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On the State of the Economy
It is flattering to have been asked to appear before you today. After 
an examination of conscience, however, I find my sense of self-esteem 
greatly reduced by the necessity of confessing that I have no new figures 
and no new and revealing arrangement of old figures. I think I should 
also confess—and this is done out of no sense of false modesty—that 
I do not know the answers to the problems that beset us.

At the moment, without trying to support the point with figures, it 
seems to me that we are churning around at a high level of economic 
activity, perhaps even edging upward a little, all without going any
where in a hurry. Whether this slowdown in our rate of expansion will 
be followed by a break-out on the upside, with continued recovery, or 
on the downside, I do not know; but I am sure that when the facts are 
in, it will appear to everyone, including myself, that I ought to have 
known.

Let me state a few convictions for whatever they may be worth:
1. If we break out of this pause on the downside, there is no pres

ently visible, objective, rational reason why the period of adjustment 
should be long and deep. It will only be long and deep if we take 
counsel of our fears and frighten each other into panic. If we do this, 
then we are stupid.

2. It is inevitable, in the normal misjudgments of human beings, 
especially when correct judgments are made the more difficult by a long 
inflationary cycle such as this country has had, that there will appear a 
thousand and one misapplications of capital and manpower that find a 
less-than-expected market for their products and services. It is possible, 
to be sure, that we shall be unpleasantly surprised by the magnitude 
and extent of the adjustments that may be necessary. I myself believe 
that they are of a size and magnitude small enough that our dynamic 
economic system can accommodate itself to them.

What chiefly scares me is that we shall attempt to over-manage the 
economy, wherein I think our last case may well be worse than our first. 
What is continuously needed is not a single adjustment but a myriad of 
adjustments. These can only be made by a flexible economy whose 
decisions related to manpower and capital are under the day-to-day 
guidance of free consumer and free investor choices. I realize that an 
economy guided by a free market is often an uncomfortable thing to 
have around; a free market often seems to behave miserably. Unfortu
nately, in my judgment, there is no substitute for it.

So I bespeak my conviction that we should at this time be guided 
by two general philosophies:

a. Speaking simply as an American citizen, I think we should 
see to it that the pains of readjustment do not fall with over
whelming and degrading force on the unemployed, which is the 
tragic and classic locale of most of those pains. I believe we are 
bound in conscience not to let that happen.

NOTE—Statement of Malcolm Bryan, President of the Federal Reserve Bank of 
Atlanta, before the Joint Economic Committee, Washington, D. C., August 15, 
1962.
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b. Again, speaking simply as an American citizen,
I believe we should do the things we know that Gov
ernment can do and do well. We should see that 
competition is maintained in all sectors of the econ
omy; we should see that the consumer is protected 
against the sharp practice of an occasional scoundrel; 
we should see that he is protected in those areas 
where his quality judgments do not suffice. Even, if 
I dare say it, I think we should strive studiously to 
avoid rigidities introduced into the economy by Gov
ernment itself. After that, I believe we shall be well 
advised to give the free market economy a chance to 
adjust itself before we intervene with massive medi
cations. I shall make a slight further allusion to this 
point in a minute or so.
Now, as for monetary policy. As I see it, monetary 

policy in most of the postwar period can be interpreted 
around a few simple ideas.

First of all, we have been striving to bring inflation to 
an end, but to bring it to an end so gently and so grad
ually that American businesses, individuals, governments, 
and the managers of savings institutions could continually 
examine their commitments in the light of a gradually 
evolving situation, not in the light of a sudden and dra
matic alteration in their environment, which would neces
sitate sudden, large, and dramatic adjustments.

Put in a different frame of reference, we have been 
feeling our way slowly toward a viable structure of inter
est rates that will attract from the American people as 
savers the large bulk of the funds that other Americans, 
American governments, and our offshore friends want to 
borrow. Note, however, a point so many times made: The 
Federal Reserve System has had no intellectual or emo
tional preoccupation with either high interest rates or low 
interest rates, as such. We have merely wanted an interest 
rate— the price for money— that largely equates the sup
ply of savings that Americans are willing to furnish at that 
price with the demand for American savings at that price.

