ROTEE FOR ADDRESS BY THE PRESIDENT
ON THE NATIONAL CREDIT.

My friends, an issue has been raised in this campaign, a
false issue, that would not have been raised were not the memory
of some men--some women, too, perhaps--pitifully short. It has
been raised by persons whose entrenched and fortified position
in the economic life of our country shielded theam from the worst
effects of the depression and made them the foremost to profit
from recovery.

Alreading owning or controlling mich of the nation's me-
terial resources before the recovery from depression began,
they now have the additional weslth and income that three years
of business improvement have brought to them. And they have
gained this, mind you, not through any bold initiative or excep-
tional emterprise on their own part, but through & recovery final-
1y brought about by measures initiated end energetically pursued
by government after all private efforts, and an administration too
much reliant on those efforts, had miserably failed, They have for-
gotten, and seem to think that othere will also quickly forget, what
the dismal prospects of business and finance were three or four
yeers ago, what the fears of business men and bankers were then,
how powerless they were then to cope with the economic forces that
threatened to overwhelm them., They have forgotten, too, that it
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was the power of the mational government and the strength of the
national credit that finally saved them.

For they come forward now challenging, attacking, deerying
as & fearful and abhorrent thing, the very means by which the pro-
cesses of recovery have been set in motion., The igsue that they
raise 1s the use of the nationsl credit-—the use of that oredit to
combat the soclal and economic evils of depression, to give an
impetus to business and employment, and to increasse the nstional
wealth and income for the benefit of all clesses of our people. They
say that because of this use of the national eredit the country is
on the road to bankruptey and ruin. They would have you believe, if
they could meke you do so, thet long into the future, for genera-
tions yet unborn, the American people will be oppressed with the
debt oreated during this national emergency.

These ere the dire prophecies, the "solemn words of warning,®
of buginees and financial leaders who eight or nine yesrs ago--not
long enough for most of us to have forgotten--were acelaiming & new
ere of industrial prosperity snd rallying under a banner that was
to abolish poverty forever from this lend, Have they more wisdom,
more foresight now thsn they had then? Only & little while later,
eix or seven years ago, they were explaining awey a world-rocking
crash in the stock market and assuring us that business and finencial
conditions in the United States were fundamentally sound, the stock-
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market crash but a brief interlude in the new-found prosperity.
Have they a profounder understanding now, even of their own ime
mediate concerns and activities, than they had then?

And are they more relisble guides now to national monetary end
fiscal policy than they were from 1929 to 19887 They told us them
that if we but kept the budget in balance, end held taxes down, and
adhered steadfastly to sound money and & currency convertible into
gold, "the natural forces of recovery” would come to our rescus and
all would soon be well, But while they harped on that tune year in
and year out the appalling miseries of deflation and depression spresd
wider and wider, business and employment and values fell lower and
lower, disecouragement end despeir grew darker and darker, until st
length their whole veunted system went into a conwvulsion that closed
every bank in the country. That is what came of their prophecies.

What, then, is this use of the national credit about which they
raise such a great hue and ory? What is this inecrease in the national
debt which they seek to surround with an atmosphere of suspicion and
distrust? The netional oredit, my friends, is not the privete pos~
session of business and finance; it is not scmething that business
and finance magnanimously confer on government, or sternly withhold
at will, It is the country's worth that we have all as & pecple in-
herited from the generations past, and that we have ourselves added to
these past few years for the present and the future, It is & great

national resource, the common possession of us all, that we have
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uged to save the country from the bankruptey and ruin, the destitu~
tion and humaen suffering, the mental anguish and despair, to which
deflation and depression brought American business, agriculture,

and finance from 1929 to 1985, It is & great motive power by which,
when all other means had failed, we were able to turn the wheels of
industries that had long been idle. It is a powerful dynamic force
that we have infused into our soecial and economic life to give relief
and employment and orders for goods.

