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January I ,  1951 is no occasion for an 
optimistic report. We face a series of hard 
choices and compromise of our objectives. 
Our foreign policy programs are of vital 
importance and will require much of our 
resources. The price of freedom will be 
high.

Production needs involve problems of 
allocation of human resources and of mate- 
rial resources. Conservation of the re
source base is important9 especially in agri
culture.

A major domestic problem is inflation 
control, necessary to achieve our basic ob
jectives. Production for defense intensi
fies inflationary pressures which are in
creased by credit expansion and use of past 
savings. Inflation must be attacked at its 
source; today that means on the money side. 
Spending should be restrained— by Gov
ernment9 individuals and businesses.

The banking system can contribute to 
greater production. More important9 it 
can help curb inflation. Credit growth adds 
to inflationary pressures; the Federal Re
serve attempts to limit total bank credit.

Inflation control is vital but the means 
employed are imporant also. Direct con
trols may be needed9 but they are no substi
tute for fiscal-monetary measures.
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Ja n u a ry  19 1951 . • .
New Year’s Day, 1951 dawns on a world again 

overshadowed by the threat of global war. The, 
forces of aggression press strongly at many points 
on the perimeter of the free world. Hope for peace
ful settlement with those forces still exists, but 
unless Communist Russia modifies its course, 
eventually only the meeting of strength with 
strength seems likely to permit the free nations 
to survive as free nations. And the efforts to build 
up strength in the Western democracies and their 
friends will in themselves change many of their 
institutions. At best, developments aimed at higher 
living standards will have to be postponed; at 
worst, the trial by strength may bring total war 
closer. But unless the free nations wish to capitu
late to aggression they have to choose the hard 
life and risk of war.

. . .  is  n o  o c ca s io n  f o r  an  o p t im is t i c  r e p o r t .
This is a somber outlook. By tradition New 

Year’s messages should be filled with hope and 
cheer. The beginning of the second half of the 
Twentieth Century might have been the occasion 
for a backward glance at the great scientific achieve
ments of the past 50 years and an optimistic ap
praisal of the future. Instead the future we face 
is one of hard effort to preserve our political 
freedom.

We fa c e  a s e r i e s  o f  h a rd  c h o i c e s  • . .
A year ago, writing in this Review I pointed out 

that our goals and the means by which we strive 
for them are essentially compromises of conflicting 
objectives. Usually we have to try to attain the 
overriding objectives by sacrificing or modifying 
those less important. We have to choose our solu
tions because they represent the best possible com
promise, and this requires knowledge and under
standing of issues and objectives.
. . . and  c o m p r o m is e  o f  o u r  o b j e c t i v e s .

Our basic foreign policy objective is to help es
tablish a just and lasting peace among nations. 
Our major domestic objectives are the maintenance 
of high level employment and stable values and the 
achievement of a rising standard of living. Today 
the foreign policy objective is overriding—to pre
serve freedom for ourselves and for the world as a 
whole, perhaps to maintain our very national ex
istence, we have to oppose Communist aggression 
abroad. In so doing we will inevitably have high 
employment at home. We should bend every effort 
to maintain stable values. But probably we will 
do well to approximate our present living standards 
—more likely we will see some decline in them.

In other words, some of our domestic objectives 
become subordinate. The one that remains high 
on the list is maintenance of stable values—control 
of inflation.
O ur f o r e i g n  p o l i c y  p r o g r a m s  a r e  o f  v ita l 

im p o r ta n c e  . • •
Attainment of our major goal involves action in 

the political, economic, social and military fields, 
and these must be coordinated to be most effective. 
A short time ago, Mr. Gordon Gray made a report 
to the President on our foreign economic policies. 
While fully recognizing the need for greater mili
tary strength for the free nations, Mr. Gray pointed 
out that the present situation requires more than 
military power. Swelling social, economic and po
litical pressures throughout the world require posi
tive social, economic and political programs to hold 
the initiative, attract support and understanding, 
and back up the military strength.

