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July 19, 191*6.

Dear Captain Clifford:

In accordance with your suggestion following the
meeting in the Cabinet Boon last week, I have prepared an
informal memorandum outlining my own general opinion on
what can most appropriately be done now to deal with the
inflation problem. As you know, I feel that whatever the
future of OPA may be, it cannot do the job and the only
alternative is to present a most vigorous fiscal program
coupled with economy and deferment of all needless ex-
penditures, public and private* I am fully aware that
Congress will be cold to any tax plan, but if the President
should put it up to the Congress, I feel confident that the
leadership would be universally approved and the responsi-
bility for failure to act would not be on his shoulders.

Anyway, I have outlined this general viewpoint
in the informal memorandum which you suggested Z send di-
rectly to you. Accordingly, enclosed is a brief note to
the President as well as the memorandum*

Sincerely yours,

M. S. Ecclee,
Chairman.

Captain Clark M. Clifford,
The White House.

Enclosures

ET:b
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July 19* 191*6.

My dear Mr. Presidents

It was suggested, following a conference in

the Cabinet Boom last week among your advisers who are

particularly concerned with the inflation problem,

that I prepare an informal memorandum outlining in a

general way the views I expressed at that time*

Accordingly, I have ventured to do so and I

enclose a memorandum for whatever aid it may possibly

be to you in dealing with this most pressing and diffi-

cult problem.

lespectfully yours.

M. S. Eooles,
Chairman.

The President,
The White House.

Enclosure

ET:b
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1/M/f

As a result of the war, the country Is confronted with an

inflationary ganger which oould )«ft T«ry grow consequences* War

finance, ohiefly because of hear/ reliance on borrowing; frost the

banking system, expanded public holding of liquid assets from about

75 billion* la the middle of 19& to more than 220 billions by th»

•aft of l(3k5* At the same time a hyge Toluas of teoklog d««aad ao-

QiMulatod. Inflation «as ftfeM«d during th« imr yaart only baoauao

th« •oonony urns ham«««od in m Bjutmt of diroot oontroli# Since the

war, the pre««ire» of deaand hare ineri?5i»ed s t i l l farther. Con*u*er

inoonee after taaces are abore the wartime peek and the rate of earing*

has fallen sharply. Corporations are in a highly liquid position and

large, amply finanoed foreign demands oonpeto idth doneetlo birring•

At the ease t ine , direot allooations# building permits, nage and

prioe oontrols, and rationing bare been abandoned or greatly weakened*

Ho adequate fiscal adjustments hare been made to oonpensate for the

impairment of direct controls. As a result. Inflation pressure* hare

been rising and prioe oontrols hare beoome increasingly unequal to the

task of holding tite line«,

Conditions hare thus been created under *hioh no prioe

coatzol measure, much lees a weakened b i l l , can now lie expected to

function effectively* Direct oontrols, enumerated aboro, which are

neoeeeary to reinforoe prioe oontrols oannot be effect ire ly reestab-

lished. The months of uncertainty preceding the current legislation, the

long delay ty Congress in getting the b i l l enacted, and the draetio
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eutting of appropriations to administer such controls as might be ex-

tended, a l l compound trie d i f f i cu l t i e s of continuing off active prioe

controls* Unworkable prioo controls mould be worae than none*

Production i s the ultirmte ans^tr to the inflation problem.

