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- -

In closing I would like to remind the Committee of the interest
that the Federal Reserve System has in this legislation. As members of this
Committee are aware, the Federal Reserve, through open market operations,
must stabilize the market for Government securities and provide the banks

 with the reserves necessary to enable them to absorb that part of the debt
which is not financed by taxation or borrowing from the genersl public. The
less we raise in taxes and public borrowing, the more the banks have to be
relied upon to supply the funds to fight this war., And the more the danks
buy, the greater the pressure of dollars on the economy. We know that the
banks have bought many Government securities and that they will have to buy
more. We must make it possible for them to do so, for nothing must be per-
mitted to clog the flow of money needed to finance the war, But as the tide
of money rises, it becomes increasingly important to maintain the restraints
that hold it in check.

If we fail to sustain public faith in the dollaer, the liquidation
of securities which would result would inevitably force the Federal Reserve
System to absorb the bonds thus liquidated. This, in turn, would amount to
pumping that much more money into the economy, with increasingly perilous
results. This must not happen, but it could happen if we allowed the faith
of our people to be undermined by a failure to hold this line against infla-
tion.
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