
B O A R D O F G O V E R N O R S 

FEDERAL RESERVE SYSTEM 

O f f i c e C o r r e s p o n d e n c e Date August 24,1949. 
To Mr, Eccles Subject: 

From Mr* Sherman 
Yesterday there was sent to you a copy of a letter ad-

dressed to Chairman McCabe dated August 22, 1949 from Senator Paul H. 
Douglas, Chairman of the subcommittee of the Joint Committee on the 
Economic Report which has undertaken a comprehensive study relating 
to monetary, credit, and fiscal policies, together with a copy of 
the questionnaire addressed to the Board with a request that it be 
answered and returned not later than October 15, 1949* There have 
been received today copies of a somewhat different questionnaire 
which the committee addressed to the Presidents of the Federal Re-
serve Banks with a request that answers be furnished not later than 
October 15. A copy of this questionnaire is attached for your information. 

It is expected that the questionnaires sent out by the 
committee and the manner in which drafts of replies are to be pre-
pared will be discussed at an early meeting of the Board. 

Enclosure. 
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CONGRESS OF THE UNITED STATES 
Joint Committee on the Economic Report 

August 22, 1949 

The Honorable Thomas B. McCabe, Chairman 
The Board of Governors of the Federal 

Reserve System 
Constitution Avenue and 20th Street 
Washington, D. C. 
My dear Mr. McCi.be: 
By direction of Congress, the Joint Committee on the Economic 
Report has undertaken a comprehensive study relating to the 
effectiveness and coordination of monetary, credit, and fiscal 
policies. This study will not be limited to issues of immediate 
importance, but will include all the major factors in the fields 
of monetary, credit, and fiscal policies that significantly 
affect our ability to achieve the purposes of the Employment Act. 
A Subcommittee composed of Senators Paul H. Douglas, Chaincan, 
and Ralph E. Flanders, and Representatives Wright Petean, Frank 
Buchanan, and Jesse P. Wolcott has been appointed to conduct the 
study. 

The Committee will appreciate your coo Deration in answering the 
enclosed questionnaire and returning your answers to this office 
at your earliest convenience, but not later than October fifteenth. 
If convenient, please send thirty copies of your answers for the 
use of the Committee and its staff. It would also be extremely 
valuable if you would discuss any other subjects in the fields of 
monetary, credit, and fiscal policies which you believe the Com-
mittee should consider tnd which is not specifically covered by 
the questionnaire. 

Very traly yours, 
(Signed) Paul H. Douglas. 

tlu, £cX$o 

Sr2rl-1 
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Joint Committee on the Economic Report 
(Created Pursuant to Sec* 5(a) of * 
Public Law 504, 79th Congress) 

August 1949 

qUSSTIOItl/lEE ADDRESSED- TO TEE 
PRESIDENTS OF TUB F2DERAL aiBSRVE BAHES 

I. Objectives of Federal Reserve policy-

It TJhat do you consider to be the more important purposes and functions 
of the Federal monetary and credit agencies? TJhioh of these should 
be performed by the Federal Reserve? 

2, TJhat have been the guiding objectives of Federal Reserve credit poli-
cies since 1935? Are they in any way inconsistent with the objectives 
set forth in the Employment Act of 1946? 

3# Cite the more important occasions vihen the powers and policies of the 
System have been inadequate or inappropriate to accomplish the pur-
poses of the System* 

4» TJould it be desirable for the Congress to provide more specific legis-
lative guides as to the objectives of Federal Reserve policy? If so, 
what should the nature of these guides be? 

II* Relation of Federal Reserve policies to fiscal policies and debt 
management 
1* "Tould a monetary and debt management policy v/hich would have produced 

higher interest rates during the period from January 1946 to late 
1948 have lessened inflationary pressures? 

2* In what way might Treasury policies with respect to debt management 
seriously interfere with Federal Reserve policies directed toward 
the latter*s broad objectives? 

3* TJhat, if anything, should be done to increase the degree of coordina-
tion of Federal Reserve and Treasury objectives and policies in the 
field of money, credit, and debt management? TJhat would be the ad-
vantages and disadvantages of providing that the Secretary of the 
Treasury should be a member of the Federal Reserve 3oard? Tlould you 
favor such a provision? 

4*. TJhat changes in the objectives and policies relating to the management 
of the Federal debt would contribute to the effectiveness of Federal 
Reserve policies in maintaining general economic stability? 

5* On what occasions, if any, since 1929 have the Governments fiscal 
policies militated against the success of the Federal Reserve in 
attaining its objectives? "'hat type of fiscal policy would best 
supplement monetary policies in promoting the purposes of the Employ-
ment Act? 