Thus in the foreign field it is necessary that we 
do four things. First, build up our own military 
strength—far beyond anything we have been used 
to except when engaged in all-out war. Second, 
help our friends keep their internal economies 
strong while they also build up their military 
strength, and aid them in their military build-up. 
Third, offer positive hope to the peoples of the under
developed areas for a better life in a free world 
than in a totalitarian world. This will involve help 
to strengthen them in spirit and ability to resist 
aggression. And programs in these areas also will 
have as a goal stimulation of production of scarce 
materials necessary for our own defense effort. 
Fourth, measure our foreign assistance programs 
against our own resources and capabilities. It is 
vital that we offer aid but it is equally vital that we 
realize our resources are not unlimited.
. . . and  w ill r e q u ir e  m u ch  o f  o u r  r e s o u r c e s .

Such a program requires that a large part of our 
resources and our energies be devoted to building 
up our own military power and to extension of as
sistance abroad. Resources that might have been 
used to make a better living standard for humanity 
have to be turned toward defense against aggres
sion.
T he p r i c e  o f  f r e e d o m  w ill b e  h ig h .

Just how high the price of freedom will be to the 
United States no one can tell as yet. W e do know 
it will be much higher than we thought just two or 
three months ago, and tremendously more than we 
were prepared to pay before Korea. In dollars, we 
spent $17 billion on defense and foreign aid in fiscal
1950. Our sights have been raised several times 
since last June.
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But dollars are merely symbols for goods and 
services. In fiscal 1950 the $17 billion we spent 
for defense and foreign aid represented about 7 per 
cent of our gross national product. The President’s 
talk on December 15 pointed to a program that 
might involve as much as 25 per cent of our gross 
product. And should total war come that propor
tion would rise sharply. In World War II, at the 
peak of our effort, close to half our production was 
going to direct military programs or lend-lease.

As it is, a defense and foreign aid program of the 
magnitude of 25 per cent of our total output will 
bring about great changes in our domestic economy. 
We probably will not see what we thought of as 
“normal” times for a long time. “ Normal” will 
come to mean “ continuing emergency” to us. We 
will have far less freedom of individual action. We 
will have to work harder but there will be less 
civilian goods. As I said earlier, we will have high 
employment—probably overhigh—but not a rising 
standard of living. For an indefinite period we will 
face a more austere and a more regimented life.

P ro d u c t io n  n e e d s  in v o lv e  p r o b lem s  o f  
a llo ca t io n  . . .

For the United States economy then there is again 
a problem of production. This nation’s resources 
are to be used as fully as possible to attain the goods 
and services necessary for our foreign policy ob
jectives. The proportion of that production that 
will go to our own defense effort and to our foreign 
assistance program will be large and will auto
matically limit the amounts going to the civilian 
economy. These two facts—the great requirements 
of the defense and foreign assistance programs and 
the consequent limitation of civilian requirements 
—face us with another series of hard choices.

The problem of production has several facets. 
First, is the determination of some order of magni
tude for defense requirements and for foreign assist
ance. Then there is determination of the so-called 
product-mix; what types of goods and services will 
be required. Third, there is the question of allocat
ing resources, both human and material, for those 
purposes. Finally, there are the questions of impact 
upon the economy as a whole and ways in which to 
moderate that impact.

. . .  o f  h u m a n  r e s o u r c e s  . • .
To attain military forces of the size now con

templated will require a step-up in military man
power requirements. This will have its impact on 
the labor force available for defense and for civilian 
production. Ten years ago, when we were begin
ning a major defense program, we had a large pool

of unemployed from which to draw manpower. We 
also could attract a lot of additional workers by 
high wages in defense industries. Today we have 
almost minimum unemployment. In addition, we 
have many “ extra” workers already in the active 
labor force. Also differentials in wages and working 
conditions are not so pronounced. The net result 
probably will be more difficulty in recruiting man
power for production this time than in the early 
1940’s. Longer hours will be required but we may 
be forced into the hard choice of national service 
legislation to direct labor into essential work.
. . . and  o f  m a ter ia l r e s o u r c e s .

