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Monetary Aspects of Inflation

Brief Outline

It has been said that prioe controls atteck symptoms
of inflation and not causes; thet real cause is monetary expansion;
that cMre requires monetary contraction and inoreased production,

Increase in evailable buying power without corresponding
increese in goods is basic cause of inflation -~ an inevitable
result of war,

Situation exists, however, and until production can be
increased to much higher level, direct controls are necessary.

As a result of war finsnce, the publiefs holdings of
deposits and ourrency are nearly three times prewar level and in
addition large holdings of Government securities oen be readily
converted into cash,

Efforts should be made to prevent further expansion; to
obtain some ocontraction; and to shift holdings into firmer investments,

Various measures can be adopted to accomplish these
purposes:

1, Create a surplus in the Govermment's budget.
Do not reduce taxes,
Reduce expenditures as much as possible without
impairing essential functions of Govermment.
Expedite disposal of surplus property.

2. Retire publie debt from existing belance, es well
as from any surplus that may be obtained,

Program is now in process, Over 20 billion dollars
of debt could be retired this year,

Will reduce bank deposits bheceuse most of maturing
issues are held by banks,

Also reduce bank reserves and, thireby require banks
to 2ell some of their large holdings of Government
securities,

3+ Push sales of securities to genuine investors,
Permit larger purchases of Series G bonds, which are
redeemsble on demand at lower rate and are not
shifteble to banks,

Use proceeds to retire bank holdings,
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Teke messures to prevent further monetization of
debt and decline in long-term interest rates,
without inoreasing shorteterm rates,

Present differentials in rates encourage banks to
sell short-term securities to Reserve Banks and
buy longer-term issues,

Creates additional bank reserves, which are expanded
inte six times as much credit,

Possible measures of restriction:

&, Debt retirement program is helpful, but not
adequete,

b. Discontinuance of purchases of short-term securites
by Federal Reserve would raise interest rates,

c. Need to require banks to hold certein amounts of
short-term securities or limit their holdings
of long-term securities,

Done by understanding in England and Caneada,
Would require legislatior here,

Centralization of foreign funds in U, S. in Federal
Reserve Banks might be used to withdraw 2 or 3 billion
dollars of reserve funds frommerket,

Other measures may be needed to discourage speculation in
oxisting assets -- seourities, real estate, eto,

1,
2,

S
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Capital gains tax would have been best measure,

Some oredit restriotions exist, especially in securities
nmarket,
Others may be necessery.

Should not meke oredit any easier as is provided in
Housing Bill,

Exhortation te buyers and lenders -- indicating excessive
prices and deangers of future losses,
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Monetary Aspeots of Inflation

Wartime monetary expansion

The basic cause of inflation is war, whioh necessitates
large payments to businesses and individuals for producing goods
that are not available for purchase,

Since it is preotically impossible to raise taxes fast
enough and far enough to eover these expenditures, individuals and
businesses have excess inoomes, whish ocorrespond to the amount of
Government borrowing.

Some of this borrowing absorbs a part of this exoess income,
but muoch of it must be obtained from banks and provides the basis
for an expansion in bank deposits and currenocy.

Figures are familisr --

Government raised 150 billion in taxes and borrowed
230 billion., The banking system provided approximately
100 billion, Not only the 130 billion borrowed from other
sources but some part of that obtained from banks represents
the investment of genuine savings,

Expansion of total deposits and currency has been to
nearly three times the prewar level from 67 billien in Jume
1940 to 175 billien. Demand deposits and ocurrency have grown
from 39 billiom to 126 billion (inoluding 25 billien of
temporary U. S, Government deposits). Considerably in excess
of ourrent needs én the basis of any past standards,

Value of the nation's total annual product has not
quite doubled -~ from 97 billion 4in 1940 to about 180 billion
at present. Thus if turnover of existing money should increase
to prewar standards there would need to be a oconsiderable
further inorease in produotion or a rise in prices,

In addition there has been an inorease of 80 billion
dollars in individual and business holdings of Government
securities, which can be readily oconverted into cash as long
as the Federal Reserve stands ready to buy them at par,

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



Generel Methods of Controlliggglnrlatien

A. Price oontrols and allocations --
It has been said that these attack symptoms not causes,
This is true but the basio cause -- the increased
supply of liquid assets relative to the limited
supply of goods -~ already exists,

Until that relation can be changed or we ocan be

assured that it will not operate toward inflation,
direct controls are essential.,

B. Increasing production ==
Will no doubt be eventual solutionm.
But this is a time-consuming process,

Production of many items already close to ocapacity
but still far short of demand,

Unless properly directed resources ocould be channeled

into production of goods for which demand is transitory --
and oreate basis for later reasction,
Increasing produotion also results in inoreased current

inoomes and buying power,
Does not absorb past acoumulations of buying power,

C. Monetary and fisoal measures to reduce money supply or
prevent further expansion,

These measures will be discussed more fully,

Monetary and fiscal measures for control of inflation.

1. Create budgetary surpluses,

Since deficits were prinoipel basis cause of inflatien,
surplus can be powerful anti-inflationary foree,
Government would take more from inocomes in taxes
then it would pay out,
Could repay borrowings at banks and reduce deposits,
(Discussed more fully later).
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8, No further tax reduction.

Some increases in taxes would be desirable now, but
not legislatively feasible,

Good anti-infletionary taxes are:
Capital gains tax
Excess profits tax

b, Government expenditures should be reduced as rapidly
a8 possible and increased expenditures should
be avoided.

Should not ourtail essential services of Govermment
needed to expedite production and control inflation,
as well as for other purposes,

War expenditures at 1/3 of maximum seem to be still
very large in view of reduction in armed forces
to L/B of peak and no more need for munitions or
for accumulating supplies,

Public works programs should be kept to minimum,

Bulk of rest of expenditures are for veterans aid,
interest costs, social security, and international
finance, Probably not much leeway in these.

o. Expedite disposal of surplus property.

Total estimated surplus property of 55 billion
(including 10 billien of aireraft not salable
and 15 billion overseas),

Only 18 billion had been declared surplus and
3 billion disposed of by March 31.

Although disposals in last quarter, at 1.2 billionm,
were more than double those of previous quarter,
progress is still slow,

(See attached memorendum)

d, Liquidate credit and eassets of Govermment lending
agencies and corporations,

Most of these assets are being transferred to War
Assets Corporation for liquidation.

Remaining oredits are mostly long-term obligations
that are being liquidated according to contract --
Land Banks, H.Q0.L.C., some of R.F.C., etec.
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e, Provide for sale of surplus silver,

Would put funds in Treasury and alse supply a
soaroe oommodity,

About 200 million ounces of "free bullion™ in
Treasury not otherwise pledged.