Ill* International Payments, Gold, Silver 

X«. TJhat effect do Federal Reserve policies have on the international 
position of the country? To what extent is the effectiveness of 
Federal Reserve policy influenced by the international financial 
position and policies of this oountry? "hat role does the Federal 
Reserve play in determining these policies? In what respects, if any, 
should this role be changed? 

2c Under what conditions and for what purposes should the price of gold 
be altered? TJhat consideration should be given to the volume of gold 
production and the profits of gold mining? 'That effect would an in-
crease in the price of gold have on the effectiveness of Federal Re-
serve policy and on the division of power over monetary and credit 
conditions between the Federal Reserve and the Treasury? 

3* TJhat would be the principal advantages and disadvantages of restoring 
circulation of gold coin in this country? Do you believe this should 
be done? 
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E-2 
4* Tlhat changes, if any, should be made in our monetary policy relative 

to silver? 'That would be the advantages of any such changes? 
TV. Instruments of Federal Reserve policy 

"That ohanges, if any, should be made in the reserve requirements of 
member banks? In the authority of the Federal Reserve to alter member 
bank reserve requirements? Under what conditions and for what pur- ' 
poses should the Federal Reserve use this power? 'That power, if any, 
should the Federal Reserve have relative to the reserve requirements 
of nonmember banks? 

2« Should the Federal Reserve have the permanent power to regulate con-
sumer credit? If so, for what purposes and under what conditions 
should this power be used? 'That is the relationship between this 
instrument and the other Federal Reserve instruments of control? 

3* "That, if any, changes should be made in the power of the Federal Re-
serve to regulate margin requirements on security loans? 

4« Should selective control be applied to any other type or types of 
credit? If so, what principles should determine the types of credit 
to be brought under selective control? 

5s In what respects does the Federal Reserve lack the legal power needed 
to accomplish its objectives? 

6# what legislative changes would you recommend to correct any such de-
ficiencies? 

V* Organization and structure of the Federal Reserve System 
Is In what respects, if at all, is the effectiveness of Federal Reserve 

policies reduced by the presence of nonmember banks? 

2* "That changes, if any, should be made in the standards that banks must 
meet in order to qualify for membership in the Federal Reserve System? 
"That would be the advantages of such changes? 

3* "That changes, if any, should be made in the division of authority 
within the Federal Reserve System and in the composition" and method of 
selection of the System's governing bodies? In the size, terms, and 
method of selection of the Board of Governors? In the Open Ilarket 
Committee? In the Boards of Directors and officers of the Federal 
Reserve banks ? IJhat would be the advantages and disadvantages of 
the changes that you suggest? 

VI# Relation of the Federal Reserve to other banking and credit agencies 

lt TJhat are the principal differences if any, between the bank examina-
tion policies of the Federal Reserve and those of the FDIC and the 
Comptroller of the Currency? 

2« To what extent and by what means have the policies of the Federal Re-
serve been coordinated with those of the FDIC and the Comptroller of 
the Currency where the functions of these agencies are closely re-
lated? Tfhat changes, if any, would you recommend to increase the ex-
tent of coordination? To what extent would you alter the division 
among the Federal agencies of the authority to supervise and examine 
banks? 

3# TThat would be the advantages and disadvantages of providing that a 
member of the Federal Reserve Board should be a member of the Board of 
Directors of the Federal Deposit Insurance Corppration? Tfould you 
recommend that this be done? Should the Comptroller of the Currency 
be a member of the Federal Reserve Board? 

In what cases, if any, have the policies of other Government agencies 
that lend and insure loans to private borrowers not been appropriately 
coordinated with general monetary and credit policies? 
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5« TThat changes, if any, should "be made in the powers of the Federal Re-
serve to lend and guarantee loans to nonbank borrowers? Should either 
or both of these powers be possessed by both the Federal Reserve and 
the Reconstruction Finance Corporation? If so, why? If not, why not? 

6* What would be the advantages and disadvantages of establishing a 
national Monetary and Credit Council of the type proposed by the 
Hoover Commission? On balance, do you favor the establishment of 
such a body? If so, what should be its composition? 

VII• Deposit insurance 

What changes, if any, in the laws and policies relating to Federal 
insurance of bank deposits would contribute to the effectiveness of 
general monetary and credit policies? 

VIII# Earnings of the Federal Reserve banks and their utilization, 1940-

1* What changes, if any, should be made in the ownership of the Federal 
Reserve banks? In the dividend rates on Federal Reserve stock? 

2# What changes, if any, should be made in the legislative provisions 
relative to the disposal of Federal Reserve earnings in excess of 
expenses? 
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Yields of governments are important because: 
(1) The rate at -which the government borrows influences 

the cost of government. A rise in rates by 1 per cent would increase the 
cost of the national debt by $2 l/2 billion; a rise to the rates of the 
!920fs would increase the charge by $5 billion annually. At present rates 
the cost of a $250 billion debt is no more than a $500 billion debt in the 
twenties* A government that is charged with heavy responsibilities must 
have access to the money market at reasonable rates. 