The problem of handling material resources is 
somewhat similar. Requirements for defense must 
be met first and met efficiently. We already have 
some limitation orders on critical materials. It may 
become necessary to invoke a much more wide
spread system of limitations, allocations and prior
ities or find our resources flowing into less essential 
uses.
C on serva tion  o f  th e  r e s o u r c e  b a se  is im p o r ta n t . . •

In addition to this the manner of handling our 
resource base is of key importance. During World 
War II we needed everything so badly that we had 
to deplete our resources to attain our objectives. 
But without knowing precisely when war would end 
we did know that it would end in a relatively few 
years. Thus, in effect, we had a tentative termina
tion date for our programs. Depletion would not 
go on indefinitely. Today’s situation is much dif
ferent. If we can avoid worldwide war, we are in 
for a large-scale defense program without any ter
mination date. The present emergency may last 
ten years or twenty—or for a generation. W e have 
to be careful as to how we handle our resource 
base so as to insure our ability to carry on for an 
indefinite time.
. . . e s p e c ia l ly  in  a g r icu ltu r e .

Nowhere is this problem more evident than in 
agriculture. In World War II, and beyond, we had 
to have so much output that farmers literally mined 
the soil. They took away from the stored-up capital 
of the land to get the immediate production needed. 
With demand for food and fiber as strong as it 
seems likely to be, with farm product prices high, 
there will be great temptation to do this same thing 
again. There will be temptation to break up grass
lands, to farm exploitively. I hope that any na
tional programs in the field of agriculture and in
dividual farmer plans will be aimed at continued 
conservation and wise land use. W e must preserve 
the productivity of the land if we are to survive 
a long period of defense preparedness.
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A m a jo r  d o m e s t i c  p r o b l em  is in f la t io n  c o n t r o l  • • •
Writing in the November issue of Fortune, Mr. 

Marriner Eccles said: “A  preparedness program 
without terminal point demands above all else that 
confidence be maintained in the purchasing power 
of the dollar.” This is one way of saying that a 
major problem facing the United States economy 
is the control of inflation. Unless it is controlled we 
will pay an even higher price for our objectives— 
higher in dollar cost and in terms of less efficiency, 
general economic weakness and painful after effects.

Inflation occurs when the rate of flow of money 
spending in the economy exceeds the rate of flow 
of available goods and services onto the market. 
It occurs when current effective demand exceeds 
current available supply. The chief symptom is 
rapidly rising prices. Accompanying symptoms are 
rapid changes in both real and money income dis
tribution which produce distortions in the economy. 
When the distortions become too pronounced the 
economic machine begins to falter and operates at 
less than maximum efficiency.

n e c e s s a r y  to  a c h i e v e  o u r  b a s ic  o b j e c t i v e s .
I mentioned earlier that our basic domestic objec

tives are high employment, stable values and a 
rising living standard. The last will have to be 
sacrified in some degree. The first we will have 
naturally or by necessity and directive. I hope we 
can achieve the second—stable values—in large 
measure, for if we do not our whole overriding ob
jective will be jeopardized. W e have to preserve our 
domestic economy to attain the production neces
sary to carry out our defense program and our 
whole foreign policy.
P ro d u c t io n  f o r  d e f e n s e  in t en s i f i e s  in f la t io n a ry  

p r e s s u r e s  . .
The very fact that a large share of production 

will be marked for defense purposes intensifies the 
problem of inflation. Production, whether for defense 
or for the civilian economy, generates income for the 
civilian economy. The result from this factor alone 
is that current civilian purchasing power grows at 
a faster rate than current civilian supply. More 
money begins to chase less goods.
• . • w h ich  a r e  in c r e a s e d  b y  c r e d i t  ex p an s ion  an d  