At the same time, we have allowed for a growth of 
bank reserves intended to accommodate a growth in the 
money supply, which has been intended in turn to accom
modate the increasing population and the increasing trans
actions of our country. That growth of reserves over the 
long postwar period exhibits a straight-line trend of 3 
percent per annum.

I do not believe that this has been a tight money policy. 
Indeed, if it is to be criticized, I think the criticism over 
the long period is that it may have been too easy, delaying 
adjustments that, considering the constant change in a 
consumer-guided economy, are forever necessary and are 
the easier the more promptly they are made; if we are to 
be criticized, I suspect the criticism is properly taken on 
the point that we have allowed too much of the economy’s 
expansion to be financed out of bank created credit.

Second, speaking not to the long term but to our re
action toward cyclical situations, we have had an extra
ordinarily simple pattern. Whenever we could detect a 
downward trend in economic activities, we have acted 
promptly to increase the supply of bank reserves and thus 
to permit banks to seek loans and investments and, in 
turn, to increase the money supply. By the same token,

when we have detected the economy operating in condi
tions of boom, we have allowed borrowing demands to 
press against bank reserves and interest rates to call up a 
greater supply of real savings.

The pattern has been as simple as that. Our counter
cyclical actions, whether by luck or sophistication I do not 
know, seem to me to have had an excellent result. We 
have avoided in postwar America a long or severe depres
sion of the sort that has characterized other postwar pe
riods, and the economy has responded when we have tried 
to stimulate it by monetary means.

Now, let me go back to a point made a short while ago. 
In endeavoring to stimulate the economy we have in
creased bank reserves, after adjusting for changes in re
serve requirements, from the low point in April 1960 of 
$18.2 billion to $20.0 billion (daily average basis) in 
July 1962. This has amounted to a 10-percent increase. 
Note that the figure for total reserves, both on a seasonally 
adjusted and unadjusted basis, stands comfortably above 
the long-run 3-percent growth rate in bank reserves. In 
short, we have had an easy money policy. The commercial 
banks of this country have responded to this easy money 
policy by expanding their loans and investments $31.2 
billion, seasonally adjusted, or 16.8 percent, between 
April 1960 and July 1962.

Still, we must all agree that the economy, while it has 
responded to monetary ease, has not recently been re
sponding altogether to the heart’s desire. Although the 
figures, I believe, give an exaggerated impression, we have 
an uncomfortable overcapacity in many lines. True, the 
figures for July were somewhat heartening, but unemploy
ment remains higher than it should be.

This leads me to an uneasy suspicion that something is 
happening in the economic system that we do not quite 
understand. Since I must frankly say that I do not believe 
it to be a lack of money availability, I believe a search 
for what is happening to our economy must take other 
directions; we need an agonizing reappraisal of some of 
the other elements of our total national policy. Mean
while, with so many doctors disagreeing, I think we would 
be smart to postpone any exploratory operations or mas
sive medications.

It seems to me that the economy is like a man slightly 
afflicted with hypochondria who goes to his physician for 
a regular check-up and mentions that he has not been 
feeling as peppy of recent weeks as he had been. I think 
the physician in such a case would be wise and prudent 
to keep the patient under observation for a time before he 
begins dosing him either with tranquilizers or stimulants. 
Neither may be needed. With the art of economic diagnosis 
what it is, I feel that we should all be wise to pause a 
while and to find out, as best we can, what is actually 
happening in the economy before we begin dosing it. Such 
a suggestion may have the defect of being a little behind
hand in the beginning of treatment, if treatment is needed; 
it has the enormous advantage of assuring that the patient 
is not treated with a medicine that aggravates, rather than 
remedies, his condition.

That leads to a further question. Do I believe that ad
ditional injections of easy money would help the economy 
at this time? I do not.
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