Hard necessity dictated this emergency use of the national credit,
and humanitarien crineiples have guided it; but the use that we have
made of it has been nrudent and successful., Far from being the national
calamity that the prophets of doom and fomenters of fesr would have
you believe it to be, 1t ip an investment in human rehabilitation and
productive enterprise that has ylelded a larger return, even when only
the material gains ere considered, then any other investment the Ameri-
cen poop1§ have ever made in such & short period. We could afford to
make that inveetment, What we could mot afford was the idle plants aend
idle men, the deterioration of machinery and morale, the long-continued
failure to use the materisl and humsn resources of this rich country.
For that was waste of the most wanton kind, The human needs and humen
wants that went unsatisfied during those depression yeasrs, when our
productive cepacity was in reality lmmense, tell their own story of a
waste that is irretrievable. DBut the investment that we have made these
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| past three years in rellef and recovery is not irretrieveble, Fer
from it.

I have said that our use of the national credit during this great
national emergency has been prudent and successful, To be prudent, sy
friends, is to be cereful of the conseguences, to have an eye to the
future. To be successful, is to make perceptible and eteady progrese
on the course of action thet one sets for one's self, These things are
go with the nation's bueiness, with the business that is done through
the activities of all our people collectively considered, as with a single
enterprise.

4 business does not go backward, does not invite disester, whem it
goes intc debt; not if it 1ls careful of the consequences and has en eye
to the future. On the contrary, the fect that it ie able to incur indebted-
ness on fair terms is everywhere acknowledged to be evidence of its solven-
oy and strength; of ite ability to make headway, to turn & profit on the
debt it has incurred. And when it makes perceptible and steady progreess,
doing more and more business each year, adding each year to the value of
the eanterprise, we do not say that it is headed toward bankruptey end ruin, -
thet 1t has impelred its credit and imperilled the future of ite owners.

We should call that man a mischief-meker and slenderer who said such a
thing. And we should call the business enterprise a success.

It is 0 with the natlon's business--~the combined business of all
our factories and ferme, ocur mines and forests, our transportation end

communication and power systems, our mercantile esteblishments, our service
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trades, our professional groups, and all their employes. Is the use
that hes been made of the national credit since Harch 4, 19385, great
or small when measured by the progress which the country ae an economic
whole has made since then? That is the practical question; that is the
crux of the issue which the critics of our fiscal policy have raised.
And that is the practical test, the only semsible test, by which the
policy is to be judged.

Look back for a moment to 1829 and 1950, and whet do you find?
You find that when the assets of American business in plant and money
were greater than they had ever been before, and its ability to supply
human needs and human wents had reached a point never before attained,
the demand for workers, who constitute the great bulk of the merket for
the ultimate products of industry, entered & long reriod of decline, We
were like that men who built his family a fine house, snd then on complet-
ing it was content to let them live in the kitchen., From an income of
81 billion dollars that our people ss & whole produced in 1920, the ns-
tional income fell to less than half that sum by 1982, In three years
the total of the annual declines in our national income from the 1929
lovel was 82 billion dollars, Could we not better afford to invest &
fraction of that sum to arrest deflation and induce recovery than to let
that huge decline in nationsl income go on unchecked?

In an earlier period of economic strees a bold finencler laid down
the maxim, "Never be a bear on the United States." By 1985, my friends,

it was high time for some one to become a bull on the United States. It
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wag time for government to teke the risks, to make the investment in

the future of America, that vrivate enterprise was unwilling or unsble

to make, And that is vwhat was done. It was done not only because it
would pay as it has already pald, but beceuse it was necessary and

just and prudent to do it. We provided relief where relief was needed,
supplied capitel where capltal was needed, extended credit where cred-
it was needed, vhen no one else stood ready to do these things, In

this menner purchasing power was put into hands that would use it. ¥ork-
ers began to work again and money begsn to move again,

And what is now the result?

Well, one result is that the national debt has beem increased 18
billion dollars over the Z1 billions at which it stoed on March 4, 1838,
Included in thie increase 1s the provision made for the peyment of the
veterans' compensation certificates-—an obligation incurred before the
depression began, and one that we should bave had to meet in any event
in 1945, Apart from thie, the increase in the public debt since Harch 4,
1938, is in round figures 11 billion dollars.