u s e  o f  p a s t sa v in g s .
But purchasing power from current income can 

be, and at present is, increased further from two 
other sources. It is supplemented by the use of 
past savings and by credit expansion—the use of 
future income. These two factors widen the already 
evident disparity between the flow of purchasing 
power and the flow of goods and services.
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In fla tion  m u st b e  a tta ck ed  at its  s o u r c e ;
Theoretically it is possible to cure inflation in 

the long run by increasing the supply of goods and 
services. Practically that is impossible at present, 
at least impossible to do in the amount necessary. 
W e are already running at close to capacity and we 
can look forward only to relatively small gains in 
total output. With defense demands growing, what
ever increase occurs in total output will be more 
than absorbed by these requirements. As I said 
earlier, the civilian economy is faced with the pros
pect of less rather than more goods and services.

to d a y , th a t m ea n s  o n  th e  m o n e y  s id e .
So from a practical standpoint we have to attack 

inflation on the money side—hold down increases 
in purchasing power. Since purchasing power comes 
from current income it is desirable to have heavy 
taxes to reduce that current income (and to pay 
for the heavy Government expenditures) and to 
have strong programs to induce savings. Since 
current income purchasing power is reinforced by 
the use of past savings, it is desirable to hold the 
value of the dollar so as to prevent as much as 
possible any flight from savings into goods. And 
strong inducements to save will hold down the use 
of past savings also. Since purchasing power is 
created by credit expansion, it is desirable to curb 
such expansion and confine the use of credit to 
essential purposes only.
S p en d in g  s h o u ld  b e  r e s t r i c t e d — b y  G o v e rn m en t  

in d iv id u a ls  an d  b u s in e s s e s .
All of these are necessary to restrain spending 

and to keep money from chasing goods up the 
price spiral. But restraint in spending should apply 
to Government as well as to individuals and busi
nesses. Government expenditures for purposes 
other than defense, foreign aid and fixed commit
ments (such as interest on the debt) should be 
minimized. I realize that this is an easy recom
mendation to make and a most difficult one to 
carry out since all of us have a split personality 
when it comes to Government spending—we want 
to cut out all programs with which we are not in 
personal sympathy and maintain those we happen 
to like. It is vital, however, to lay out some sort 
of a priority system with respect to Government 
spending, recognize that we must sacrifice some of 
our services and then cut out those which are not 
absolutely essential. In this connection it also 
would be desirable to continue to work toward 
efficient reorganization along the lines of the 
Hoover Commission recommendations. And finally 
it should be noted that restraint in Government
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spending should apply to state and local govern
ments as well as to the Federal Government.
T he bank in g s y s t em  ca n  c o n t r ib u t e  to  g r e a t e r  

p r o d u c t io n .
The commercial banks of the nation can make a 

double contribution to our defense effort. First, 
they can facilitate production for defense by aiding 
in its financing. The banking system is in strong 
position at present. While loans have grown 
sharply in the postwar years the banks are still 
very liquid. They can meet the financing needs of 
defense production and thereby help to accomplish 
the smooth meshing of materials flow, labor, and 
capital input.

To aid in this the Federal Reserve System stands 
behind the banks able to supply reserves as they 
are needed. The V-Loan program has been re
activated to provide guaranties for loans to defense 
contractors who can perform services or produce 
items needed for our military build-up.
M ore im p o r ta n t , it ca n  h e lp  c u r b  in f la t io n •

An even more important function of the banks 
is to distribute credit in such a way that the most 
useful purposes are fulfilled and the least useful 
ones curtailed. Adequate credit is essential to the 
smooth functioning of the economy; it is vital to 
defense production. But if purchasing power is 
already too large relative to available goods, total 
bank credit should not increase and thereby add to 
existing purchasing power. The crux of the finan
cing problem in time of inflation is to see that 
essential financing needs are met; that non-essential 
financing is reduced.
C red it g r o w th  a d d s to  in f la t io n a ry  p r e s s u r e s .

