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ffce requiroEHmts of full exaployinent without further price Inflation 
are said to include a large expansion of bank credit to private borrowers 
and consonantly a largo increase of indebtedness of individuals* a private 
demnd for practically all new funds available to the various investor groups* 
and oonataasr e^endituroa so large that savings out of disposable income 
(increased by a 20 per cent reduction of individual taaees) would be only 
half the percentage saved before ths war. 

With full employment, insurance companies would stake enall net 
purchases of treasury eecuritiee obtained froia other inyostora, but no 
other investor groups irould "bo purchasers* Tfith &ild deflation, the only 
mother investors increasing their treasury holdings wuld bo banks. Banks 
would hold more, partially because the retirement of publicly hold debt 
would bo only li*5 billion dollars as against £8 billion vrith full employ-
mnkm Hie reduction in the total debt would equal tiie Treasury surplus, 
•5 billion with mid deflation and 17.5 billion vrlth fall employment* 

The retirement of 28 billion dollars of publicly hold debt would 
prow difficult in the absence of the largo short-tara debt of the treasury, 
which thue appears more of an aaaet than a liability* 

Assuming full eisploynont and only slight departures from present 
freasury and Federal Seserve refunding and interest rate policy, the interest 
rate© la 1$U7-1951 ^il l on the average either remain about the seme aa at 
present except for a possible rise in the ehort-tera rate, or, with nlld 
deflation, *&11 decrease slightly. If at somo tiiae in the period the cer-
tificate rate ia not allosmd to increase slightly or a moderate aaount of 
new jaedluss-tena Jreaeury securities are not issued, interest rates 
decline further ttthan would otherwise be the case.11 

A decision to raise the veiling of the certificate rate above 
per eent jaight endanger the entire interest rate structure* and £rea*ury 
offer of any eubstantial aaaount of long-term bonds isould disturb the flow 
of iweataent necessary to prosperl^ 

Sreaaory esapaigne to aell securities to individual* during a 
virulent inflation are foredoomed to failure* If the inflation ia in its 
formative stage, auch campaigns must be limited, because a large absorption 
of funds would interfere «ith the neceesary flow of caving* to productive 
u s e e , 

*8hile interest rates for the period as a whole should not change 
substantially, there my be «ignifioant variations in the interest ratee 
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a t d i f f e r e n t t i jaee* Km c u r r e n t l a r g e vo liana of c o r p o r a t e new &onay f i n a n c e 
ing> s*hich a t p r e s o r t r e s u l t s i n a l e s s t h a n average demand f o r longer - te rm 
i n e l i g i b l e Zk p e r c e n t Treasury bonds* i s l i k e l y t o be te ispcrary , f o r i n a 
p rosperous s i t u a t i o n b u s i n e s s l a r g e l y f i n a n c e s i t s e l f * Hoan©ver# any i n c r e a s e 
i n t he market p r i c e o f p e r c e n t bond* a f t e r t h e i n t e r i m pe r iod of corpora te 
f i n a n c i n g a l s o seems l i k e l y t o be temporary , because t h e r a p i d growth i n 
isortgage l o a n s and i n m n u v r n r p a p e r i n t h e l a t e r s t a g e s of a p rosperous 
p e r i o d ^ i l l absorb i n s t i t u t i o n a l and back funds* M t h r e s p e c t t o nodiica 
t e rm y i e l d s * beak inves tmen t s m y a t f i r s t cause a tendency tcmard loisrer 
y i e l d s •srith p o s s i b l y a subsequent r e v e r s a l , s i n c e bank e a r n i n g s a r e no t e*> 
p e c t e d t o i n c r e a s e v e r y m e h u n t i l nsortgage l o a n s expand f u r t h e r * 

Banks imy hair© an e x c e s s i v e aiaount of l i q u i d i t y over the n e a t few 
years* Horover, bank ssia^agonent i s e s s e n t i a l l y conse rva t ive* so t h a t even 
r a p i d l y r i s ing l i q u i d i t y r a t i o s should no t l e a d t o m a t e r i a l purchases of 
l o n g e r - t e r m s e c u r i t i e s i f , a s expec ted , eosasaeroial bmsk e a r n i n g s permi t i n -
c r e a s e d d iv idend payments mid a d d i t i o n s t o c a p i t a l accounts* Bank e a r n i n g s 
on Treasury s e c u r i t i e s should b e a t a n average r a t e o f 1*5 pe r cent* and 
amount t o 25 t o 30 p e r c e n t of t o t a l o p e r a t i n g earn ings* 