Various bills in Congress == probably most likely
of passage provides for sale of free Treasury
silver for industrial uses at 90 cents an ounce.

(See attached memorandum).

f. Possible changes in social security,

Present system is already enti-inflationary in that
ourrent receipts exceed benefit payments by about
1 billion dollars a year.

Bring in other groups of participants and raise
1imit on taxable wages from $3,000 to $3,400 --
would at first increase pep=seid receipts more
than benefit payments,

Could be made more deflationary by permitting

payroll taxes for 0ld Age and Survivors Insurance to
inorease to the l; per cent scheduled for 1943 and
postponed. Considered by some as undesirable from
long-run point of view, as present 2 per ocent

taxeg is sufficient to sustain system for 5 to 10
years, and pay-as-you-go basis is sounder policy

as a general matter,

(See attached memorandum)
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Monetary and fiscal measures for comtrol of inflation (continued)

2, Retirement of Government Debt

Use of any surplus to retire publio debt would be
anti-inflationary because such a large portion of
maturing debt is held by banks.

Would therefore reduce deposits,

Use of acocumulated cash balance by Treasury to retire
debt is also mildly restrictive,

Treasury has through May 1 retired 6.4 billion of
marketable debt, in addition to 1.2 billion of excess
profits tax refund bonds and over a billion of tax
and savings notes,

It has suffioient cash balance to retire about 16 billion
more of marketable issues during remeinder of this year,

Distribution of the holdings of issues that have already
been end might be retired is shown in table,

Distribution of Holdings of Marketeble Deht Maturing in 1946

(In billions of dollars)

Already Possible
Retired Retirements®
Holders March 1 - May 1 June - Deoc,
Commercial banks L.o 9.0
Federal Reserve Banks 1.2 2.5
Nonbank investors 1.2 L5
Total 6y 16,0

* Assumes retirement of about )y per cent of all certificates and
90 per ocent notes and of 100 per oent of other maturing notes

and bonds, No change in Treasury bills,
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2, Retirement of Govermnment Debt (continued)

Commercial banks hold about three-fifths of total.

Withdrawal of deposits from banks to pay off debt
held by benks has largely a bookkeeping effect,

Reduces bank assets and earnings and Treasury
interest payments,

Retirement of Federal Reserve holdinges reduces bank
reserves and puts pressure on banks to liquidate
oredit,

Does not force liquidetion bescause banks can sell
_securities to, or berrow from Federal Reserve,
to replace reserves,

Retirement of holdings by nonbank investors tends to
inerease bank deposits, but it also increases required
reserves and puts a little more pressure on banks,

Other investors would be in market for replacements
and might purchase some of the securities that
banks would need to sell to adjust reserve positions,

3o Push sales of seocurities to genuine savers,
Aveilable savings should be attracted into firm investment.

Inocrease in amount of Series G bonds purchasable by one
investor.

Bonds are redeemable at any time, but at lower
rate of return if before maturity,

Not selable on market at guaranteed high rate,
Could not be sold to banks,

Proceeds of sales could be used to retire issues held by banks,
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Monetary and fiscal measures for control of inflation (continued)

Lis» Limit further monetization of debt and reverse trend
if poessible,

Some expansion in bank holdings of Government seocurities
and consequently in bank deposits was necessary
during war,

Federal Reserve supplied banks with reserves needed
to support this expansion by purchasing Government
seourities at established rates,

Stebility of market and differentials in rates on
long-term and short-term issues encouraged banks

to sell short-term low-rate issues to Federal Reserve
and to buy longer-term issues,

These shifts oreated new reserves, which provided
basis for six-fold expansion in bank credit,

Proferential discount rate also encouraged banks
to borrow at Reserve Banks to purchase or hold
Government seourities or to meke loans to
speculators in such securities,

Result of this process has been to stimulate creation
of new money at a time when there is already an excess,
It has also ocsused further sharp decline in long-
term interest rates, reducing returns to genuine
investors and investment institutionms,

This proosss needs to be stopped, and if possible
reversed,

Situation discussed in statement recently presented
to a group of New York bankers, (Attached)

Various methods for checking monetiszation of debt,

a, Debt retirement program, already desoribed,
operates in that direction.

Banks cen, however, still sell short-term securities
to Federal Reserve, and buy longer-term issues,
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b, Federal Reserve could stop buying short-term issues,

This would result in rise in short-term interest
rates,

Increase interest cost to Treasury, which has to
refund or retire 70 billion of maturing issues
in next year.

Increase earnings of banks, whioh hold large part
of short-dated debt and whose earnings are already
large,

Commereial banks hold 32 billion and Federal
Reserve Banks over 20 billion of issues matuiing
within one year,

Might run risk of upsetting market for Govern-
ment securities, which with debt of 275 billionm,
is a factor of unprecedented importance in our
financial structure,

o, Inerease member bank reserve requirements and have
Federel Reserve take over large part of debt as
banks are forced to sell, Federal Reserve ocould
hold these securities at some low interest rate,

Then let market rates adjust to whatever relation-
ship would stop shifting of issues,

Under existing law could only make small inorease
in reserve requirements for New York and Chicago
banks,

New legislative authority needed to be able to meet
future contingencies,

Increase suffiecient to acoomplish purpose might need
to be drastie,

Would meet with opposition from banks, because it
would deorease their earnings end also the flexibility
of their operetions,

Federal Reserve could pey some interest on reserve
balances to dompensate for loss ¢f earnings, if
necessary.
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d, Require benks to hold certein amounts of shorte
term Govermment securities,

Would prevent shifting and still maintein short-
term rates at low levels,

Legislation necessary,

6, Limit amount of long-term assets banks may hold,
Canadians have done this by informel agreement,

Legislation would be necessary in this country.

5 "+ Centralizetion of all foreign offidel funds in
U, S, morket into Federal Reserve Banks would
withdrew considerable reserves from market,

These funds now totel about 3.9 billion.
With Federal Reserve Banks ,9 b on,
With commercial benks 1.0 billion
In Treasury obligations 2,0 billien.

Deposits with commeroial banks may be largely
working balances of operating agencies,

Amounts invested in Treasury securities give

foreign governments and centrel banks a return
on reserve funds,

These reserves could be withdrawn from our market,

If domestic benks had to adjust by selling securities
to Reserve Banks, then we would receive return instead
of foreigners,

(Bee attached memorandum for further details
and disocussion,)
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Control of speculation in assets -- seourities, urban real estate,
farm leand, ete,

Rising prices and widespread buying of existing assets is a
usual accompanimentof inflation,

Especially stimulated at this time by «-
Large volume of investable funds held in liquid form.
Low level of long-term interest rates,

Certain direct controls might be applied to restrioct these
tendencles:

1, Price ceilings -~ difficult to apply.