It is most important to recognize that credit 
growth means growth in the money supply. Essen
tial loans as well as non-essential loans expand the 
money supply. Good loans create purchasing power 
just as surely as bad loans. Once the money has 
been created it can be used to bid up prices. So 
it is vital to have some sort of over-all type of credit 
limitation. Under that broad ceiling the individual 
banker can then carry out his “ screening” opera
tions and channel credit to essential needs.
T he F ed era l R e s e r v e  a ttem p ts  to  lim it to ta l bank  

c r e d i t .
Here lies the Federal Reserve System’s major 

responsibility—to regulate the supply, availability 
and cost of bank reserves so as to set, in effect, an 
over-all ceiling over bank credit. Unless the com
mercial banks can obtain additional reserves, they 
cannot extend additional credit. In the present and 
prospective situation the Federal Reserve will make 
enough reserves available to the commercial banks

so that essential purposes can be served, but will 
try to hold down the total supply of reserves so 
as to curtail general credit growth.

The selective credit controls on stock loans, con
sumer loans and real estate loans are helpful sup
plements to the general credit control through 
action on reserves. These selective controls limit 
the amount a borrower can borrow. They make it 
easier to curtail less essential credit demand.

In fla tion  c o n t r o l  is v ita l • • •
The kind of program I have outlined is the only 

real answer to inflation. It is aimed at reduction 
in the supply of purchasing power to bring it into 
balance with the supply of goods. It is not a very 
palatable program. It will require very high taxes— 
perhaps as much as $20 billion more at current in
come levels. It will require a very restrictive money 
policy to insure that purchasing power reduced by 
taxes is not restored through credit. It will require 
very high savings in addition to these. But if we 
will take this strong dose of fiscal-monetary med
icine we can keep our economy relatively free and 
dynamic.
. . . bu t th e  m ea n s  em p lo y e d  a r e  im p o r ta n t a lso•

Our basic strength lies in the dynamic nature 
of our economic machine. W e traditionally have 
operated through the free enterprise system, partly 
because that was in line with our concept of in
dividual freedom, but mainly because that system 
seemed to work better than any other. An essential 
part of that system is the price mechanism which 
tends to promote efficiency and meet scarcities 
naturally. It impersonally directs labor, land and 
capital into economic use. It keeps the economy 
dynamic and flexible.

It seems to me that a key factor in our ability to 
maintain a sustained readiness to combat aggres
sion is a dynamic economy. Measures that make the 
economy less flexible should be looked at very 
carefully. Our strength lies in our ability to produce 
efficiently—and to do so over an indefinite period 
of time. Fundamentally it is the time involved that 
makes it most important to assess carefully meas
ures that control the economy more directly. For 
as time advances flexibility tends to decline under 
a system of direct controls.
D irect c o n t r o l s  m a y  b e  n e e d e d  • . .

There is, of course, a place for direct controls 
and the present situation may well be one in which 
they are necessary. Certainly they would be needed 
if we were in worldwide war. Under current con
ditions defense requirements come first and a
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system of priorities, allocations and limitation 
orders may be essential to insure that such defense 
requirements can be met quickly. Broad scale 
direct price and wage controls also may be needed 
to prevent the economy from getting into distor
tions that would themselves imperil efficient pro
duction. W e must keep our major objective before 
us—a free and peaceful world—and not permit 
that objective to be jeopardized at the expense of 
less important considerations. The question with 
respect to direct controls should be settled on the 
basis of reason, however, and not of sentiment.

• . • bu t th e y  a r e  n o  su b s t itu te  f o r  
f i s ca l-m on e ta r y  m ea su r e s .