Coggnent 

The most s t r i k i n g conc lus ions geriaane t o t h e d e t e r m i n a t i o n of 
c u r r e n t Jfederal Ee se rve end t r e a s u r y p o l i c y a r e t h a t w i t h i n Barrow l i m i t s 
b a s k s w i l l n o t at-ce&pt t o i n c r e a s e t h e i r ho ld ings o f l onge r - to rm U# S # 
s e c u r i t i e s and t h a t t h e p r e s e n t supply o f long- te rm $» s e c u r i t i e s i s 
adequate t o meet t h e needs of i n s t i t u t i o n a l i w e s t e r s * These ooneliisioiia 
stem froza t h e b e l i e f t h a t a t h igh l e v e l s of employment o t h e r o u t l e t s w i l l 
s m i n t a i a bank e a r n i n g s and al iaost comple t e ly a b s o r b i n s t i t u t i o n a l funds* 
so t h a t t h e p r o b a b i l i t y o f a i s i ld dec rease i n i n t e r e s t r a t e s * g r e a t l y i n -
c r e a s e d l i q u i d i t y of banks* and s L o r t e n i n r o f 'ire&cury i s a t u r i t i e s h e l d by 
i n s t i t u t i o n a l i n v e s t o r s i s of no g r e a t concern* The e x c l u s i o n s Slight useH 
be d i f f e r e n t more t h a n m i l d d e f l a t i o n t o be a s s u n o d j and i n any evoxxb 
t h e r e i s a q u e s t i o n whether t h e a n a l y s i s does n o t r e l y t o o h e a v i l y upon 
p r i v a t e f i n a n c i n g t o i n s u l a t e t h e U* S . e o c u r i t y B&rket* 

Amng t h e c o n d i t i o n s assumed n e c e s s a r y f o r f u l l employment dur ing 
t h e n e x t f i v e ^ e a r s a r e (1 ) t h e s t i m u l a t i o n o f inves tment a t a l l t isaes t o 
t h e f u l l e s t e x t e n t p o s s i b l e and (2) c o n s t a n t expans ion o f bank c r e d i t * Shese 
c o n d i t i o n s sooner o r l a t e r c r e a t e a n imbalance between p roduc t ive f a c i l i t i e s 
and censusmr d e m n d s and b r i n g on a s i t u a t i o n i n u*hieh i n d i v i d u a l s n a y no t 
b e a b l e t o r e p a y l o a n s out o f r educed savings* She p i c t u r e i s probably 
r e a l i s t i c b u t i s d e p r e s s i n g f o r * a s t h e a n a l y s i s r ecogn i se s* t h e n e c e s s a r y 
c o n d i t i o n s f o r f u l l employment a l s o l e a d t o e v e n t u a l d e p r e s s i o n o r e l s e t o 
rep lacement o f p r i v a t e d e f i c i t f i n a n c i n g by Government d e f i c i t f inanc ing* 

t h e assumpt ion t h a t n e a r l y f u l l eBplejsasnt can be ma in ta ined i n 
t h e manner i n d i c a t e d w i t h o u t f a r t h e r p r i c e i n f l a t i o n i s l e s s r e a l i s t i c * 
Breven t ion o f f u r t h e r p r i c e i n c r e a s e s ^ h i l e l a a in t a in ing f u l l es^iey&ent 
a t t h e p r e s e n t p r i c e l e v e l assumes a n u n r e a l i s t i c s e n s i t i v i t y o f con t ro l* 
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I t p robably i s t r u e t h a t l a our e c o n o ^ tfcare c a n t © bo sharp c u t i n p r e s e n t 
i n f l a t e d p r i c e s and p r o f i t s w i t h o u t induc ing e x c e s s i v e unoiiploynQHt, 

Sany economists a r e wary much concerned s&th t h e problems of i n -
f l a t i o n c r e a t e d by f u l l mplo^rrnmtm Th& unpreeedented ssaounts of i m t e r i a l s 
toad c a p i t a l intrest&ents r e q u i r e d t o f u l l y employ & l a b o r f o r c e a l r e a d y JO 
p e r cen t g r e a t e r t h a n p r o m r a t an o u t p u t p e r worker a l r e a d y 20 pa r c e n t 
g r e a t e r t h a n prewar cou ld e a s i l y r e s u l t i n s h o r t a g e s and t h e danger o f e x -
c e s s i v e p r i c e i n c r e a s e s i f f u n d s i n a c t i v e us® a r e t o o l a r g e o r improper ly 
©harmsled* On t h e o t h e r hand, t h e r e i s t he danger t h a t & d e p r e s s i o n sdgh t 
b e i n i t i a t o r i f i n s u f f i c i e n t a c t i v e funds a r e p rov ided t o do t h e job ( tho 
l i n e t a k e n by t h e F i r s t Boston, anong o t h e r s ) * She l a t t e r ceens l e s s l i k e l y 
a t t h o sacia&nt because o f t h e l a rgo volu&e of l i q u i d sav ings o f i n d i v i d u a l s 
and c o r p o r a t e r e s e r v e s and r e t a i n e d e a r n i n g s c a r r i e d over f rom tho war 
p e r i o d and because of t h e l a r g e p o r t i o n o f t h e managed deb t he ld by banks* 
Bever the leas* l a r g e and i n c r e a s i n g funds l a a c t i o s use would b e r e q u i r e d 
t o f i n a n c e t h e l a r g e e ^ m s i o n o f p roduc t i on w i t h f u l l employment and t h e 
s t e a d i l y l eng then ing p r o d u c t i o n and d i s t r i b u t i o n p r o c e s s a t i n f l a t e d va lues* 

A more d e t a i l e d summary i s a t t a c h e d . 
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