2., Tax on ocapital gains from sale of assets held
short period -- to discourage buying for
speculatiye profits,

Should have been applied earlier.
Requires legislation,

3+ Control over use of oredit,
May be an importent means of control in some
oircumstances,

Has effect not only of restricting buying of partiecular
agsets but also of preventing gemeral increase in
buying power resulting from oredit expansion.

Also limits disastrous oonsequences of post-boom
liquidation,

Not so effective in this situation because of
large volume of liquid assets, permitting ocash
purchases with little credit,

Has been applied in stock market by imposition of
100 per cent margin requirement. Has no doubt
reduced speculation in that market, although not
eliminating it,
Has also prevented oredit expansion amd caused
gsome contraction,
Restriotions on credit in real estate field.
May be necessary,
So far there has been no great expension in use of credit,

But price and demend situation is favorable for some expension,
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-l]l -

Restriotions on oredit in real estate field (continued)
Special inducements for use of credit should be avoided,
For example, as in Housing Bill now before Congress.

For more detailed discussion of real estate situation,
see attached memorandum,
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RECENT PROGRESS IN DISPOSING OF SURPLUS WAR PROPERTY

Disposals of Govermment surplus war property have increased sub=-
stentially since the begimning of this year. During the first querter of 1946,
seles of damestio surpluses totaled over one billion dollars, which was more
then double the sales volume in the finel quarter of 1945. Sales in the Jan-
uary-March quarter included about 300 million dollars each of plants end in-
dustrial property, production equipment and materials, and consumer goodse. The
goal set for the second quarter of 1946 for producers equipment and consumer
zoods alone totals about 1 billion dollars.

Despite recemt progress, total disposals through the middle of March
emounted to only six per cemt of the estimated aggregate surplus, and the total
inventory of property declared surplus and not yet disposed of inoreased during
the first three months of 1946 by nearly h%-billion dollers, As shown in the
table, Government-owned war property costing nearly 55 billion dollars is ex-
pected eventually to be declared surplus and available for disposal. As of
March 31, 1946, the latest available date, only 18 billion of this amount had
been declared surplus and only % billion had been sold or otherwise disposed of,
leaving nearly 37 billion still to be declared surplus and over 51 billion still
to be declared surplus or disposed of.

Disposal of Surplus Property:s Progress to Date and the Job Ahead
(on besis of original cost, in billions of dollars)

Total Progress through

Class of surplus Esti=- Mar. 31 1946 The job ahead
mated Declar- Dis- Declara~ Dis=
surplus ations posalsl/ tions posals L/
Grand total 5}40 6 170 7 3.3 36. 9 51 . 3
Domestie, exel. probably non-
saleble aircraft 29.6 10.8 2.3 13.8 27.2
Plants and industrial
resl property 11.2 3.6 O.ly 7.6 10.8
Production equipment & materials 6.0 2.5 0.6 25 Sely
Consumer goods 5¢3 2.0 0.8 3,3 L5
Other g/ 701 2.8 006 )443 6.5
Probably nonsalable aircraft 9.9 L.7 0.2 5¢2 9.7
Overseas surplus é/ 15.2 2.3 0.8 12.9 Wby

i/ Disposals include, in addition to property sold, donations, abandonments,
salvage and transfers without reimbursement.

g/ Includes:s salable aircraft, parts and components, airports, sgricultursl land,
surplus in U,8, territories and possessions, community facilities, marine equip-
ment, foodstuffs and other agricultural products, mineral and grazing lands,
and housing.

.2/ Figures for declarations end disposal of surpluses located overseas are ap=-
proximate.

Source: Figures for total estimated surplus are taken from the latest quarterly
progress reoport of the Surplus Property Administration. TFigures on declarations
and disposal through March 31, 1946 are from releases of the War Assets Administration.
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The slowness with which surpluses are being channeled into the peace=-
time economy is probably in large part unavoidable, resulting as it does from such
feotors as the following: the statutory requirement that surpluses be offered to
priority holders before being made aveilable to the general public; the very limi-
ted personnel availeble for handling such an enormous selling job; the time-con-
suming preliminery inspection and subsequent paper work; the isolated or scattered
location of much of the property; and the retarding effect on both policy end ad-
ministrative decisions of constant criticism from pressurs groups to which the dis-
posal agencies are subjeot. In addition, disposal of certain types of surplus pro-

perty is made particularly difficult by special problems peculiar to them; among
these types are the 11 billion dollars of Govermment-owned war plants, the 15 bil=-
lion of surpluses located in foreign countries, and the nearly 10 billion of probe-
ably nonselable aircraft. Earlier bottlenecks arising from the separation of
responsibility for policy=-meking and actual selling functions, the lack of suf-
ficient authority to sell on the part of the chief operating agenoy's field offices,
an ineffiocient procedure of teking up surplus items for disposal, and the time
required for mere establishment of selling procedures and a sales orgenization,
ere now being removed. Consequently, as illustrated in the table, disposals are
now being stepped up. As noted earlier, however, totel inventories continue to
advance fhster than disposals.

Disposal of Salable Domestic Surpluses, by Quarters
(on basis of original cost, in millions of dollars)

Volume disposed 1/ of

Cumulative
Class of surplus through Jan, le= Oct, le July 1 - through
lMar. 31, March 31 Dec, 31 Septe 30 June 30,
19h6 1946 1945 1945 1945
Total domestic, excl. non=-
salable & roraft 2,330 1,168 Lg2 L7 534
Plents and industrial
real property 392 267 90 8 27
Production equipment
and materials 596 302 111 36 147
Consumer goods 775 308 U1 63 263
Other 2/ 567 291 10 Lo 97

.3/ Lergely by sale, but includes also donations, abandomments, salvage, and
transfers without reimbursement.

Ea/ Includes: salable aircraft, parts and components, airports, esgricultural
land, surplus in U.8, territories and possessions, community facilities,
marine equipmemt, foodstuffs and other agricultural products, mineral and
grazing lands, and housing.