(2) Interest rates on government securities are closely 
related to interest rates generally; and the height of interest rates in-
fluences economic activity. In other words, measures which reduce rates 
on governments also tend to reduce rates generally. Indeed, through 
forced purchases imposed on banks the MfA. can segmentate the market for 
Treasury issues; but so far little progress has been made in this direction. 
(Purchases of government securities alone by the Federal Reserve Banks is 
a measure of this kind, as is the preference for governments shown by banks 
generally. The resulting liquidity, however, is soon felt in the prices 
of other assets.) 

(3) Prices of government securities are a matter of much 
importance to financial institutions — life insurance companies, savings 
banks, etc. Falling rates of interest and the related risS of prices have 
made it about twice as expensive to purchase a given amount of protection. 

All of this does not mean that the Federal Reserve should influ-
ence rates in a manner to provide the government with the lowest possible 
interest rates. In fact, there is a great danger that the interests of 
the government may take precedence over those of the economy as a \vhole. 

3. What changes, if any, should be made in the division of 
authority within the Federal Reserve System and in the 
composition and method of selection of the System^ govern-
ing bodies? 

In general, the tendency apparent since 1929 of increasing the 
authority of the Board against the Reserve Banks is the desired direction 
of movement. Even today the Reserve Banks exercise too much influence. 
The Reserve Banks largely reflect the views of bankers and large business. 
In the inflationary period of 19lj6-lj.8, the Reserve Banks along with the 
bankers were in the forefront in the opposition to what would have been 
a correct policy, namely immobilization of additional government securities 
with a view to protecting the government security against a hardening of 
rates and some tightening of credit. So long as the bankers retain much 
control of the system, so long will the system be operated too much from 
the viewpoint of their interests. The airways companies do not control the 
C.A.C., nor the brokers and investment bankers the S.3.C. We have indeed 
gone a long way since Wilson with difficulty introduced a public board in 
Washington. But not far enough. We still have to give expression to the 
theory that banking is a public-interest industry which should be operated 
on behalf of the country. 
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TThat changes, if any, should be made in the standards that 
banks must meet to qualify for membership in the Federal 
Reserve System? Should any banks other than national banks 
be required by law to become members of the System? 

The qualification for membership should be less rigid than at 
present. The best solution would be compulsory membership for all banks --
on the assumption that this is constitutional. A universal Federal Reserve 
System would facilitate control of reserves of the system. 

With its present powers, how effective can the Federal Re-
serve be in maintaining a high level of employment and 
relatively stable price levels? VSaat are the principal 
limitations, if any, on its effectiveness for these purposes? 

Ĵith its present powers, the Federal Reserve unaided cannot assure 
a high level of employment and relatively stable price levels. And for the 
following reasons: 

a. Prices and employment depend on total spending. The 
Federal Reserve at most can control the total supply of money. 

b. Total spending depends on the fiscal policies of govern-
ment, on the income policies of labor, farmers and business, etc., etc. 
Indeed monetary policies can influence these but surely not neutralize 
them as a rule, f̂oat can the Federal Reserve do to extricate the country 
from a depression if the government cuts expenditures and raises taxes and 
labor insists on an annual 10 per cent rise in wages? 

c. Under an ideal system the Federal Reserve would control 
the reserves of the banks and indirectly their total supplies of money. 
Unfortunately, however, there is a serious obstacle in the control of 
monetary supplies in addition to those adumbrated above. This arises from 
the unusual degree of liquidity in the system. Tfith a rise of liquid 
assets of about 200 per cent since 1939 and a rise exceeding that in prices 
by almost three times, the control of total monetary supplies will achieve 
less than in a less liquid situation. For under these conditions, the 
control of monetary supplies faces the obstacle of widespread independence 
of the banking system. 

d. Although the United Steites is the leader in inter-
national monetary policy, it is still true that policies and developments 
abroad influence the American price and employment level. For example, 
large agricultural surpluses the world over tend to depress prices; and 
the dollar scarcity with the resulting inflow of gold and pressure on our 
supplies tends to raise prices here. This steady and persistent pressure 
on the dollar in the thirties tended to metke the task of monetary policy 
easier; for the purchases of gold gave the economy a lift. This may again 
be true; but in 19U6-I1.8, the effects were not helpful# 

e. The requirements of government finance are an addi-
tional obstacle discussed later. 
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6. What changes, if any should be made in the powers of the 
Federal Reserve in o#der to increase its effectiveness? 

a. Reserve requirements for the Reserve Banks should be much more 
flexible. A minimum requirement might be set at one half present levels, 
thus enabling the Reserve Banks to make effective use of their reserves. 

