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Mr. Snyder's prepared statement, a copy of which is attached,
was confined to the Treasury program for encouraging the sale of savings
bonds. He indicated that other aspects of the administration's anti-
inflation program would be dealt with by other witnesses.

In reply to questions the Secretary made some statements of
interest to the Boardt

1) He supported the reintroduction of consumer credit
regulations although he was hesitant about the appropriateness of
permanent control in this field.

2) He stated that he was not able to endorse the suggestions
regarding reserve requirements made in the Annual Report of the Board
for I9ii.5• 3M S disavowal apparently applied to all of the three plans
outlined in the Report.

3) He said that the Treasury had no intention of changing
its policy of favoring low interest rates on the Government debt. The
recent tightening of short term rates was desirable, he felt, as a step
towards a better balanced rate structure, but was not to be considered
as a departure from the previous policy.

k) He stated that changes in interest rates were of minor
importance to the economy in an inflationary period. The main effect
of higher rates would be to eliminate smaller borrowers without reducing
the total volume of credit.

5) He repeated his opposition to tax reduction at this time*

In the course of questioning, Congressman Patman developed a
proposal for reducing the interest cost of the national debt while
avoiding inflationary consequences. He suggested that the Federal Reserve
System should purchase 50 billion dollars of Government securities in the
open market, at the same time increasing reserve requirements sufficiently
to offset the effect of this operation on the lending power of member banks,
He was aware that existing Federal Reserve powers might not be sufficient
to accomplish this, but proposed that the necessary authority be provided
by new legislation.
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TREASURY DEPARTMENT

Washington

Statement by Secretary Snyder on Inflation Control,
before the House Banking and Currency Committee.

November 25, 1947

Mr. Chairman and Members of the Committee*. I appreciate
your invitation to appoar before this Committee to discuss
certain phases of the program for the control of inflation
outlined in the President's message of November 17.

It is of the utmost importance that we extend early aid to
the Western European countries 4n c?der to assure that people
will not go hungry and cold thio winter and to assure their
continued participation as free nations in the world economy.
It is equally necessary that this aid be extended without sub-
jecting our economy to the strain of further inflation.

Both of these things are eccential if we wish to maintain
a national environment and a world environment in which peace
and freedom can continue to develop. If we fall short of our
goal in foreign aid, our own freedom could be threatened by
external forces; and, if we fall short of our goal in controlling
inflation, we will be threatened by the danger of economic
collapse at home. We must avoid both dangers.

I have been invited to appear before you this morning on
one phase of the anti-inflation program. As you know, -testimony
in support of the emergency program for European assistance has
been presented by representatives of the Departments of State,
Commerce and Agriculture.

The President outlined three types of measures for the
control of inflation; one, measures to relieve monetary presswo&
two, measures to channel scarce goods into the most essential
uses; and, three, measures to deal directly with specific high
prices .

It is to the first of these measures that I will give at-
tention, as other representatives of the Administration have
been invited to discuss items tvo c\rA three.

Anti-inflationary measures which may be taken are of cowae
but a segment of the whole program, and could not, by any meansj
solve the problem alone. But such steps as can be taken when
related to those in other fields will of course be helpful in
the overall solution.

The President is greatly disturbed in regard to price in-
flation, which threatens our whole economic structure, and he Is
convinced that the Congress is equally concerned.
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The President had laid special emphasis on voluntary
actions on the part of businessmen, labor leaders, farmers,
and consumers to hold prices down. Intensified efforts vill
be continued to obtain voluntary restraint. Certain powers
are necessary, however, to fortify the voluntary efforts.

The President has suggested that consideration be given to
the following monetary measures: one, that Consumer Credit
•Controls should be restored; two, some restraint should be placed
on inflationary bank credit; three, Legislation should be pro-
vided to prevent excessive speculation on the Commodity Ex-
changes; four, intensified activity in the sale of savings bonds *

The last item is the only one of those suggested which comes
completely under the jurisdiction of the Treasury Department,
and I shall devote my time principally to a "discussion of that
particular item. I shall touch but briefly upon the remaining
three as they are primarily the concern of other.government
Departments and are being discussed by representatives of those
Departments as they appear and testify.

Item one, "restoration of Consumer Credit Controls % will
be discussed by Federal Reserve^officials. I am in favor "of
the restoration of those controls.

ĵ j effective .types _of̂  credit control are those whlcli
strike "at the individual forms' of,.credit extension which are
contributing to inflationary pressures. The most important single
form of such credit extension at the present time is in consumer
credit.

Total consumer credit outstanding at the end of September
reached an all-time peak of $11,400,000,000. At the end of
1945, it amounted to only $6,600,000,000. Prior to December
19^6, total consumer loans outstanding at any one time had never
reached the $10,000,000,000 level.