It is important to understand that fiscal-monetary 
medicine is just as necessary if we are to have 
a system of direct price and wage controls as if we 
do not have such a system. The direct controls by 
themselves do little to bring the money supply and 
the goods supply into balance. With controlled 
prices, accompanied perhaps by rationing, there is 
naturally a tendency for direct controls to slow down 
spending at the time, to reduce the rate of turnover 
of money, and to force some savings. But basically 
such direct controls suppress inflation rather than 
cure it—they push the effects of inflation off into 
the future. They are no substitute for the funda
mental attack on inflation.
T he fu t u r e  w ill b e  h a rd .

As I said in beginning this article, the occasion is 
not one for optimism. W e face a hard and demand
ing future. W e have to make a series of hard 
choices that probably will change the shape of 
America for a long time to come. The questions 
that confront us are many and complicated. No one 
can prescribe in full the course we should follow. 
We must rest our faith on the conviction that 
freedom and the dignity of individual man will sur
vive, and we must be willing to sacrifice and fight 
to make that come true.

_ _ _ _ _ Survey
Inflationary pressures are still building up in the 

district and the nation. Production increases dur
ing recent months have been sizable—but not so 
large as to offset the expansion occurring in pur
chasing power and in total demand.

Employment and payrolls are moving higher in 
the district's industrial centers. Consumers are 
spending as much as or more than they did a year 
tions on instalment credit. Construction expendi
tures are still large but have been reduced some
what by cold weather and, in some parts of the 
district, by materials shortages. Private credit 
expansion also is adding to the inflationary pres
sures—here and elsewhere in the nation.

The problem of curbing further inflationary devel
opments will become increasingly difficult during 
the coming months. The President’s message of 
December 15 pointed to considerable expansion in 
defense requirements. Even the comparatively mod
est military outlays of the last six months, together 
with the large civilian demand for goods and serv
ices, pushed wholesale prices up 10 per cent and 
consumers’ prices up 3 per cent or more since June. 
These are average increases, of course. In some 
lines advances have been considerably larger.

Price advances, of course, reflect the sharp com
petition that exists for the available supplies of 
goods and services. Such competition will be more 
intense during the next six months than it was 
during the past half year—unless further steps are 
taken to curtail demand. The nature of the prob
lems that can be expected to arise is illustrated by 
recent estimates of anticipated business expendi-

PRICES

W H O L E S A L E  P R IC E S  IN  T H E  U N IT E D  S T A T E S
Bureau of Labor N ov., 1950

Statistics compared with
(1 9 26= 100 ) N ov .,’ 50 O ct.,’ 50 N o v .,’49 O ct.,’ 50 N o v .,’49

A ll Commodities.... 171.6 169.1 151.6 +  1 .5%  + 1 3 .2 %
Farm Products... 183.7 177.8 156.8 +  3.3 + 1 7 .2
Foods...................... 175.2 172.5 158.9 +  1.6 + 1 0 .3
Other......................  163.5 161.5 145.0 +  1.2 + 1 2 .8

C O N S U M E R  P R IC E  I N D E X
Bureau of Labor N ov., 1950

Statistics Nov. 15, Oct. 15, Nov. 15, compared with
(1935-39=100 ) 1950 1950 1949 O ct.,’ 50 N ov .,’49

United States..........  175.6 174.8 168.6 +  0 .5%  +  4 .2 %

R E T A I L  F O O D
Bureau of Labor Nov. 15, 1950

Statistics Nov. 15, Oct. 15, Nov. 15, compared with
(1935-39=100 ) 1950 1950 1949 Oct. 15,’ 50 Nov. 15,’49

U . S. (51 cities).....  209.5 209.0 200.8 +  0 .2 %  +  4 .3 %
St. Louis............... 221.1  220.0 208.6 +  0.5 +  6.0
Little Rock..........  210.1 209.5 198.8 +  0.3 +  5.7
Louisville.............  198.8 198.0 188.3 +  0.4 +  5.6
Memphis............... 216.9 218.9 210.2 —  0.9 +  3.2
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