Changes in reserve requirements of Reserve (and member) Banks 
mi^ht be an alternative to change in the price of gold in terms of dollars. 
The fact is that the total bank deposits of this country have increased by 
approximately 1250 times in the last 100 years — from 122 million dollars 
in 18J5 to 152 billion dollars in 19k5* money in circulation increased 
by 150 times — from 0178 million to $22.2 billion. This has been made 
possible by expansion of banks and inflow of gold. In ah advancing economy, 
more money is needed to finance trade and more money is needed to satisfy 
liquidity preference as the public tends to raise the proportion of cash 
held to income. 

The advantages of achieving greater potential expansion in exist-
ing reserves are that this alternative is less disturbing to the economy 
than change in the price of gold; that it does not give a trade advantage 
to the United States in a competitive situation where equilibrium can be 
achieved only by.the United States suffering from some relative deteriora-
tion; and finally the United States does not have to pay for monetary 
expansion by importing the world1s output of gold, thus subsidizing foreign 
gold producers (inclusive of Russian) in exchange for our goods and capital 
rights. 

b. The Federal Reserve should have much greater control of reserve. 
requirements (see 7 below). 

c. The Federal Reserve in conjunction with a Domestic Monetary 
Advisory Council should have the right to vary the price of gold and hence 
the price of the dollar vis-a-vis foreign currencies. In this manner, the 
Federal Reserve may contribute to international equilibrium. A rise in 
the price of gold should increase the export balance and stimulate expan-
sion at home; and a reduction should have the opposite effects. This 
authority should be used with much discretion. 

d. Improved relations between the Treasury and the Federal Reserve 
vis-a-vis Federal fiscal policies might strengthen the Federal Reserve 
(see below). 

7. What changes, if any, should be made in the reserve require-
ments of member banks? In the authority of the Federal Reserve 
to alter member bank reserve requirements? Under -what condi-
tions and for what purposes should the Federal Reserve use 
this power? Tlhat power, if any, should the Federal Reserve 
have relative to the reserve requirements of nonmember banks? 
Reserve requirements are anachronistic. Thus, there is no logic 

in the requirement that reserves vary according to the size of the city. 
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6. 

This was a requirement justified in the pre-central banking days* Above 
all, the weakness in the present system is the limited authority of the 
Federal Reserve over member bank reserve requirements. On this score, the 
Federal Reserve Board has made sensible proposals. 

The Federal Reserve should have the authority to raise or lower 
reserve requirements of banks to a much greater degree than is possible 
now* Increased authority should be given in stages. A central bank can 
exercise little authority unless it can control the reserves of banks. In 
the twenties, this proved difficult because attempts to cut reserves by 
open market operations were followed by increased borrowings by banks. 
In the thirties, the attempts to increase reserves of member banks by open 
market operations were frustrated by repayments of loans by banks, and 
outflow of currency. In the forties, attempts to control expansion en-
countered the obstacle of guaranteed resales of government securities to 
the Federal Reserve Banks. Throughout its history the Federal Reserve 
has not been able to control adequately the reserves of banks. Even the 
new power to alter reserve requirements has been inadequate in a situation 
where automatic conversion of securities into cash by banks is possible. 
It follows, therefore, that even increased poiver over reserve requirements 
will not suffice unless some limitations are put on the right of resale of 
securities to the Reserve Banks. Hence the need of compulsory immobiliza-
tion of government securities. 

The Federal Reserve should utilize the power to change reserve 
requirement whenever the economy is suffering from serious excesses or 
deficiencies in money and when orthodox measures fail to correct the situa-
tion. This authority should be leavened by the right to vary reserves by 
districts and even to some extent for individual banks. 

Obviously, the control mil be less than perfect so long as non-
members are not subject to it. In fact, this increased authority imposed 
upon the member banks only would offer a stimulus to desert the system. 

8. What changes, if any, should be made in the power of the Federal 
Reserve to exercise selective credit controls? Has its regu-
lation of margin requirements on security loans had any 
undesirable effects? Should it have the permanent power to 
regulate consumer credit? Should selective controls be 
applied to any other types of credit? If so, what should be 
the guiding principles? 

The case for selective controls is probably greater than ever 
just because both the banks and the public are largely free of control 
of the central banking system, the banks because they can convert govern-
ments into cash, and the public because it has large excesses of liquid 
assets. By controlling the use to which credit or cash can be put the 
Federal Reserve may well influence both the total amount of money and its 
activity. Indeed closing some areas to ci*edit activity will release money 
and credit for other areas; but nevertheless by concentrating on probable 
areas of infection the system can influence total supplies of money and 
monetary activity. 
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At present the controls are not merely of margins and consumer 
credit, but also of security loans through prohibition of such loans by 
non-banking lenders (the notorious loans on account of others) and some 
limits on real estate loans. The main objective of these controls has been 
to discourage excessive credits for speculative purposes; and on the -whole 
they have had a beneficial effect. At least any excessive rises cannot be 
associated substantially with the type of speculative activities prominent 
in the twenties. 

