July 22, 1986,

Introduction (As desired),

The Administration has fought from ths outset 0 relieve
agriculture by increseing the fermexr's income and at the seme tine
by reducing the burden of his debt so far as c¢sn be done consistent
with sound principles. The resl sclution of ths furmer's prablea
is to continue to lncrease his income, not merely to cut down his
debt puyments, All the Fresler-Lemke Bill proposes to do 18 go
farther then sound prineiples will permlt in reducing his debt.
Moreover, it proposes to lssue greenbacks which sre notoriously as
unsound as stage money,

Bupporters of this bAll seek to bscloud the issue, They would
have you balieve that only they have the interests of the fermers
at hearty thet all those who are opposed to the bill, including the
Administration, the dmerlcan Federatlion of Labor and the majority of
the Representatives in Congress, are enemles of the farmer, But you
know that isn*t so, You lmow thet no Administration welve ever had
in Washington has done more for asgriculture then the present Admine
istration, You know the support we have recelved {rom the Amerdcen
Federstion of Labor in the psst. Xou know what my record hes beem.
(Bills end messures sapported),

Suppose you pee two mothers, One gives her child all the sweat
things 4t wants, lets it stay up lste at night, let: it have its
own way in everything., The other s .es thet the child has a senmsible

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



diet, has plenty of sl ep and is not spolled, Would you ssy that
the first mother loves her child and that the second didn*1?

It obwiously ien®t a question of lovey it ic a guestlon of which
mother is fitting the child best for sucecdss in 1life, Which
mother hes the child¥s true interssts most st heart? Obviously
the sensible end intelligent mother,

8o with the Frasier-Lemke Bill, Those who supported that hill
doubtless felt that they had the interests of agriculiure &t hesrt,
but so do those who, like myself, voted sgainst it, The question I
acked mysslf wap whether this blll reslly furthered the casuse of
agriculture, or whether certaln i‘uturea of it not only herm the
farmer directly but, through their harmful repercussions on the
rest of the community, threaten to rob the farmer of the support
he will need in the future, I tried, in other words, to tuke a
long view and e comprehensive view,

Now let me meke it clear that I thiak the intentlon of the bill
wes good, I am ell in favor of lightening the burden of the farmer's
debt, We sll are., But good inteation: are mot emough, The road to
hell is paved with good intentions., There are good and bad ways of
carrying out good intentions, The cholce before those who favored
lightening the burden of debt — and this wes the position of the
Dejocratic Perty-- were measures on the one hand that would sccomplish
this end while harming no one, and, on the other hand, s msasure |
which would accomplish this only for s few farmers and that st the
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cost of everyon: else in the community.

Let me by specific, VWhat is the Adaminietretion doling to lighten
the turden of farm indebtedness? The record is fwmpreceive, MNearly
750,000 loans for approximstely $2 Willion havy besn mede by the
Péderel land banks snd the Land Bank Cormissioner since Mey let,

1958, Estimeted seale downs in coanecetion with these operations
approxinete $200 million, The totul seving to the ferwers of the
country in reduced Intersst charges for the year snding June 30th,
1888, approximete $74 million,

At the seme time as latersst payments have boem reduced; the
agriculture snd relief programs of the Adminietration have resulted
in sn incresss in the natlousl income and buying power and particularly
in ferm incoume, Agricultursl cagh income in 1932 hed fallen to $4.8
billlon, In 1986, it had besn restorsd to $6.9 blllion -- an increase
of 60%. It is ruaning et am even higher rate this year.

As a vepult of incroased farm income snd decreased intersst
expenss, the pereent of gross farm lacome requirsd o pey interest
is lower than at zay tiame durdng the past ten yesrs, For the coumtry
as & whole, 9,8 percent of the gross farm imcome was reguired to pay
the iaterest on the farm mortgage debt ia 1932, In 1938 ths gross
figure wes 4.8 pergent -- a reduction of over 50 pureent ia thres
yvasrs iu the burden of farm debd,

