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go into scarce goods that are controlled. There is nothing to prevent them
from going into real estate, stocks, or other capital assets == including
surplus property =-- that can be sold for more and more dollars as prices

go higher and higher,

Such a situation makes fixed obligations, like Government securi-~
ties, increasingly unattractive, It is not an overstatement to say that
the entire war financing program could be quickly put in jeopardy if any
substantial shift of funds from fixed obligations to capital assets were
to take place.

Moreover, to the extent that the public came to regard Government
securities as a less desirable investment than the purchase of capital
assets, or, to put it another way, to the extent that the public lost con-
fidence in Government securities and sought to protect dollars by putting
them into real estate, stocks, or other assets, the inflation potential
would rapidly increase in magnitude. For under such conditions the Govern-
ment would hayve to rely more and more upon the banking system to obtain
funds and thus more and more supplies of new money would be added to the
already swollen supply.

The Obligation to War Veterans

This Government has constantly appealed to the public to support
the stabilization program in its own interest and particulaerly in the
interest of the armed forces. The theme has been dwelt upon over and over
again that we must not lose on the home front while they are winning on the
battle front. They have been led to believe that their visions of a home,

a farm, and other necessities and comforts of life can be realized when the
war is over., Congress has encouraged this hope in the so-called G. I. Bill
of Rights and in providing dismissal pay., The obligation is inescapable to
take whatever steps are necessary to protect the values of these necessities
and comflorts so that they will not be hopelessly out of reach of the veterans
of this war.

The Congress. and all who share the responsibility for success of
the stabilization program will face a wrathful day of reckoning if stay-at-
home profiteers and speculators are not effectively prevented from driving
the prices of these values to a point beyond reach of the veteran's purse.
War profits are not in that purse, No sympathy need be wasted on the
speculator, He can protect himself. Invariably, it is the little people
who are ruinously drawn into the vortex of upward spiraling prices.
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then be important to encourage new investment. At such time, of course,

provision should be made to make sure that this inflation control device

will not be a deterrent to investment in new and desirable private enter-
prise.

Inflated Capital Values Would Undermine Postwar Stability

It is apparent that if the dangers outlined here should not be
evoided and capital values were to rise to excessive levels, the entire
basis for postwar stability and prosperity would be undermined. All post-
war planning rests on the assumption that prices will not rise substantially
above present levels., Capital values could not be inflated without in-
fecting all the rest of the economy, with all the ultimately destructive
sequences flowing from inflation of the price, wage and income structure.
Inflated farm land values after the last war, coupled with the price
collapse, were at the bottom of the agricultural distress that accompanied
the "prosperous Twenties". The hardship then fell particularly to the lot
of the war veterans who bought farms. It was reflected in wholesale bank
failures in the agricultural areas, It needs to be repeatedly emphasized
that great as was the havoc wrought by the inflation and subsequent de-
flation of the early Twenties, especially in the ruinous effects upon agrir
culture, the inflation potential then was not a circumstance to what it is
now and will be after this war.

Proposed Penalty Rate on Wartime Capital Gains

Congress should be asked to impose a substential wartime penalty
rate on speculative capital gains obtained from the resale of assets
purchased during the period of the inflationary emergency and dating back
to January 1, 1945. The wartime rate should be kept separate from the
regular capital gains tax, which would apply to the sale of assets purchased
after the emergency is over.

The special rate should apply to all profits defined as capital
gains under current provisions. It should apply to individuals and corpora«
tions alike and steep rates should be imposeds If the property has been
held for less than 2 years the rate might be 90 per cent, and thereafter
for each additional year it might be reduced by 10 points until the exist-
ing rate on capital gains is reached. Capital losses incurred on trans-
actions subject to the war tax on capital profits should be deductible
against such profits.

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



Sumnery of the Case for Action Now

Those charged with responsibility for carrying. out the stabilize-
tion program should bring the situation forcefully to the attention of
Congress. The case for prompt action on this line is so strong that it is
difficult to see how Congress could refuse to act., Until this gap in the
line is closed, there is the ever-present danger that more and more of the
billions that are or should be invested in war bonds will be tempted into
capital wvalues. To the extent that this happens, it not only undermines the
Government's financing operations, but it multiplies inflationary forces
that threaten now and in the postwar. More and more funds would then have
to be raised through the banking system, That, in turn, means more and
more newly created money, adding fresh fuel to inflationary fires. This
argument alone should be compelling. But there are other strong consider-
ations. The so-called G. I. Bill of Rights is one of many assurances to
returning veterans that they will be helped in buying a home, a farm. What
becomes of such assurances if the prices of homes and farms are driven to
prohibitively high levels by a failure to close this gap? How can anyone
defend a situation in which the bigger the speculator, the greater the ad-
vantage to him in escaping from high surtaxes through this loophole? What
becomes of pledges to take the profiteering out of war when this invitation
to make fortunes out of war conditions is held out to big speculators, busi~
nesses, as well as individuals? How can we hold the line on the labor front
if we fail to put a stop to this flagrant war profiteering?

If this simple over-all action should subsequently turn out to be
insufficient to curb rising prices of capital assets, then supplementary
action to restrain the use of credit could bes taken with justification now
lacking., The defect in credit curbs alone is that they put second things
first at a time when credit is not the dangerous factor, and they prevent
regular, legitimate transactions, but fail entirely to reasch the speculator
operating on a cash basis, The penalty rate on capital gains would strike
effectively at the speculative buyer without interference with legitimate
transactions.

The leak in the dike should be stopped without further delay --
before it overwhelms the entire stabilization program.

February 8, 19L5.
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