This increased use of consumer credit in the present
period of inflationary pressures can only add to those pressures.
As wo all know, the curtailment of the production of consumer
goods during the war period gavo rise to a tremendous deferred
demand for such goods. As we all know, despite the fact that
Industrial production during 19^7 has reached the highest level
over attained during peacetime, we have not yet been able to
produce enough goods to satisfy this deferred demand. There
still exist many important shortages of goods. But with produc-
tion near capacity levels, purchasing power made available by
consumer loans can be used only to bid up prices of consumersr

goods, not to purchase more goods. It is Imperative, therefore*,
that efforts be made to restrain the demand for scarce goods
until supply approaches demand.
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Money market interest rates form a small part of the total
cost of consumer credit, and changes in such rates are almost
powerless to limit its extension. It is necessary to cover
specifically by regulation such matters as minimum down pryments
and the maximum periods over whi^h payments may be spread on
installment purchases of consumers1 goods in order to restrain -
this type of inflationary credit.

In reference to the_ma^ter listed under item two, "some
restraint should be placed on inflationary bank credit", this
is a matter under the jurisdiction'of the Board of Governors" of
the Federal Reserve System which hes responsibility for overall
tank credit control. However, the Treasury Department, due to its
responsibility on debt management, has been actively studying
this field for some time. Some of the Treasury activities in,
this connection cover debt management, interest rate adjustments,
and study and recommendations, regarding bank credit trends,.

I must point out here, that the Treasury must continually
measure the effects of bank credit controls against the problems
of debt management. The management of the public debt since'the
close of the war has presented a continuing problem.

The public debt reached its peak of $280 billion on
February 28. 1946. During the following ten months, it was re-
duced over $20 billion, reflecting the reduction in the cash
balance in the Treasury from a wartime to a peacetime level,,
Almost all of the reduction in the debt during this period took
place in the holdings of Government securities by commercial
and Federal Reserve Banks. Since the end of 1946, the debt has
remained substantially constant, reflecting the approximate
balance of the budget during this period. Holdings of Federal
debt by commercial and Federal Reserve Banks have nevertheless
continued to be reduced and fei: "by over $6 billion in the first
ten months of the year, with hol^in^s by nonbank investors
increasing correspondingly.

4

The concentration of debt reduction during 1946 on securities
held by banks and the transfer of over $6 billion of debt thus
far in 1947 from bank -co nonbank h~nds have been, in large part,
•the consequence of the public debt policies of the Treasury -and
of the restrictive credit policies of the Federal Reserve System?
These policies have contributed substantially to the fight
against inflation, and will be continued as long as they are
appropriate. I should like to note in this connection that~or"~"~
sizable reduction in the public debt "will be possible during the
early months of 1948 -- during which months will occur most of
the excess of Government receipts over Government expenditures
predicted for the entire fiscal year.

To minimize bank credit expansion, restrictive measures
have been applied to the money market by the Federal Reserve
System and the Treasury. This has been reflected by a rise in
interest rates and a better balance between short and long tettn
rates.
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The average rate on 90 day Treasury bills has increased
from 3/8 of 1 percent in early July to nearly 1 percent at the
present time; while the rate on 1-year Treasury certificates of
indebtedness has risen from 7/8 of 1 percent to 1-1/8 percent
in the same period. -During this time the yield on the longest-
term Treasury bonds -- those issued in the Victory Loan — has
risen from a little over 2,30 percent to about 2.43 percent.

The entire debt management policies of the Treasury since
February, 1946 have been of an anti-inflationary character.
First, there was the paying off of bank-held, Government debt out
of excess cash balances; second, there has been a payment on
bank-held debt out of funds derived from (a) budget surplus,
(b) trust funds, and (c) the sale of savings and investment bonds
to the public; third, pressure on the money market with slightly/
higher interest rates, Through the payment and calling of
maturing bonds and refunding them into short term issues, it .has
been possible to create an interest pressure on the money market
without an increase in the net cost of the market debt to the
Government.

In making our decisions with respect to public debt manage-
ment, we must constantly weigh the restrictive effect of any
proposed debt management action against its cost in added
interest burden on the taxpayer. An increase of 1/2 of 1 per-
cent in the average cost of carrying the public debt, for
example, would mean an added burden of $1-1/4 billion a year on
the taxpayer.

At the present time, as you know, the interest cost on our
public debt amounts to more than $5 billion per annum. This is
a large figure and may increase in the future if a larger
proportion of our debl is carried in longer-term securities
requiring higher coupon rates of interest* It is, therefore,
imperative that during these times of great prosperity we should
continue to collect adequate revenues over and above a balanced
budget to provide for a systematic reduction of the debt total.
A reduction in the debt through a substantial budget surplus is
the most anti-inflationary measure that can be taken in the
fiscal field.