In 1982 there were 8 o foreclosures per 1,000 farms in the United |
Stetes, In 1985 the number hed deorsssed to 19 per 1,000 farms,
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These are not promiceg or good intentions I sam reciting, They
are cold, hard facts, Ho Administration im owr hictory has done
more, in such & short space of time, for the fermer of this country.
Ané 1t has done this for the fermer, mot by hurting the other
classes of the cosmumity, but by policles thut have benefitud all,
How how could sn Administretion shich hes done so much for the
fermer, which hes demonstreted ageln end sgein not by prouwlsss but
by deeds, thet it hee the Iaterest of the farmer st hesrt -- how could
such an Administretion, I repest, be opposed to & messure shich hes
a8 its ostensible purpose & lightendng of the burden of farm debt?
Why should lsbor, which har slways stood showlder to shoulder with
farming, be opposed to such 8 @mowsure? Why should I, who have
supported snd worked for other ferm measurcs, vote egsinst this one?
The answer is the same in all three csses, The FraglereLumke
Bill would mot only mot sccemplish lts purpose, dbut it 1s diseriminstory
snd would lead to wmconirolled imflstion., These ststements bave been
deaied. I propose, however, herc snd now, to substentiste them,
Firat, the Bill would mot secomplich ite pﬁrpeaa. Although the
stated interest rets iz only 1f percent, the borrowers sre expscted to
absorb the expense of servicing the loens and of meeting lesses,
These charges are wstimcted by the Ferm Credit Adaministration te
amount to an additionsl R persemt, HNoreover, Yo this chould be added
1} pereent of primcipel psyment, which bringe the snnual payments up
to § percent,
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Second, the Bill is digeriminatory. The totsl farm debt is
about §8 billion, Henece the $3 billion provided in this bill
would look aftsr lesc than 40 percent of the mortgnged farams,

Thus, more then 80 percent of tae wortgaged Isems and all the
wagortguged faras, sboul 68 percent of the total, would reeeive
no baneiits Crom’the BLll., In other words, only about 1B percent
of the fermers of the coumtry would be benefited. Morsover, the
bill propeses ¢o do nothing for the $18 billion of wurbun home
mortgege debt,

Third, the Lvoue of £8 billion of currency would lesd to
meontroiled inflation, This 1o the most important objection
to the Frasier-Demke Bill, Why it woul? lesd to inflation is not
lazedlately obvious, In order to understend it we have to follow
the procese through step by ztep. The supporters of the bill fafl
to think through the consequences of sn issuc of $& bdillion fa
currency, They draw falee ansloglen, they ley down red herrings
and they ralse up irrelevent side Llsoues,

Lot me try them, first to clear the groumd of the side Lssuee,
red herrings, and fales: anelogies 3o that we may asprosch the problem
unprejudiced and unbiased,

The first red herring hes to do with the Federel Reserve banks,
It 12 seddé thut the Govermment hoe farmed out the velusble privilege
of note issue to private institutions., This privilege, it i: sald,
s so weluedle that the Federsl Resrve System is bitterly opposed
to returning eny purt of it to the Govermment, whers it really belonge, /
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The facts are these, The Board of CGovermcrs of the Federal
Reserve 8ystem is & public body, ¢et up by Congress, whose menmbars
are appointed in the seme manner as meny other public bodlas,
by ths Prealdent subjoet to confirmstion by the Senste of the
United States, It acts in accordence with instructions leid
down by Congress., In &ll matter: relsting to nstional monetery
policlas this Board exurclses control over the Federsl Roserve benks,
It appoints three directors of the individwual reserve bunke and it
exsreises the veto power over the appolatment of the presidentis of
the reserve banks,

The Federsl Reserve Board did not slways possess thies dominent
position in the Federsl Reserve System. It 45 one of the grest
achievements of this Administration that in the fece of bitter
opposition on the pert of the blg dankers, on the pert of menufrcturiag
assoclstions and chambers of commsrce, on the part of the resctionsry
press, it succeedsd in transferring the dominant control in mecastery
malters from the reserve banis to the Federal Resorve Board ~- from
pert public and more privets control to full publie control.

The big bankers were uader ne Lllusions ss to the nature end
significence of this transition., I4¢ waz only people like Fether
Coughlin who felled to understand what was happening, Father Coughling
for ressons bsst kmown to hlaself, allied hlmself wtth/tzden HL1)s,
James Warburgs, Freak Venderlipe snd their i1lk in denoumsing the
public body set wp by Congress to menage the people's money in the
peoplets interest,
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But you may ssy, "This 12 all very true and very good, The
importent matter is who issuew currency? Ien't this done by the
privately-owned Pederel Rogerve banke?® The answer is yes. But the
enswer is subject to so many serious quelificstions thet 1t loses
itz significance, The reserve banke issue currency only to mest the
demands of the meaber benks who, just like an individusl st &
commercinl benk, csn cash thelr deposite st the rescrve benks st
any time, The power to issue currency, morecover, is subjeet to
the diseretlon of the Federal Reserv: Bosrd,

The power to lssue curreney is, therefore, pursly passive,

You and I and the rest of ue determine how much curremecy there {8

in circulation, If we have too much in our pockets, we deposit

it in the banks snd they send 1t in to the reserve banks, If we

want more, we cash & deposit and the bank in tuwrn ceshes its

deposit with the rescrve bank, The reserve benks can nelther increase
nor decresse the volume of cwrrency in cireculation.