Source: Figures through 1945 are from the most recent quarterly progress report
of the Surplus Property Administration. Figures for 1946 are from releases of
the War Assets Administration amd are probably preliminary,
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April 26, 1946
SALE OF TREASTRY SILVER

The Silver Purchase Act of 1934 declared it to be the policy
of the United States that the proportion of silver to gold in the mone-
tary stocks of the United States should be increased with the ultimate
objective of having and maintaining one-fourth of the monetary wvalue
of such stocks in silver. W%henever the proportion of silver in the
stocks of gold and silver is less than one-fourth, the Secretary of the
Treasury is directed to purchase silver at such times and upon such
terms and conditions as he may deem reasonsble and most advantageous to
the public interest, but at a price not to exceed its monetary wvalue.

He is required to issue silver certificates in face amount not less than
the cost of all silver purchased under the Act. With the approval of

the President, the Secretary is authoriszed to regulate or prohibit the
acquisition, importation, exportation, or transportation of silver and
silver contracts, The President is authorized, at his discretion, to
require the delivery to the United States mints of any or all silver,

in return for which shall be paid the monetary value of such silver

in any form of United States coin or currency desired (less mint charges),
provided that such value is not less than the market price of silver over
a reasonable period previous to the date of the order.

During the period from the enactmenmt of this legislation until
owr entry into the war a considerable amount of silver was purchased
from time to time at varying prices by the Treasury Department. During
the war period, however, very little silver was purchased by the Treasury,
leaving most of the available silver for use in essential war industries
with the War Production Board directing the distribution of the supply.
The use of silver for essential war needs was apparently so large that
it was impossible to meet the requirements from purchases abroad and
from the newly mined domestic supply since the Treasury loaned 878 million
ounces of its stock to the Defense Plants Corporation of the Reconstruc-
tion Finance Corporation. Under the Green Act of July 12, 1943 (which
expired December 31, 1945) part of the Treasury stock of free silver was
sold to essential industry.

On April 22, 1946, United States stocks of silver at the
Treasury Department amounted to 1,989,000,000 ounces. Of this total,
1,729,000,000 ounces were held as security for silver certificates and
the balance of 260 million ounces were in the general fund. Of the
260 million ounces in the general fund, 287 million were reported as
nfree bullion® and a portion of this free silver may be on loan to the
Defense Planmts Corporation since the Treasury statement footnotes this
as one of the items from which the silver loan was made, the other item
being the bullion backing the silver certificates.
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There are several bills now pending before Congress directing
the Treasury Department to sell its holdings of free silver bullion to
the industry. The Green Bill now before the Banking and Currency Com-
mittee of the Senate stipulates that the Treaswry's free silver bullion
be sold to the industry at 71.11 cents per ounce. A similar bill has
already been passed by the House. Senator McCarran of Nevada intro-
duced 2 bill in December 1945 which called for the sale of the Treasury
silver to the industry at $1.29 an ounce, and also stipulated that this
price be paid for domestically mined silver. A compromise bill calling
for $1.05 an ounce was put before the Senate Banking and Currency Com-
mittee by Senator McCarran. It is expected, however, that compromise
legislation in the form of an appropriations rider will authorize the
sale of free Treasury silver for Industrial use at 90 cents an ounce.
Under the terms of this rider the Treasury would be authorized to sell
silver for two years at 90 cents an ounce and at $1.29 an ounce there-
after. In any case, not more than 227 million ounces of free Treasury
silver would be available for sale to the industry.

The sale of this silver to the industry would, of course, be
deflationary since it would reduce the amount of funds avallable to
individusls and corporations and would bunild up Treasury funds that
might possibly be used to retire debt. It would also reduce the amount
of silver available to the Treasury as security for additional silver
certificates.
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GOVERNMENT CORPORATIONS AND CREDIT AGENCIES

One possibility to consider in an anti-inflationary progream is
liquidation of assets of Govermment ocorporations and oredit agencies emd the
use of funds to retire publiec debt. A brief survey of these assets indicates,
however, that the problem is largely one of terminating wartime activities
and disposing of property acquired for war purposes. Loens of Govermment credit
agencies have generally declined during the war period, except in a few lines.

Assets of these corporations and sgencies totaled 33.8 billien
dollers on December 31, 1945, according te the latest figures published by the
Treasury Department shown in the table. The tremendous growth during the war
period == 19 billion -- was largely in corporations with war related activi-
ties; hence the mejor portion of the liquidation problem will be limited to a
small number of agemncies.

Prinoipal Assets and Government Corporations end Credit Agencies
December 31, 1941 and 1945
(In millions of dollers)

Cash 925 196
Investments

Ue 8. Government geourities, direct and

guaranteed 1,683 999

Other 325 7126
Loans " 5 290 9,487
Land, structures, and equipment 21,017 )
Commodities, supplies, and materials 2,288 ) E/
Undistributed charges h72 ) 3,952
Other assets )

Total assets, excluding interagency items 33,84 1,660

3/ All items are shown on & gross basis, i.e., before reserves for
losses, and are therefore not entirely comparsble with figures
for 1945, which are shown net of reserves.

Similar details not available.

At the end of 1945 about 21 billion dollars, or 2/3 of the totel
assets of all Goverrment corporations and oredit agenocies represenmted land,
struotures, and equipment, a substantial proportion of which may eventually
be deoclared surplus war property. Major omners of this property are: TU. 8.
Maritime Commission and War Shipping Administration, 11.2 billion, largely
ships, and Reconstruction Finence Corporation (leargely war affiliates), 6.9
billion, prineipally industrial plent and equipment. Among peacetime agencies
the largest investment was about 3/} billion of the Temnessee Valley Authority.
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Goverrment corporations held some 2.3 billion dollars of commodities, supplies,
and materials, which for the most part will be offered for sale. About half
of this represents holdings of the Reconstruetion Finanoce Corporaticn and
consistes of commodities acquired for strategic and other war purposes; about
half is owned by the Commodity Credit Corporation in comneotion with its
various progrems. The liquidation of these assets is a part of the broad
problem of terminating war activities, and declaring and disposing of surplus
property. About 90 per cent of the sales of surplus war property are being
handled by the War Assets Administration.

The prinecipal other type of asset of Government corporations and
oredit agenocies is their loans. These totaled 5.3 billion dollars at the
end of 19L5, eompared with 8.5 billion at the end of 1941.

About 2/3 of the outstanding loans at the beginning of the war, as
shown in the table, reflected emergenocy finencing of the depressiocn years,
largely for finsncial institutions end for owners of farms and homes. Liquid-
ation of such loans hed been in process for some time before the wer; liquid-
ation ocontinued during the war mainly because of the ample funds for d ebt
reduction.