That takes t i n e . It i s imperative meanwhile that nays be found to

cheek the excessive demand* Since effective direct controls cannot

be reestablished, other means must be found for dealing with the

problem. The three nost important are;

(1) Reduction of public expend i t tares and

raising of taxes to achieve as large a Federal budget

surplus as possible;

(2) Elimination of unnecessary expenditures,

private, s ta te , and local;

(5) Curtailment of credit and disposal of

Governn»nt surplus«

FISCAL POLICT

During the deflation of the * t h i r t i e s , f i sca l policy r e -

quired a budget de f i c i t , putting more purchasing power into the economy

through public expenditures than was taken out through taxation* How,

under reversed conditions of inflation pressure, a budget policy i s

called for which w i l l take more purchasing power out of the economy

through taxation than is returned through public expenditures, A,

f iscal policy which brings about a substantial budget surplus i s by

far the most effect ive Beans l e f t at our disposal t o moot inflation

pressures. Unless the Government sots the eaeanple in greatly reduoing

i t s expenditures and increasing i t s savings, the people cannot be
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expected to follow the Government *s admonition to postpone their pur-

chase* and to mlntain their savings*

(l) R#duotlon of gipondit\irei» The «x|>e»di1mre otttleok in

the budget hue deteriorated during rooent months# gxpoisdftttre* for th*

fiscal year I9J4" *are now estimated at & l i t t l e over I4O bill ion dollars,

without allowtLno* for th« terwinel l«ftT« bi l l* fills Is RB inor«*»» of

5 bi l l ion over tint January budget «*timt«, H#*rly ooa-half of th«

budget is for rational defense ©xponditurei >riiioh hav« continuad at

a tsty high l«val, d«apit# the fact that the war ended nearly a year

ago, that large «upplies of «Y«iy kind wore loft aftor V-J Day, and

that the armod foroos hare booa reduood to about 20 per cent of their

wartime strength, Large *vm9 are s t i l l being spent for construction

that could bo postponed and further supplies Tthioh are not urgently

needed* Soar00 material and labor are thus being diverted froa

acutely pressing civilian needse fo resiody this situation, a l l pro*

ourettent and construct ion activities under the oational defense pro-

gram should be screened. All those which are not of an immediately

urgent character should be postponed* To this end, i t is recommended

that a coraadttee be appointed, to include prominent representatives

of civilian groups* and that this eooaittee be instructed to reoom-

xaend reductions or defentente of national defense expenditures,

aggregating not less than 5 billion dollars. These expenditures

should be &*£mrr*& for the reminder of the current fiscal year or

until dangerous inflation pressures no longer exist.
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While it is evident that isajor budgetary savings will have

to coma in the defense- program, other non-urgent Federal expenditures

should also be deferred or reduced, especially those on public works #

The terminal leave b i l l if framed to provide for oash pay-

aents mill be highly inflationary* Svery effort should be mde to

provide for payment at auoh tine when deflationary pressures are

developing A This wil l help to stabilise the ooonoray and wil l be in

the interest of the veterans who will be able later on to obtain more

and better goods for their money*

Public agencies, finally, should defer for the tine being

al l food purchases for relief purposesa I understand that foods cur-

rently purahased will not add to deliveries to foreign countries prior

to their harvest. Accordingly, temporary postponement of purchases

until more aaple supplies are available i s the American narket would

not impair the relief program*

(2) Increase of faxes» fax reduotions provided for ia

last year*s legislation have produced a revenue loss of about 3 bi l -

lion dollars. Bad rates been maintained and expenditures been kept

within Idle limits of the January budget eetiraate, a budget surplus

possibly of 10 bill ion dollars could have been achieved for the cur-

rent fiscal year© Instead, no surplus Is in sight and a deficit Is

in prospeet. To correct this situation, curtailment of expenditures

will not be enough* To provide additional revenue, and particularly

as a raeans of reducing pressures for higher prices and increased wages,
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tho excess profits tax should bo reinstated. In addition, taxation

