prosperity and
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then in recession, and now there seems to be coming 
about a belief that there are few economic troubles that 
can’t be cured by a little more money or by a lot of it, 
if need be. Money is an ever-present panacea for what
ever ails us.

This, of course, is not an entirely illogical conclusion, 
for this is the way in which the economic problem poses 
itself to every individual and to every sector of the econ
omy. It is a basic assumption of a free capitalistic society 
that everyone will seek to maximize his real income—the 
share of goods and services that he can extract from 
society’s aggregate output. Between the individual and 
those goods, however, rises the barrier of prices, a barrier 
that can be scaled only by means of one’s money income. 
In order to maximize one’s real income, therefore, one 
must first maximize his money income. More money 
seems quite obviously to be a prerequisite to more goods, 
or larger real income.

Confronted with a steadily rising price level, it is 
natural, therefore, that everyone should seek a steadily 
rising money income. Labor unions, for example, are only 
doing what comes naturally when they press for higher 
and higher wage scales, even in the face of unemploy
ment. And businesses are only doing what comes naturally 
when they pass on their higher costs in higher prices to 
the consumer. And consumers of every description are 
only doing what comes naturally when they seek to enlarge 
their money incomes from whatever source they may be 
drawn.

Round and round the spiral goes with little resistance 
from anyone. It might be expected that consumers sooner 
or later would balk at paying higher prices and that busi
nesses could therefore not pass on their higher costs. Find
ing themselves unable to shift their burden of rising costs 
to the consumer, businesses might then be expected to 
resist the demands of labor for increases in wages beyond 
what is justified by increases in productivity. One might 
therefore expect the inflationary spiral to come to a halt 
through the economy’s own internal checks.

This, however, has not occurred, and it seems unlikely 
that the spiral will be brought to a halt by exhortations to 
labor, to management, or to anyone else to refrain from 
doing what comes naturally to them. The reason that such 
exhortations may sometimes prove barren is because we 
have tended to forget one of the most basic economic 
truths, namely, that ultimately only goods buy goods. 
Money as such is an intermediate or instrumental term. 
Its quantity, the volume of purchasing power available to 
the nation, is or should be linked in some fashion, loose 
though it be, to the scale of operation of the nation’s 
productive mechanism.

Today, however, some of us have fallen into a grievous 
fallacy. We have come to think of money as a causal 
factor, a prime mover, and not merely as an instrumental 
term in the economic equation. It is money, we think, 
that makes the wheels go round. But we have even gone 
beyond this. We have learned that, within wide limits, an 
absence of money, a debt—credit—may serve as an effec
tive substitute for money itself and we believe that pur
chasing power in the form of credit, instead of being born 
from the functioning of the economy itself, can be con
jured up out of the banking system like the wonder-work
ing genie from Aladdin’s lamp. Here we seem to have

within our grasp the talisman of perpetual prosperity. We 
delude ourselves into believing that we can cure any reces
sion merely by creating and spending money in this easy 
fashion and can indeed satisfy simultaneously all demands 
of all sectors of the economy for all kinds of goods and 
services by means of this same magical formula.

Under these conditions, doing what comes naturally, 
maximizing money income, does not call into action auto
matic checks. On the contrary, it serves only to accelerate 
the inflationary spiral. And at the end of that road lies 
catastrophe, unless some countervailing force intervenes to 
restrain the creation ad libitum of purchasing power in 
excess of the economy’s capacity to produce a commen
surate volume of goods and services.

Only the nation’s monetary and fiscal authorities are 
in a position to exert any such influence and thus protect 
the economy from the excesses that are bound to arise 
from doing what comes naturally under conditions that 
are themselves unnatural. They and other governmental 
agencies can minimize to some extent the occasions for 
excessive credit creation and they can make the process 
itself more costly and difficult. They can provide such 
protection, however, only within areas narrowly pre
scribed by law and circumstance. That, perhaps, is not 
enough, but it is all the protection we have, unless and 
until we wake up from our illusions and face the reality 
that it is not money but rather the imaginative genius of 
scientists, of inventors, of engineers, of business entre
preneurs, which, combined with the diligent productive 
efforts of labor, is the real creator of economic well-being 
at home and of national strength in the world abroad.

E arle L. R auber

Bank Announcements
On January 6, the Lakeside National Bank o f Lake 
Charles, Lake Charles, Louisiana, opened for business as 
a member o f the Federal Reserve System and began to 
remit at par for checks drawn on it when received from  
the Federal Reserve Bank. The bank’s officers are H. J. 
Chavanne, Chairman o f the Board; Tom A . Flanagan, Jr., 
President; and R. E. Schmitt, Vice President and Cashier. 
It has capital stock o f $500,000 and surplus o f $150,000.

On January 19, The Dayton Bank & Trust Company, 
Dayton, Tennessee, a nonmember bank, began to remit 
at par. Officers include Glenn W. Woodlee, Chairman of 
the Board; L. I. Hodges, President; William Shaver, Exec
utive Vice President; Ben S. Purser, Vice President and 
Cashier; Mrs. Irene Pitts and Mrs. E. L. Tipps, Assistant 
Cashiers. Capital stock totals $100,000 and surplus and un
divided profits total $242,826.

On January 22, The City Bank and Trust Company 
o f St. Petersburg, St. Petersburg, Florida, opened for busi
ness as a nonmember bank and began to remit at par. 
Officers are T. G. Mixson, President; Otis H. Long, Vice 
President and Cashier; Robert A . McPheeters, Vice Presi
dent and Trust Officer; Julian A . Briggs, Vice President; 
Charles E. Morris and Richard Smith, Jr., Assistant Vice 
Presidents; and Rally E. Long and Robert Valentine, 
Assistant Cashiers. Capital totals $1,000,000 and surplus 
and undivided profits $950,000.

On February 1, the Bank o f Commerce, Americus, 
Georgia, a nonmember bank, was added to the list of 
banks that remit at par. Its officers are Charles F. Crisp,
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