Outstanding Loans of Govermment Corporations and Credit Agenocies
December 31, 1;£1 and 1945
(In millions of dollars)

Decrease(-)
191451‘/ 191 or incresse (4),
1941 to 1945
Home Owners' Loan Corporation 852 1,777 ~025
Other home mortgege agencies 527 865 -338
Federal land banks and Federal Farm
Mortgage Corporation 1,330 2,361 -1,031
Other agricultural eredit agencies 666 837 -171
Reoonstruetion Finance Corporation
Loan to the Umited Kingdom 271 - #271
Loans to industrial and commereial
businesgses
For war purposes 19l 106 4+ 88
Other 15 110 4+ 35
A1l other (largely emergency finanocing of
the 1930") -2./80 1,217 =837
Farm Seeurity Administratien Lér LéT 0
Rural Electrification Administration Lot 323 + 84
Export Import Bank 252 139 4113
All other 237 285 - 148
Total, exeluding interagency items 5,728 8,467 -2,759

1/ Adjusted to a gross basis, i.e., before reserves for losses.
Not entirely comparable with earlier data.
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Liquidation of the Home Owmers' Loan Corporation is proceeding
ahead of schedule.set by law, and by December 31, 1945, outstanding home
mortgage loans of that agency had declined to 850 millien dollars, compared
with their peak of 3.1 billion dollars in 1936. Recent legislation amending
the farm credit system liberalized the lending authority of the Federal land
banks, and this is expeoted to make ummecessary any further lending activity
on the part of the Federal Farm Mortgage Corporation. Farm mortgage loans
nade largely during the depression years and held by the Federal land banks
and the Federal Farm Mortgage Corporation declined more then 1 billion dollars
from 1941 to 1945. The Recenstruction Finance Corporaticn has alse continued
4o liquidate its loans acquired during the early 1930's; the velume still out~
standing at the 1945 year-end was sbout 1/3 that at the beginning of the war.

The need for lending aectivities of ocertain ageneies will centinue ~-
and may even inerease -- in the postwar period. Some of this will appear among
home mortgage agencies as progress is made in meeting the acute housing shortage,
and seme will appear in such activities as development of small business, the
extension of the use of elestricity in rurel areas, and loaps abrecad for recon-
struction purposes. The Recenstruction Finance Corporation is emecouraging small
business activities through a guarenteed lcan pregram. Aectually, however, the
agency's loans for other than war purposes inoreased only 110 million dellars
from August 31, 1945, to Februsry 28, 1946. The war brought to a halt major
extensions of rural electrification, but in recent months Rural Bleotrifiecation
Administration loans have been inoreasing; as additional materials for further
expsnsion become avallable, these losns will increase still further. Outstand-
ing loans of the Export-Import Bank had increased to about 1/)4 billien dollars

st the end of 1945, and the Bank has outstanding commitments for a wmuch larger
total.
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April 23, 19L6

SOCIAL SECURITY AND INFLATION

We are attaching & memorandum on the current social
security situation, and also & report by Mr. Stettner which
gppeared in last week!s current comments.

The relation of socisl security policy to current in-
flation controls is as follows:

(1) The social security system as it currently stands
is on balance a deflationary factor,

The old-aze insurance system (OASI) is financed by a
pay roll tax of 2 per cent on the first #3,000 of wages of covered
workers. The contribution is divided equally between employers
end employees. The combined rate was scheduled to increase to L
per cent in 1943 and to é per cent in 1949, but the scheduled in-
creases were postponed, Benefit payments are now running at an
anmal rate of 300 million dollars, while the receipts from the
OASI pay roll tax run at about 1.3 billion dollars, so that under
current conditions the anmal addition to the OASI fund (which
now gtends at 7.3 billion) amounts to about 1 billion, To this
extent, securities are being absorbed in the trust fund which
otherwise might be held by the public or the banking system. l./

The present unemployment ocompensation progrem ig fi-
nanced by a pay roll tax of 3 per cemt (subject to reduction by
experience rating) payable by the employer. Collections are now
at an annual rate of over 1 billion while disbursements are some-
what higher. The trust fund now stands at 6.8 billion. Whether,
and by how rmch, it will decline depends on developments,

(2) The deflationary effects of the social security
system could, of course, be increased greatly if pay roll taxes
were raised without a corresponding increase in benefits, thus
leading to preater accumulations in the reserve funds. However,
this would be undesirable from the point of view of long=-run

1/" The result depends on whether the surplus of pay roll tax re=-
Teipts is used to redeem outstanding debt or as a substitute for
debt addition which otherwise might have been neededs 1In either
case the effect is deflationary,
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social security policy, which should tend towards a pay-as-you-go
system, avoid excessive reserve scourmletions, and be based on
pay roll tax receipts as well as a contribution from general reve-
mues. The present OASI rates are adequate to sustain the system
for 5 or 10 years, at which time it will be preferable to rely

on some general contribution rather than to raise pay roll rates.
If the present situation cells for tax increases, they should be
underteken in an area where they do not handicap the sound long-
run develovment of social security.

(3) Various amendments in the social security system
now under consideration are considered briefly with respect to
their bearing upon the inflation problem:

(a) The Social Security Board does not pro-
pose comprehensive expansion of the system at this mo=-
ments It recommends, however, that the coverage under
OASI be expanded to ineclude all gainful workers, in-
cluding the self-employed. If we assume that this
would mean an increase in both pay roll receipts and
benefit payments at about the same ratio applicable to
those already covered, some increase in the rate of fund
accumulation would result. Under expanded coverage the
annual inocrease in the fund might reach 1,5 billion dol-
larg as against the 1 billion dollars under the present
systems The net effeots would thus tend to be defla-
tionary. Also, the Social Security Board recommends
reising the limit on taxeble wages from $3,000 to $3,600
and extending certain additionel benefits, such as
somewhat liberalized old-age payments and permanent
disebility, which probably would tend to balance out.

(b) A health insurance program is now consi=
dered by Congress. The Bill, itself, contains no fi-
naneing provisions. The authors of the Bill chose this
strategy because otherwise it would have been necessary
to submit the Bill to the Ways and leans Committee
where it would have heen throttled., However, if the
health insurance bill were passed, some finencing pro-
vision would obviously have to be made, probably a 3
ver cent pay roll tax as contemplated for the rather
similar health insurance orovision under the Wagner-
Murray-Dingell Bill. With such a tax the Health Bill
is not likely to be deflationary, except perhaps ini-
tially when facilities are not yet available and bene-
fit payments would lag,.
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(¢c) The Ways and Means Cormittee is cur-
rently holding hearings on social security emendments
as proposed in a staff report prepared for the Com-
mittees The major change under consideration is the
extension of OASI coverage., Health insurance is not
being considered and the other provisions are mostly
administrative, with little bearing on the inflation
problem. However, it is not expected that the Com=-
mittee will recommend an inerease in present OASI pay
roll tax rates as current rates are sufficient to fi-
nance the OASI for at least a 5-year period.