But, you mey objsct atill further, even granting the serious
limitation: on the power to issue currsncy, isn't it true thet it
dospn't cost the ressrve banks snything snd thet thie mesns large
profits for priwate stockholders? The saswer i¢ no., The member
benke own the reserve banks only in a nominsl semse. The ownership
earries with it none of the custoumry rights of ownership, It gives
the member bsnk: no volce im the formulation snd execuilon of

nstionel mcnetary policles, The owners sre entitled only to a fixed
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dividend of 6 percent. Any sarnings sbove this amount, snd at the
pressat time there aren't sny, accrus to the Covernment uwpon the
liguidation of the benks, Congress st any time masy mske such dlse
position of the esrnings of the Federal Reserve banks se it pleuses,
In 1953 it transferred one-hslf of the surplus of the rescrve banks
to the fund to gusrsntes benk deposlts,

Now thess feets are well-known. I am not lettiag you in on
sny dark scorst. They're all in the Federsl Reservs Act snd officisl
publications, Father Coughlin and the others who follow him could
inform themwselves in five minutes s to the true state of the facts
in this matter, Perhsps they don't want to inform themeslves,
Perhaps they reslise that 1f the fog of prejudice snd bles were lifted
they would lose s lerge peart of thelr osupport for the FrasiereLemke Bill,
I say thet 1t ia Just se culpable to delude the public by feiling to
inform yourself of the fsete, 1f they are readily available, ss it is
to delude the public by deliberately misrepresentiing the facts,

Having cleared the ground of some of the irrelevent side issuee,
let us get to the heart of the matter, Why should ths sdditionel
issue of §5 billion of ewrremcy mesn inflaetion? HNow the explanation
s a little technicesl but 4f you will bear with we lor five minutes,
I =11} try to put it &0 briefly, as simply, as scofrately as I can,

The first point to get hold of end hang on to is thet currency
is only the pocket change of the nastlon, nm; bulk of our meney or
means of peyment, or whatever you went to call it, is in the form of
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checking deposits in banks, Over 90 percent of the trensactions
of the country are put through by mesns of checks.
How suppose $3 billion of eurrency is Lassued to presont holders
of the ferm mortgeges. What would heppen? You know as well as I
do that the money would be Llanedietely deposited in benks and would
lmmedintely incresse, not the currency in eirculetion, but the depesits
in banke by $8 billion. ALl right, you msy sey, what of 1t? 4
figure of §5 billion is not & lerge ineresse in the existing volume
of checking accounts of nearly $350 billion,
You would be quite right if that wers 2ll there wes to it,
But it f:n't, This §5 billlon of notes deposited in banks would lead
not to a $8 blllion incresse in checking mccounts but to & $30 billion
ineresss, or & doubling of the existiang volume. How is this possible?
Here I coue to something many people don't understand about
benking. If they did we wouldan't have thess propossls to issue billions
of dollars in curremcy. It is this, The ability of the benkinyg
sys‘em to extond credit is ultimetely limited by the reserves the
baniking systea holds., IY the required reserve ratio is 10 peresnt
the benking system a2 & whole can expend ite loens end investments
and 1ts deposits by ten times sny addition to its rescrves, Now the
nub of the whole matter 4o

In other words, a new issue of

$3 villion of curremcy would inerssse the ressrves of the eommercisl
banks by §8 billloa on which they could extend nesrly $30 dillion of
loans and create $80 billion of deposita, Now you have the whole story,
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The member banks salresdy heve $8 blllion of reserves in excess
of legel requirements which they hove obteined e8 = result of the
inflow of gold in the past 2} yesrs, The Federal Reserve Board,
however, has sufficlent powers to mop up these excess regerves and
prevent them lesding to infletlon. It hes goy sufflelont power to
mop up sn additicnsl $8 billlen,

Reflation carried out under propor controls and &s & part of &
genoral plen is one thing, The Administration has brought shout &
restoration of the supply of deposit currency wiped out from 1829
to 1933 so that now the money supply of the country iz vouwe $4
billion in excecs of 1929, Incomes are belng réstored; values arve
being reptored and the real burden of the mortgage debt Lo being
decressed daily. Inflation, however, iz o mething entirely 4if ferent,
Whorsae refluation enriches uws, faflstion would impoverish us,

How you wmderstend why the Administretion wes opposed to the
Fragier~Lemke Bill end why the Amoricen Federstlosn of Labor denounced
it. Now youtll understend why, &z en elected representative of the
Amsrican people, I could not vote for & measure which would expose
the puople te all the horrore of infletion snd the insvitable perled
of deflation that always {ollows it
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