The government might seriously consider the extension of these 
oontrols in so far as the required controls would not be confronted with 
excessive administrative problems. For example, some control of credit for 
inventory accumulation might dampen enthusiasm at appropriate times and 
relaxation stimulate the economy. In fact, the whole problem of the rela-
tion of credit to the large fluctuations in investment which account for 
such large part of the total variation in output requires further 
consideration. 

9» What changes, if any, should be made in the division of 
monetary and credit control powers between the Federal 
Reserve and the Treasury? In the methods of coordinating 
their policies? Would you advocate increasing or decreas-
ing the degree of independence of the Federal Reserve? 
Obviously the Treasury with the primary responsibility of raising 

revenue and selling securities has a strong interest in monetary and credit 
policy. Increasingly since 19llj. as governments place in the economy has 
expanded, the Treasury has arrogated to itself increased powers. Wars, 
depression and Messrs. Horgenthau's and Snyder*s close relations with the 
President accelerated that trend. No monetary organization and no monetary 
policy can fail to take into account the government's interest in monetary 
policy. Hence the Treasury, guardian of the government's interest, must 
play a vital part. The objective of an independent central bank is scarcely 
even mentioned any more. 

That does not mean, however, that Treasury interests should 
dominate policy. There is a great danger that a Secretary of the Treasury 
close to the President may determine policy without an adequate considera-
tion of the interests of the private economy against those of the govern-
ment. I would not advocate an increased independence for the Federal 
Reserve; but I would advocate improved coordination between the Federal 
Reserve, the Treasury, the Federal Deposit Insurance Corporation (F.D.I.C.), 
the Independent Lending Agencies (inclusive of E.R.P.), with the best in-
terest of the whole economy the objective. Perhaps as important as the 
relation of the various government interests is that of the Federal Reserve 
Board and the Federal Reserve Banks. If the various government agencies 
and departments involved are frequently in conflict, they do at least 
presumably seek the best interest of the entire economy. This is not 
necessarily true of the Federal Reserve Banks which to a substantial de-
gree are under the influence of banks. 

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



8. 

10. llhat changes, if any, should be made in our monetary policy 
relative to silver? TUhat should be the principal considera-
tions in this policy? 

There is no case for support of silver.other than the case for 
support of any special interests. I suspect that the silver interests have 
in many -ways as strong a case as the farmers, the protected industries, 
the gold miners, etc. But unfortunately any support given to silver has 
peculiar monetary repercussions — e. g., increased supplies of money inclu-
sive of gold. The simplest way of obtaining increased supplies of money is 
increased flexibility in reserve requirements; and if necessary changes in 
the price of gold. These are much less costly to the economy than manipu-
lation of the price of silver and creation of artificial markets for silver. 
Indeed, the silver interests may reply why favor gold alone. This is not 
an easy question to answer, though gold has a relatively assured market 
everywhere. (Even this is a myth as we should discover if we tried to 
unload even 15 billion of our $23 billion of gold.) In short, the case 
for support of the silver market is not strong. On the other hand, removal 
of any support should be a gradual process, even with some compensation to 
the interests involved. This would be much less costly than continued 
support. 

11. Should all of our money, including bank deposits, be freely 
redeemable in gold coin on demand for all purposes? "Hhat 
would be the advantages and disadvantages of such a policy? 
TTould it lead to hoarding under some circumstances? 

This is a preposterous proposal still being made in some quarters. 
The advantage presumably would be a reduction in the gold reserve and, 
therefore, a pressure to keep monetary supplies from increasing and even 
to reduce them. Since our whole history has been one of finding enough 
money to finance a growing economy, it would be absurd to tie our hands 
in the manner suggested. Besides, the value of a dollar depends not on 
the gold or silver into which it is convertible but on supply and demand. 
Incidentally, gold coins in circulation even by 1930 were only about one-
half those in the early years of the 20th Century, even though income -was 
about three times as high. The reduction since 1900 was not wholly, then, 
a Hew Deal trick. It is pertinent to inquire how far we would have ad-
vanced in the last 100 years had the country insisted on the past methods 
of monetary creation. The development of banks, the changes in organiza-
tion, the reduction in reserves, the withdrawal of gold from circulation, 
the favorable balance of payments — all of these contributed to the 
necessary growth. 