Attachments
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April 26, 1946

Extrect from Address by Chairman Ecoles at
the Ninth Annuel Reunion Conference of the
Graduate School of Banking, New York City, April 6, 1946

So far as the present inflationery dangers are concerned,
1%t should be of deep concern to the banking community to help in
stopping and reversing the process by which the commercial banking
system oreates more and more money through purchase of Government se-
curities, that 1s, the process of further monetigzation of the public
debt, To halt and reverse this trend requires not only a balanced
budget, but a badgetary surplus and ocontinued sale of savings bonds
to the general public, using the proceeds both from the surplus and
the savings to pay off Government obligations held by the commeroial
banking system, It would also be helpful if ways could be found to
bring about the ssle t6 nonbank investors of some of the longer term
Government securities held by the oommercial benks,

Too much of the public debt has already been financed by
the commercial banking system., The excessively low yields on Govern-
ment seourities is due to the intense competition by the banks to add
to their holdings of longer-term, higher-coupon securities, They
continue to sell their shorter-term seourities to the Federal Reserve
Banks and with the reserves thus oreated, the benking system as a
whole is enabled to purchase six times that amount, In s word, the
merket today is largely made by the commerecial banks,

This process of shifting from the shorter to the longer-
term securities cannot be stopped unless the shorter-term rates are
permitted to inorease until the shifting is no lomger profitable, or
unless Congress is willing to give the Federal Reserve adeqguate
authority to deal with the situation. The first method, that of
increasing the shorter-term retes, would be ill-advised as it would
increase the cost to the Treasury of cearrying the debt, thus adding
to bank earnings which are already very large,

The way banks ip this ocountry have been permitted to buy
Government securities of their own choosing is in sharp contrast to
British and Canadian methods of debt management. Those countries
have determined the amount of bank oredit they would use and the rate
they would pay. They have confined their bank borrowings to short-
term paper at what, I understand, is a 5/8ths rate, and prohibited
banks' owning other Government securities except es related to savings
funds.
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Until some adequate control can be exercised over the amount
and kind of Govermment securities our commercial benking system can
hold, it would be inadvisable to make available to the market for
the purpose of ebsorbing surplus money additional long-term securities,
even though they are not eligible for banks to buy, because the
eligible securities held outside of the banks would in all probability
be sold to the banks and the proceeds used to purchase the higher yielding
new issues from the Treasury. Even though the funds thus obtained
by the Govermment were used to pay off short-term meturing debt
largely held by the banks, the banks would be likely to replece through
market purchases the amount that was paid off., Hence, nothing would be
accomplished towards halting the monetization of the debt and reducing
the money supply.

We must not shut our eyes to the realities of the situation
as I have outlined it if we expect to stop a further decline in the
long-term interest rate, or to bring about an improvement in the rate
more in line with the longest term 2-1/2 per cent rate being paid by
the Government on the last market issue., A serious by-product of the
inoreasingly low long-term rate is to intensify inflationary forces,
particularly in the field of capital assets such as in the stook
merket as well as in the entire real estate field, inoluding homes,
farms end business properties, The low rate also discourages savings
end has ea serious impect on all insurance, pension end savings funds,
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POSSIBLE REDUCTION OF MFMBER BANK RESERVES
THROUGH TRANSFER OF FOREIGN OFFICIAL FUNDS
TO DEPOSTT WITH FEDERAL RESERVE BANK OF NEW YORK

At the end of 1945 foreign official funds in the Uhited States
amounted to $3,865 million, of which $860 million were held on deposit
with the Federal Reserve Bank of New York. Of the remainder $1,955 million
was invested in United States Treaswry obligations and $1,050 million was
held on deposit at various commercial banks, mainly in the New York market.
The largest holders of Treasury obligations and market balances were as
follows:

Accounts with

Treasury commercial

Country Total obligations banks
In millions of dollars)

Canada 1,125 1,118 10
China 568 441 127
Norway 162 144 18
Brazil 134 4 130
Sweden 124 111 13
Netherlands East Indies 102 67 35
France 87 — 87
Netherlands 57 — 57
2,359 1,882 477
A1l other ’ 646 73 573
Total 3,005 1,955 1,050

The entire $1,955 million of Treasury obligations could be allowed
to run off and the proceeds put on deposit with the Federal Reserve Banks.
If the obligations were paid off by drafts on the Treasury accounts with the
commercial banks or with tax revenues, member bank reserves would be corre-
spondingly reduced.

The $1,050 million of accounts with commercial banks could not be
transferred in their entirety to the Federal Reserve Banks. It is necessary
to bear in mind that (1) some of these accounts are those of central banks
which combine commercial with central banking business and some &are accownts
of purchasing missions or other Government agencies. The New York Bank is
not fully equipped to handle accounts that are utilized actively for small
transactions, letters of credit, remittances, etc.; (2) a number of foreign
central banks and Governments desire to maintain their standing as good cus-
tomers of commercial banks because they hope, as opportunity offers, to ob-
tain eredits from them. Hence they feel it is advantageous to maintain as
large deposits with them as they can. If weight is given to these two con-
siderations it is evident that serious inconvenience would be caused if some
of the $1,050 million of balances in the market were not retained in commer-
cial banks.
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In addition to Treasury obligations and official accounts in
the market, there was a substantial amount of private short-term assets
which might be requisitioned. At the emd of the year private short-
term assets amounted to $2,700 million and private holdings of long-term
securities are estimated to have been $5,600 million. In general, how-
ever, it may be said with regard to these private assets that the coun-
tries which are requisitioning them are doing so for the purpose of
meeting urgent needs and that no country would requisition the bank de-
posits and investments of 1ts private citizens merely for the purpose of
holding the proceeds on officlal deposit with the Federal Reserve Bank.
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WHAT CAN BE DONE ABUT REAL ESTAT= VALUES

BeA+E. has come to the conclusion that the farm land value problem
can not be treated separately from the urben problem. For that reason, and
because the measures required are of essentially the same types, the possible
courses of action are listed below without distinotion as to farm or urban real
estate.