of capital gains should bo tightened,

(a) Bxoess Profits Tax, It i s now being widely

recognized that repeal of the excess profits tax was pro*

Mature, Th© repeal oaste at a time when i t was expected

that other controls would be continued and when there

was widespread fear of impending rmomployment and defla-

tion o Since these assumptions have proved to be unfounded

and present conditions are entirely different from what

was expeoted, there is erery reason for restoring the tax*

the annual rate of corporation profits before tax nay in

the course of this year reach the wartime peak, which would

leave profits after tax greatly in excess of the wartime

high* As reconversion i s completed and as prices oontinue

to rise, profits will increase generally. Since they are

essentially wartime profits, they should be subject to ex-

098s profits taxation,, Based on inflation prices, they

are paid for by the public for whose benefit they should

be reoaptured through the budget and used for debt reduc-

tion. The exoess profits tax would not only assist in

creating a budgetary surplus but i t would exert a power-

ful influence in discouraging exoessive pricing by cor-

porations, and in helping to reduce industrial unrest and

demands for increased wages during the inflationary period*
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(b) Capital Gii lm Tajattlon. The present tax

treatment of capital gains, under the individual income

tax, encourages speculation. Gains from assets held for

only 6 months are treated as if t hey were long-tent gains •

They are taxed at a preferential rate of 25 x>er ©eat in-

stead of at the wash higher surtax rates applicable to

other taoont* fhe speculation thus engendered Is es-

pecially harmful in driving tip the price a of hones and

farina whioh are at highly Inflated levels • Accordingly,

i t is proposed that long-term gains, taxed at the prefer-

ential rate, be redefined to mean gains from the »ail • of

assets held for two years or more. The new pro-vision

should be wade applicable to &ains from the sale of as-

sets purchased after July 1, 19^ # this would diioour-

age speculative fur chases for the short-term and would

thus reduce deoand, AB the new provision would not apply

to assets acquired prior to this date i t would not reduce

supply.

If inflation pressures continue to increase alter curtail-

ment of budget expenditures and application of these tax measures,

an increase in excise end personal income tax rates should be con-

sidered* In making these tax recommendations, I reoognite that

there is l i t t l e likelihood of Congress accepting them at this t ine,

bufc i t i s the responsibility of the Administration to reooisaend

*hat Is needed.
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shown the way by carrying out a draatic retrenohmant

of I t s own expenditure prograa, the Federal Govormaont should appeal

t o a l l other spending unite—States and l o c a l i t i e s , businesses , and

oonsumera—to follow s u i t .

State and loca l governments should be urged t o postpone

a l l possible public worki and construction projects unt i l the i n -

f lationary danger has passed* They should a l s o be urged t o Maintain

State and looal taxes a t a high l eve l in order t o build up a surplus

for a la ter period of need* After the neoessary adjustments in the

Federal budget are made, the President mia&t o a l l a oonferenoe of

State Gorernort t o promote cooperative action*

Businesses should be ca l l ed upon t o defer oapltal expendi-

tures T^ierever t h i s i s practicable and t o refrain from building up

unneoessary inrentor ies . Hon-revidential construction should be

curtai led more vigorously and high-cost res ident ia l const ruction

should be deferred al together . Only i f construction expenditures

and capita l formation are thus curtai led w i l l i t be possible t o

a*eet the urgent seeds for veterans and low-cost housing*

Final ly , every appeal should be made to consumerB t o

exereise the greatest s e l f - rer tra in t in t h e i r purchases, and not

to follow prices up*
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ageneies which extend credit dir©ctly, or guarantee

or r e f l a t e credit, should be retjt»«ted to do -whatever they can to

bring about ourtailB*mt of oro^it oxoepfc «.» it rny be otaential to

n&intain or inor«».a« production^ At th© n e t tiae con«uo«r credit

control* should be maintained at full «tren.Tth#

la addition, the sittiation would be iVrth«r helped t̂ y

«xp»ditin^ ae far *s possible disposal of surplus Gorernmont

jw©perty and lnTontories, fhis wotild jr»t only help to relieve

•hortagei but would also brinr in revmvm to the GoTernratnt and

thua istpror* the budget «ituation#

X am aware that the program her® proposed is drastic and

difficult to carry out. The alternative* however* my well be an

inflationary spiral whioh would undemlae the basis for prosperity

at hone and the foundation we have Iai4 for international r«oonstruo-

t ion.
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