12. Under what conditions and for what purposes should the 
price of gold be changed, if at all? 

This problem has been treated above to some extent (see 6). 
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The price of gold should be changed when this is likely to be 
the most effective way of increasing the supply of money when such in-
creases are required. Under the Bretton Woods Agreement, provision is 
made for a rise in the price of gold by participating countries. The 
United States should approve such rises where shortages in gold or even 
bad maldistribution (e*g,, in the thirties) might stimulate business 
activity. Conversely, the case for a reduction as a means of stemming 
inflation should be considered* But, on the whole, this is a power to be 
used sparingly; for there are more effective ways of raising monetary 
supplies. 

In the last year or two there has been much agitation for the 
United States to raise the price of gold as a means of stimulating the 
output of gold. A rise in dollar prices of about JO per cent with only 
small overall and sporadic rises in the price of gold (e. g., in free 
markets) has made gold mining unprofitable% But this government should 
be wary of a proposal to raise the price of gold under current conditions. 
First, because the effect would be to increase relatively the purchasing 
power in this country of countries with much gold; and reduce the command 
over our goods of the ERP countries, which, on the whole, do not have 
much gold. It would be contrary to the objectives of American policy to 
favor the countries with gold against the ERP countries. Second, as the 
resulting inflow of gold cumulates, the effect would be to depress the 
dollar vis-a-vis foreign currencies (in so far as freedom prevails) and 
thus strengthen the competitive position of this country further and 
offset the favorable effects on reserves of the countries with gold and 
weaken the competitive position of ERP countries. 

13. lhat changes, if any, should be made in the powers and 
policies of the Federal Deposit Insurance Corporation? 
In the coverage of deposit insurance? In the basis and 
rates for deposit insurance premiums? In the commit-
ments of the Government itself to provide financial 
assistance at any time that the resources of the FDIC 
might prove to be inadequate? 
I have not followed the detailed policies of the FDIC. In 

general, the establishment of guarantee of bank deposits was a wise move 
and has proved to be such. It amounts virtually to a government guarantee* 
Surely if the funds of the FDIC proved inadequate, the government would 
have to support the banks. Wholesale bank failures are much less likely 
than in the thirties, first, because the New Deal has put many floors 
under spending and, second, because the insurance of deposits relieves 
anxiety and withdrawal of deposits. Nevertheless, as a result of deposit 
insurance, banking has become virtually a riskless business, and there is 
much to be said for a larger part of the profits of the banks being made 
available as reserves for the system through increased taxation of banks. 
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Ill* Iflhat changes, if any, should be made in the division of 
the authority to supervise and examine banks? In the 
objectives and policies of the various supervisory and 
examining agencies? 

This is a problem that I cannot write about with authority. In 
general, my impression is too much division of authority and too little 
integration among the Federal Reserve, the Comptroller of the Currency, the 
PDIC and the State Bank Commissioners. Obviously, there should be more 
flexibility in standards especially with changing conditions, though this 
in practice is difficult to achieve. 

15* Under what conditions and for what purposes should the 
Government or its agencies lend to private borrowrs or 
guarantee loans to private borrowers? Tlhat are the ad-
vantages and disadvantages of these activities? TRhat 
are the relative advantages and disadvantages of Govern-
ment loans to private borrowers as compared with the 
Government guarantee of private loans? 
The government should not lend or guarantee private loans unless 

the national interest is served by so doing. Obviously when general 
activity is too high or more than adequate, the government's task is not 
to contribute further to demand. But in depression conditions, when lend-
ing agencies are excessively bearish or even when they are correctly 
bearish, then the government should intervene directly. ?ihereas a private 
bank or lending agency may (say) lose a few per cent on each loan, the 
government losing a few per cent may contribute sufficiently towards addi-
tional income and tax revenues to make the additional lending pay. Even 
in periods of high activity there may be a case for government lending in 
areas where inadequate facilities are a threat to continued high activity. 

The choice between a loan and a guarantee is one largely of the 
relative costs to the government and of the availability of adequate 
lending facilities by private interests. Obviously if more loans are 
required in depression and monetary expansion and government spending 
do not achieve recovery, then there is a case for government lending. 
This will offend the average American less than government operation. 
Guarantees will offend even less than loans; but the private lender must 
be content with a net return which takes into account the government 
guarantee. 

This is an important issue both under the ERP program and for 
future lending abroad. Undoubtedly the interests of this country lie in 
increased foreign lending. One way of achieving this short of government 
lending is guarantee of private lending. But the government should be 
sure that guarantees will not cost more than direct public loans, especially 
since guarantees may stimulate careless financing. 
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11. 

16. Have the activities of the Government agencies that lend 
to private borrowers or guarantee private loans been 
appropriately coordinated with general monetary and credit 
policies? If not, should the degree of coordination be 
increased? With respect to what policies? If a greater 
degree of coordination is desirable, how should this be 
accomplished? 