1, Exhortation

Efforts might be mede to bring before each prospective purchaser
the informetion concerning present prices of real estate and the great risk
involved in most purchases at the present time. No such program would be
worth while, however, unless all available govermmental end privaete resources
were to participate energeticallye The Federal Reserve System should be ready
to carry such a progrem to each member bamk,

2s Legislative

The following meesurew might be recommended to the Congress but
it is not believed that the necessary legislation could be passed.

a) Modification of preferential treatment accorded capital geins
in the Federal income taxe At present only 50 per cent of the
gain from the sale of capitel assets held six months or more is
taxable, snd the tax camnnot exceed 50 per cenmt of much taxable
gailn, Capitel geins might be treated as ordinary income, or the
six months' period in which capitel gains are treated as ordinary
income might be extended.

b) A special tax on profits from resale of real estate, with the tax
rate decreasing the longer the property is held,

%, Executive aoction

a) The extension of credit might be regulated under executive order.
A heavy down payment of cash, say of 60 per cent of the value
of the property, could be required. The terms on which loans
are granted could also be made more stringent,
to
b) Veterans Administretion could tighten their measures/broteot
veterans from borrowing to buy houses at excessive prices.
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RESIDENTIAL REAL ESTATE

Inorease in prices

Between the spring of 1940 end February 1946, the price of houses
and of lend for building rose, on the average, a little over 60 per cent.
Since the end of the war, the rise in prices has besn more rapid, averaging,
between September 1945 and Februery 1946, about 17 per oent for houses and
2% per cent for building land.

In general, the greatest increase in house prices has been for
those houses which were valued before the war at under £6,000. There are
also marked regional differences =- the greatest increases are found in
those areas which rapidly gained population during the war,

Significant details are shown in Table I, and footnotes to the
table indicate how the survey was conduocted. *

Reasons for the increase in prioces

The inorease in prices reflects the faot that during the war the
emount of new building and oconversion of existing structures was not suf-
ficient to meet the demend for housing. Sinoce September 1945 the rapid de-
mobilization of the armed forces has resulted in the formation or reesteblish-
ment of families at a more rapid rate, and in the attempt of many families
to adjust their housing accommodations to family composition. The rapid
removal of controls on building in October 1945 brought many would-be buyers
into the market in anticipation of an easier supply, end also encouraged
builders and others to compete for lend and meterials thus raising costs and
providing a talking point to justify higher prices for existing houses.
Amendment, at the end of December 1945, of the Serviocemen's Readjustment
Act of 194;, and the presence of more and more veterans to take adventage
of it, probebly also added to the pressure on prices early this year. Speou-
lative buying for resale has been reported in numerous instances, but it isg
hard to tell how fer this has gone as yet. All of these influences have been
added to the effeots of the growth in number of femilies, the rise in family
incomes, end the migration of population which took plece during the war.

Prospeats

Prices of houses cannot continue to inorease indefinitely at the
rate of between lj and 5 per cemt of 1940 prices per months Byt it seems
likely that the advance will continue for some months st least and for a
time will be stimulated by a growing volume of speculative buying., Prices
are already high. If inocomes continue stabilized at recent levels, further
increases in the price of houses will reduce the size of the market. Eventuall
8 collapse in the housing market is to be expecteds

* Not yet available,
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Special problems in the housing market

Special problems are created in the housing market by the prioce
disparities that have developede The prices for old houses, which are sub=-
jeot to no form of control, have advanced 60 per cemt on the average since
before the war; costs of new houses, which are subject to partial but not
wholly effective control, have inoreased roughly 50 per cembt, including cost
of the lot; the remt on old houses, subject to strioct QPA oontrol, has risen
very little; the rent on new houses has been less rigidly controlled and is
believed to have been adjusted in some measure to the rising costs of build~-
inge

To a considerable extent the inducement to build new houses depends
upon the price of compareble old housess If old houses are high in price there
is a strong tendenocy for the costs of new houses to rise to that level, the
neture and structure of the building industry being such that contractors and
others tend to charge "what the market will bear".

Under these conditions any advance from current levels in the prioces
of existing houses, which are not subject to control, will increase the dif=
fioulty of holding down the costs and prices of new houses.

If price stabilization in residential building is to be successful,
therefore, it is important that the advance in the prices of pld houses be
haltede Unless this is done, en increasing volume of indebtedness will be
created on the basis of unsound values, prices of new houses will inevitably
rise -- as they may enyway == to a level at which the market for such houses
will dr¥y wup, as in 1920; and the collapse, when it comes, will be more serious
then if it occwrred earlier and at a lower price level,
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TABLE I

CHANGE IN PRICES OF SINGLE-FAIILY HOUSES

{Index, Spring 19,0 ™ 100 Increase, September
City end value class Spring | September | February 1945 - February 1946
in Spring 1940 1940 1945 1946 Points in index|rPer cent
All cities
Under 36,000 100 1,0 165 25 18
$6,000-:12,000 100 157 157 20 15
Cities in selected regions
Under 36,000
Wew England 100 131 150 19 15
South Atlantic 100 1), 170 26 19
Vest South Ventral 100 150 177 27 18
liountain 100 151 168 17 11
Pacific 100 165 196 31 19
56,000-3512, 000
New England 100 129 1,9 20 15
South Atlantic 100 146 161 15 10
Tiest South Central 100 U1 162 21 15
Mountain 100 16 162 16 11
Pacific 100 160 187 27 17

Note: The data shown in the table were obtained by the Nationael Housing Agency
in answer to questions sent in the latter half of March to the presidents
of the PFederal Home Loan Banks, the regional managers of the Home Owners?
Loan Corporation, the insuring offices of the Federal Housing Administration,
and the regional expediters of the Office of the Administrator of the
National Housing Agencye. The data shown are averages of the replies re-
celved, after the extremes, whether high or low, were eliminated.
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FARM LAND VALUES

Indications of Inflationary Levelopments in the Land Market.

Farm land prices have risen rapidly during the war period end are
now at very high levels.

1.

2o

L.

5

6

Iand values were 69 per cent higher on March 1, 1946 than on
March 1, 1940; at the peek in 1920 they were 65 per cent
above 191l

In seven states land values on March 1, 1946 were more than
90 per cent above the 190 level.

In the Census divisions of the Zast South Central states
(Kentucky, Tennessee, Alabame, Kississippi) land values on
March 1 were 89 per cent above 19,,0; and in the Pacific
state 80 per cent.

On March 1, 1946 land values were above the 1919 level and
within 16 per cent of the peak reached in 1920.

Land values in 15 states on Warch 1, 19,6 were above the
1920 level.

It is estimated by the Bureau of Agriculturel Economics and
the Farm Credit Administration that land values in many
areas are above levels that can be maintained in the longer
periode Such estimates take into account probable farm
income and mortgage interest rates.

The rate of advance seems to be increasing.