How there are some persons--] have already referred to them--who
talk gbout this increase in the public debt as if it were the sole item
in the balance sheet of the American people as a nation. They dwell on
it to the exclusion of everything else; in fact, it has become an obses-
sion with them. But there are none so blind as those that will not gee.

Nearly everyone else is awere, I am sure, that there is an asset side
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to the national balence mhpet as well ag a liability side. True, the
liability side is importent; I do not underrate its imvortance. Put
the sscet side is important, too; snd it is not to be underrated.

¥We should not underrate, for example, the integrity and good faith
of the individuals snd institutions to vhom government loens have been
made as part of the relief and recovery progrem, These borrowers ere
not cheats snd rascaleg; they ere not repudiationists. They meet their
obligations when they have the means to meet them, There are of course
some defaults here and there, some delinguincies; it wes to be expected
that there would be, But the menner in which borrowers sre meeting
their current payments, and the rate at which loans are being paid off,
ghould leave no one in doubt that the grest bulk of the loans made in
the roae§ery effort are recoverable sesets,

Cash is another item that, like recoverable loang, belongs on the
asset side of the balance sheet., The incresse in these two items together
eince March 4, 1985, is 4 billion dollars; and this, let me say paren-
thetically, is exclusive of the £ billion dollars set aside in 1984 for
the defente of our currency in the international exchanges., W¥hen, there-
fore, the increase in recoverable assets and the increase in the ordinary
cach balance of the Treasury is deducted from the 1l-billion-dollardeficit
incarred for relief and recovery expenditures and for the ordinery cxpendi-
tures of guva;nnont, we are left with a flgure of 7 billion dollars which
may fairlj be said to represent the net cost of the progress made from

March 4, 1985, to the present time. That i our net investment, if you
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please, in relief anmd recovery; and it happens to correspond almost
exactly with the total expenditures for direct relief and work re~
lief,

It is not, my friends, & stertling figure or & burden that we
shell stagger under, 1 shall not attempt to measure against it,
in bookkeeping terms, the protection of milliome of our people
against privetion and want, or the protection of the nation against
the social disorders that srise when the consequences of deflation
and depression pase the limite of humen endurance., But there is
gome value, an immeasurable value, in people who have been saved
from degradation and demoralisation, and made secure in at least
the common necessities of life. And there is velue, too, of a
measurable kind in terms of utility, in the publiec improvements
that have been paid for in large pert through the expenditures for
recovery--highways, bridges, weter systems, schoolhouses, and
numerouns other projeets that will contimue to be used long after
the depression of these recent years has finally psssed into history.
It ie true that much of this addition to the permenent wealth of the
nation does not take the fora of saleable commodities end is on that
gccount sometimes referred to as unproductive, But one must indeed
have a perverted sense of values to meigtain that nothing is pro- |
ductive or useful unless it is designed for sale.

I am not suggesting that all the projects undertaken during
the emergency have been the most productive imagineble or free
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from defects. Such a result as that would have been beyond human
attainment in & work of such magnitude, organized in such a short
space of time, spread over such an immense srea, and mede to serve
the welfare of such an enormous number of people. 8o that there
must have been in all this some weste, soms inefficiency, some con-
fusion, some disappointment.

Nevertheless, it is surely plein to everyone that the money
spent on public works and on relief did not reach the end of its
usefulness as soon as it was spent for public works and on relief.
For our wage-earners and relief workers are not hoarders; they are
not in the position of these corporations that are able to build
up huge surpluses and keep them idle and unspent. The money paid
to wage-earners on public works and on work relief has in turn been
gpent on the products of industry, with the result that virtually
every type of enterprise has benefited by its stimulating influence
on business and employment. The recovery movement that 1s now
rapidly gaining momentum did not, like Topsy, just "growed."™ It
came about because the moving force was supplied by public spending.

The question, then, is whether the net investment of 7 billion
dollars in relief and recovery over the past three yesrs is large or
small in relation to the progress we have made, As to this, let me
present to you some significant comparisons.