In general, there is not much evidence of conscious coordina-
tion of government lending agencies with those responsible for monetary 
policy. It should be made clear at the outset that these agencies do not 
create moneys they activate it. These agencies lend or buy according to 
the requirements in various segments of the economy -- e. g., Farm Inter-
mediate Credit banks to farmers, Federal home loan banks to home owners, 
Reconstruction Finance Corporation to sellers of investments. They tend 
to increase activities in depression; this suggests coordination with 
general monetary and credit policies. Yet from Ilarch 31* 19^8 to December 
31, 1948 the loans receivable of all government corporations and credit 
agencies rose from $10.2 billion to Oil*7 billion. From the viewpoint of 
general requirements this expansion was probably not vase. 

Unfortunately, it is not too easy to coordinate the policies of 
these agencies with the monetary and credit agencies. When %he farmers 
need more credit, the farm credit agencies find it; when more funds are 
required for foreign investments, then the Export-Import banks make ad-
vances. These are not necessarily times when what is required is more 
general spending. Nevertheless, in so far as possible the agencies should 
lend less and buy less in periods of exuberancy and lend more and buy more 
in depression. A well coordinated monetary policy requires the integra-
tion of "spending" as well as money creating policies.* Clearly a Federal 
Loan Administrator should be a member of the Domestic Monetary Council 
(see below). 

17* What should be the guiding principles of the Government's 
over-all taxing and spending policies? To achieve an 
annually balanced budget even though national income and 
price levels fluctuate? To achieve a surplus at all times 
in order to reduce its debt? To achieve a deficit at all 
times? To achieve a surplus at some times and a deficit at 
other times? If the budget should not be balanced annually, 
what principles should guide the authorities in determining 
the amounts of the surplus or deficit, and under what con-
ditions should there be a surplus or deficit? Should tax 
rates be held constant throughout a business cycle or changed 
as business conditions change? TJhat tax rates, if any, should 
be flexible? Should the rate of Government spending be 
varied for the purpose of promoting economic stability? If 
so, what should be the guiding principles? Is it feasible 
and desirable to develop automatic guides to fiscal policy? 
If so, what should they be? 
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The guiding principle of government tax policy should be its 
contribution to a healthy economy. No longer is the principle of the 
18th and 19th Centuries of adequacy of revenue the vital consideration. 

Through its fiscal policy the government should make the greatest 
possible contribution to sustaining and even increasing employment and out-
put. That means the day of the annual balancing of the budget is over. 
That also means that if the economy is expanding too rapidly or is experienc-
ing a substantial inflation that the government should raise taxes and 
reduce spending. In periods of under-activity the government's task is 
more spending and less taxes. 

It follows that debt accumulation is to be expected in periods 
of decline or under-activity and debt contraction in periods of over-
expansion. These cyclical policies of government are compatible with 
long-run growth of public debt. In a war or quasi-war economy, there is 
no choice but to incur debt. In a peaceful economy, a declining rate of 
investment and an increased amount of saving with a rising standard sug-
gest the need of increased spending by government. So long as the debt 
charge remains in a reasonable proportion to national income, there is 
little danger in a rising debt. Surely, the $250 billion debt of 1949 
with a f)5 billion debt charge and 0225 billion income is less of a burden 
than the 0l/2 billion debt charge and yî O billion income in the depths 
of the depression. It is the government's responsibility to keep the 
economy growing at an even rate. A generation from now a national debt 
of 05OO billion and a debt charge of 010 billion will be no great burden 
in a 03^0 billion or more economy. The unfortunate aspect of our growing 
debt is that virtually the whole federal debt is a war debt and hence the 
money was spent for wasteful purposes. (The peacetime accumulation from 
I93O to 191*0 was but 025 billion, and against this we should put repayments 
of about 08 billion in the twenties.) 

The tax system should have as much built-in flexibility as 
possible. That means it should respond to changing business conditions. 
In periods of rising activity, tax collection should automatically rise, 
thus operating as a brake on the tendency to expand too rapidly. And in 
periods of declining activity taxes should automatically decline, thus 
stimulating activity. 

This is a large part of the case for the income tax, for this 
tax behaves in the suggested manner. This is also the case for a better 
integration of federal, state, and local taxes. For the general property 
tax, the almost exclusive source of revenue for local government, is the 
most inflexible of our important taxes in the fiscal arsenal. From 1932 
to I9k5> when personal national income rose from L\0 to 171 billion dollars, 
the yield of the general property tax remained virtually unchanged at Olj. 
billion. This tax should play a declining part in the economy. In so far 
as local governments cannot perform their functions adequately through 
recourse to a general property tax at present or better substantially 
lower rates, it is the responsibility of federal and state governments 
to use more flexible taxes to finance these functions in part. 
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13. 