In the field of commercial bank loan credits, the Treasury
Department, through the Comptroller of the Currency, has been
very active in studying trends and taking steps to induce a
restraint in inflationary bank loans,

A few weeks ago, we had the District Chief National Bank
Examiners in for a conference, at which time the credit situation
was discussed at some length. The Chief Examiners were
instructed to have their examiners, during the course of examina-
tion of banks, counsel with and caution bankers against
speculative lending policies.
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.recently, the Board of Governors of the Federal

Reserve System, the Comptroller of the Currency, the Federal
Deposit Insurance Corporation and the Executive Committee of
the National Association of Supervisors of State Banks have
collectively taken steps to urge the curtailment of all loans
either to individuals or businesses for speculation in real
estate, commodities, or securities. In a joint statement
issued this morning by these agencies all bankers are urged to
confine the current extension of bank credit to the greatest
extent possible under existing conditions to financing that

help production rather than increasing consumer demand.

Item three, Secretary Anderson of the Department of
Agriculture will present testimony on legislation that should
be provided to prevent excessive speculation on the commodity
exchanges.

Item four makes recommendations for the intensification
of activity of savings bond sales as an anti-inflationary action*

As the President said in his message of November 17:

"Another effective weapon against inflation is increased
savings by the public. Every dollar that is saved instead of
spent is a dollar fighting against inflation. In order to
encourage additional savings, the Government should intensify
its vigorous efforts to sell savings bonds."

Since the wor, as an economy measure, the Treasury Depart-
ment has curtailed enormously the organization of the savings
bonds division, ojid has resorted primarily to thoso programs
for which the voluntary cooperation of individuals and businesses
could be recruited. While this procedure has boon eminently
successful and has produced most satisfactory results in main-
taining bond sales in excess* of bond redemptions, it still has
its limitations.

Up to now the day-to-day efforts of the Treasury savings
bond sales organization has been to maintain the popularity of
the payroll savings plan -among American workers and to sell to
the American people tho idea of investing regularly for their
own good. This program has formed an important part in tho
Treasury's fiscal policy.

During the war it was obvious to people why we needed the
savings bond program. Everyone could see that the Government
needed dollars -- over and above taxes --to buy munitions and
pay wages and subsistence for our armed forces. Each-of us had
someone - son, daughter, brother, Bister, loved one - in
service and therefore had a direct interest. And, in addition,
everyone could understand that savings bonds helped to absorb
inflationary dollars which were accumulating at a rapid rate'
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because Incomes were growing while goods and services available
for purchase were not increasing accordingly due to the fact
that war goods were using up materials and labor.

But now that the war is over many people do not understand
the importance of the savings bond program today.

The savings bond program absorbs excessive purchasing power'
in the hands of individuals. This cuts down spending pressures,
for this reason, emphasis is being placed — and will continue
to be placed — on the payroll savings plan for workers and on
bond programs for individuals, and especially farmers. The
important funds to obtain are the small amounts invested regularly
by millions and millions of people. It is the money which is
more likely to go on a spending spree that is the most important
to get invested In savings. The Investor we want most is the
Individual — the worker with good income and the farmer whose
Income is at a high level.

Bond sales of this character are Important from a fiscal
point of view even if we have a balanced budget, for they
widen the ownership of the debt and provide a sounder debt
structure. At the same time the sale of these savings bonds makes
an Important contribution to the control of inflationary pres-
sures .

It withdraws funds in the hands of the Individual from the
spending stream thus providing funds which enables the Treasury
to retire bank held debt. This in turn results In a reduction
of the money supply In the economy.

In order to increase the sale of United States Savings Bonds,
however, we have an Intensive selling job to do.

The Treasury Department is ready to move right away on an
enlarged savings bond sales activity. But this increased sales
activity will require additional funds over those earmarked for
this purpose in the budget for fiscal 1948. We are therefore
asking the Congress to give approval to the use of additional
funds for the savings bond program over and above those approved
in the budget.

The present greatly reduced staff In Washington and in the
field can be expanded immediately. With additional personnel
and funds for promotion, the number of purchasers on payroll
savings plans can be greatly Increased and the sales of savings
bonds materially multiplied.

Incidentally, I think that you would be interested to know
that total sales of savings bonds are continuing to exceed
redemptions and the volume outstanding has reached a new high -
nearly $52 billion. In E bonds alone there are $30,894,000,000
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outstanding! this volume is today within one-quarter of 1 per-
cent of the peak volume of E bonds outstanding at the close
of the Victory Loan nearly two years ago. Ve have been able,
in other words, to increase the savings bond total and to
sustain the volume of E bonds outstanding throughout this period
of postwar readjustment.

This has be'en a tremendous accomplishment. There were
those, you remember, who predicted that the termination of the
war would be followed by wholesale cashing of savings bonds
and' the liquidation of much of the effect of the wartime savings
bond sales effort, The truth is that this just didn't happen.
The redemption record of United States savings bonds is a cause
for considerable gratification for all of us. It is a tribute
to the people who sold the bonds during the war and to the
people who purchased them. I am confident that with the ad-
ditional effort that will be provided by additional funds, good
results can be obtained.

I have with me today representatives of the Treasury Savings
Bonds Division who are prepared to present, with your approval,
some interesting statistics in this field.

0O0
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