In the year 1918 slone the national debt wes increased twice 7
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billion dollars. That wes for the destructive purposes of war.

The total increase in the national debt for the prosecution of

the war was 25 billion dollars in two and a quarter years. Did
that sudden increase in the national debt leed the eountry to bank-
ruptey and ruin? On the contrary, we emerged in the 1920's a more
prosperous people, despite the debt, than we had ever been before.
The national debt was then gradually sceled down, and on three
separate occasions income taxes were reduced as the national income
inereased,

The fact of the matter is that debt and taxes are burdensome
or not according as income is esmall or large. It is so of the
netion as of en individusl, When the income produced by our people
fell from 81 billion dollere in 1929 to less than half thet sum in
1932, the burden of every dollar of debt, publie and private, was
thereby more than doubled, the burden of every dollar of taxes more
than doubled. That is when the burden of debt snd taxes became op-
pressive and insupporteble, It wes that 82-billion-dollar loes of
income in three yesrs—the income that provides the mesns of paying
debt end taxes-—that made the burden oppressive and insupportsble.

But since 195% the national income has been steadily rising.
Those who are competent to estimete the extent of the snnual ine
creages put our total gain for the past three years at more than 3§
billion dollars. For the current year the national income is esti-
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mated to be ruming at the rate of 20 billion dollare higher than
in 1932, I think that even Wall Strest would concede thet such
returns in so short a time on a net investment of 7 billion dollars
are not bad,

It 18 illuminating also to compare this 7 billion dollars with
another figure known to Well Street, The New York Stock Exchsnge
has recently published the information that the stocks slome listed
on that exchange have risen in value from 15 billion dollars im July
1882 to B0 billion dollars in July 1966--an appreclation of 28
billion dollars. Does that suggest a country on the rocad to bank-
ruptey and ruin? Deoes it reflect the trepidation of men who expect
to spend the rest of their lives under the burden of the national
debt? Look et the income, the profits, and the dividends of their
companies if you would know the truth.

Let me present just one more comparison. The interest rate on
government bonds has been steadlly reduced over the past three years,
until it is8 now at the loweet point in 28 years. The same goveran-
ment bonds that in 1932 were selling at lese than $830 per $1,000
bond are now selling at more than §1,040 per §1,000 bond. 4&nd the
financisl community esgerly oversubsoribes for every new iseue of
government securities. This is not the way men sct when they are
fearful of the nationel credit. It is not the action of men who
think that the budget will not be balaneed, or who indeed believe
any of the dire predictions that the scaremongers among them make
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for political comsumption. If you would learn whet these men
truly believe about the soundness of our fiseal policy and the
soundness of our money, look to their actions in the market for
government securities.

And so you see there is & good desl more to the story of
our nationsl finances and our national oredit than & temporary
increase in the nationsl debt. There is the arresting of that
frightful decline in the national income that was going on un-
checked; there is the impetus and encouragement that was given to
business by public spending at & time when orders from private
gources were wanbting; there is the laying of a firm foundation for
genuine and sustained recovery—not just another Wall Street boom-—
and for a more widespread, more equitable distribution of the ne-
tionsl income, And there is the substantial and tengible inerease
in the nationsl wealth and income that recovery has elready brought,
and thet is steadily and plainly gsining momentum every day.

I do not mean by all this to suggest, my friends, that the in-
eresse in the national debt, even though it is but temporary, is a
good thing in end of itself. Not at 2ll., I believe that the public
debt ghould be incressed only for the most compelling reesons of
national emergency, and that with the pessing of the emergency the
budget should be brought into balance and debt retirement begun.

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

- 14 -

We have in fact been moving as steadily toward & balanced budget
these two years past as the diminishing emergency demands on
government and the progress of recovery would permit. Ve shall
have & balanced budget, but we shall not have it at the cost of
human misery. W¥e shall have it by the only sure and sound means
through which a budget can be balanced, debt retired, and the tax
burden lessened., We shall have it by the continuance of a sound
recovery and the continued growth in the national income that this

recovery is bringing about.
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