An even greater degree of flexibility can be achieved by varia-
tions in tax rates. This is especially important because if fiscal policy 
is to play its proper role, it must respond quickly. An 18-month gestation 
period for a change in tax structure may be worse than no change at all. 
Under limits set by Congress, the Executive should have the prerogative of 
changing tax rates (particularly for income and payroll taxes) every three 
months and also achieve greater flexibility in the timing of expenditures. 

The automatic guides to fiscal policy should be: the amount of 
unemployment; the volume of industrial output; movements in wholesale and 
retail prices. Numerous indices give warning of impending trouble even 
admitting that forecasting is still not all that it should be — e. g., 
unfilled orders, the rate of interest (though now under control), movements 
in inventories, speculative price indices. 

18. What are the principal limitations on the effectiveness of 
a flexible fiscal policy as an instrument of economic 
stabilization? What changes in the division of authority 
and in procedures would increase the effectiveness of 
fiscal policy for this purpose? 

First and foremost is the unwillingness of Congress to delegate 
powers to the Executive. 

Second is the political pressure to increase public spending and 
reduce taxes irrespective of the underlying conditions — the experience 
of 1914.6-14.8 is evidence of this. 

Third is the time it takes to increase spending and reduce tax 
rates or vice versa. (Related to one.) 

Fourth is the difficulty of forecasting. This does not by any 
means rule out use of proper fiscal policy. It merely reduces its con-
tribution. 

Fifth is the difficulty of adapting many expenditures to the 
requirements of appropriate fiscal policy. Thus in 19U7--U8 housing was 
a must, as were large military and foreign aid outlays* Fiscal policy 
had to yield. At other times, issues of equity arise -- e. g., an 
improved social security program in 19i|7-l|.8* 

Sixth is the clash of policies of Federal and other governments. 
Consider the contractionist policies of the state and local governments in 
the early thirties. 

Seventh is the almost complete ignorance of the public of the 
issues involved. 

I have suggested above that greater discretion to the Executive 
would facilitate proper use of fiscal policy. Also helpful would be better 
integration among federal agencies and departments involved. 
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1U. 

19. Tflrat changes, if any, in the Government's debt management 
policies would promote economic stability? In Treasury 
policies relative to interest rates? In the types and pro-
portions of securities issued? Should these vary with changes 
in economic conditions? If so, according to what principles? 
Under what conditions should the Treasury borrow from the 
commercial banks? From others? Under what conditions should 
it seek to retire debt held by the banks? To retire debt held 
by others? 
The correct policy seems to me to be one of incurring debt to 

stimulate a declining economy and repaying debt in an inflationary economy. 
In 19i|.6-ij.8, the government therefore was on the right track; but not moving 
fast enough. 

In general, the Treasury tries to achieve low interest rates. 
In part by stumping for expansionist monetary policy, and with resulting 
high demand for government securities; and in part by relying increasingly 
on the sales of short-term securities. The reduction in the average yield 
of government securities stems both from the increased demand and the 
change in the structure of the debt. In order to keep the average cost 
down, the Treasury should continue to rely heavily on short-term issues; 
and particularly since the economy is so liquid. 

There is always a temptation, as suggested earlier, for the 
Treasury to concentrate on its own problems and not pay sufficient heed 
to the requirements of the economy. Excessive concern with low rates may 
well bring about inflation with unfortunate effects. Judicious policy 
will take into account the government's and the economy's stakes in low 
rates and also the effects of excessive money supplies. 

This is far from suggesting that the government should call in 
its short-term debt and raise interest rates sufficiently so that the debt 
should gravitate from the banks to the public. This would yield unnecessary 
xvindfalls to the rentier. In fact, the point may be made that for the risk-
less task of buying government securities the banks receive excessive re-
turns. A net rate of 1 per cent (after taxes), not 1 l/2 may be adequate 
compensation. 

In carrying out its debt policies, the government should not peg 
the price of government securities (e. g*, 2 l/2 per cent bonds at 100) • 
This results in shifts from short-term to long-term. 7?hy accept l/2-l per 
cent when a riskless 2 or 2 l/2 per cent security can be bought. 

Incidentally, the great advance in ̂ brld War II of segmentating 
the markets, that is providing special securities for each class of in-
vestor, enables the government to keep the average rate down; and this 
policy should be continued and even expanded if possible. 
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15. 

20. What changes, if any, would you advocate in the methods 
and procedures for coordinating the Government's monetary, 
credit, and fiscal policies with each other and with other 
economic policies? 

This question has largely been answered above. More discretion 
for the Executive; a domestic monetary policy council with representatives 
of the Treasury, Federal Reserve, Federal Lending Policies, the Inter-
national Advisory Council, the President's Economic Council; some machinery 
for integrating monetary and income policy — all of these would help. 
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