1.

24

The 13 per cent increase in the year just ended was exceeded
only twice in the 35 years of record. From March 1943 to
March 194, the increase was 15 per cent; in 1919-1920 it was
21 per cent.

The rate of increase in the four months ending last larch was
greater than in the preceding eight months.

The volume of voluntary sales is very high.
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Voluntary sales (i.e., excluding foreclosure and related
types of sales) in the 12 months ending iiarch 1946 were
ebove those of the preceding year, although slightly below
1943 == the highest yesr on record.

The greatest increase in volume of sales was in the East
South Central states.
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Reselling after & limited period of ownership is increasing.

1.

2o

In 1945 about 1/7 of all farms sold had been held under two
years, compared with 1/8 in 19LhL.

In the Western Region (Pacific and Mountain states) resales
of farms held under two years made up 1/5 of all sales.

The financial situation in agriculture is less favorable than the
war-time decline in aggregate farm indebtedness suggests.

1.

2e

S

The total farm mortgage debt decreased from about 6.5
billion dollars in 1940 to 5.3 billion in 1945. This was a
result of large repayments rather than a curtailment in new
mortgages, since farm mortgage recordings increased from
about B/L.billion in 1940 to slightly over 1 billion in 1945.
The rate of decline in farm mortgage debt has leveled off and
the figures for the beginning of 1946 may show an increase.
It should be remembered that usually a different group of
farmers make new debts than repay old ones.

It is estimeted that some L8 per cent of the farms sold as
complete units were paid for entirely in cash in 1945, compared
with about 46 per cent in 194l and lLli per cent in 1943. The
limited date in the first world war indicate only 10 per cent
cash sales in Iowa and about 20 per cent in Kentucky.

One-third of all credit~financed sales of farm properties in
195 were encumbered to 75 per cent or more of the selling
price; three-fourths were encumbered to 50 per cent.

The average encumberance was 53 per cent of the selling price.
On the average, this would approximate the full value of the
property in 1940.

Commercial banks and individuals have been of increasing
importance in financing farm sales.

LENDERS FINANCING FARM SALES

Percent of sales financed

Lender 19L3 19LL 1945
Individuals Ly L5 L7
Commercial banks 16 21 23
Insurance companies 13 12 10
Land banks 13 12 10
Others U 10 10
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The period of greatest danger is in the months ahead.
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The period of greatest activity in the land merket is from
November to liarch. The November to March period in 1946-47
may correspond to the November to HMarch period of 1919-20
when prices rose the greatest amount.

So long as the general inflationery situetion continues a
high level of farm income will be maintained and optimism will
prevail. This seems likely to last through the coming winter
at least.

Machinery and labor are becoming more available, increasing
the incentive to expand holdings, and making it possible for
new operators to become farmers if they can secure land.

Farmers and others have large amounts of savings and the
patriotic urge to purchase bonds is not as strong as it was
during the war. There is ample credit available.

Veterans are returning to farms with large supplies of

credit available for farm purchases. Farm loans under the
guarantee privilege totaled about 10 million from Jamuary 1,
1945 to April 12, 1946, with nearly the meximum of 50 per cent
being guaranteed. 4bout 7 3/ million (estimated) of these
loans were made from March 16 to spril 12, 1946; this compares
with some $90 = 3110 million of farm mortgaeges recorded by

all lenders in that period. Not all of the veterans loans
were used to purchase land, however,
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EXTENT AND EFFECTIVENESS OF EXPORT CONTROL

Control of United States exporis is authorized by Section 6 of
the Act of July 2, 1940 (54 Stat. 714), ®"An Act to expedite the strength-
ening of the national defense.® Section 6 has been continued in effect
by subsBequent Acts until June 30, 1946. On April 12, the Senate passed
S. 1980 to extend operation of the Section until June 30, 1947. This
legislation has been referred by the House to the Military Affairs Com-
mittee.

Administrationl/ of export control now rests with the Require-
ments and Supply Branch of the Commerce Departmentts Office of Inter-
national Trade. Mr. John C. Borton, Director of that Branch, described
an important change in export control procedure in the following words:

#September 10th saw a complete reversal in the
general procedures for export control. The system of
listing those commodities which might be freely ex-
ported was replaced by the Positive List which enumer-
ates those commodities for which specific export 1li-
cense is required, all others being free of controls.

®The Positive List includes only about 20% of the
items formerly under export comtrol. This list was
agreed to by CPA and a few of the items were included
at the instance of OPA. Since September 10th, the list
has been revised several times. The original assumption
that it would be progressively shortened has not proved
altogether correct. Some commodities initially listed
have been dropped, but a good many others have been
added. There is a certain amount of pressure at all
times to add commodities to the 1list. Congress has from
time to time shown a lively interest in such additions.®

¥hile the number of items controlled is a somewhat unsatisfactory
indicator of the extent and effectiveness of current export control opera-
tions, it is apparently the only avallable measurement. Mr. John Garrett,
Chief of the Programs Coordination Staff of the Requirements and Supply
Branch, states that the organization has no estimate of the comparative
values of controlled and unconmtrolled exports; he expressed the opinion
that the proportion of controlled exports to free exports might be roughly

1/ For an account of the policy-making hierarchy in this field, see
attached memorandum of March 7, 1946.
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the same as that of the number of items on the Positive List to the total
nunber of export items — roughly 20 per cent. Lack of more accurate in-
formation was explained by the fact that the focus of attention was more

frequently on tomnage data than on value figures.

Mr. Garrett explained the operating procedure of the Branch in
the granting of export licenses. For practically every item on the Posi-
tive List there is a more or less formal ®quota™ of exports to be per-
mitted in a given period. These quotas are of four types. Group ®A"
includes formal quotas assigned by the Department of Agriculture (for
agricultural products) and the Civilian Production Administration. In
this group, careful records of licenses granted are kept for comparison
with the assigned gquotas. Group *B* gquotas are set by industry groups
of the C.P.A., but operations under these quotas are less formal and ro
records are kept. Mr. Garrett estimated that perhaps 25 per cent of the
licenses currently granted were for items exported within these quotas.
Group ¥C¥* quotas are still less formalj the agency licenses exports in a
given quarter to a value or volume related to exports in the previous
quarter. Group ¥D* quotas are undoubtedly misnamed; exports of items in
this group are permitted or curtailed on the basis of the judgment of
commodity experts as to the reasonableness of the relationship being
maintained between domestic and foreign sales.

In addition, it should be pointed out, the licensing operation

provides an opportunity for checking selling prices of exported commodi-
ties against 0.P.A. ceilings.
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