Material furnished Senator Douglas by the
Board on Feb. 16, 1951.

Used by Senator Douglas in his statement of
Februery 22 on the Floor of the Senate.

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



; { t\ ‘\\1)" 'lk: :‘
Froan Gar, g.x}g&: /)5., Ko e o
Rirae wioalets RAAE

The so-called controversy - the misca:led feud -- batween the
Treasury and the Federal Reserve System mst be utberly baffling to the general
publie. As a writer in Fortune Hagazine pul it, it seems like & batile between
two adding machines. Yet, next to defense, it is by far e nost important
question we face today. o armed strength we can amuster will preserve our in-
stitutions il wa &lloy thes to be undermined by inflstion,

¥het do we mean by inflation? Yo every housewife who goes 19 mare
ket it is painfully apparent in the rising cost of living., 7o every schosl-
teacher, tn every Governuent worker, in the Federal Covernment, in the States,
in the cities, to millions living on retirement funds and countless millions
zore who are counting on thelr savings, to every indiviiual who depends for
existence on a fixed income it conjures up a nightsare of fear that the
dwindling parchasing power of the dollar will reach a starvation level. To
the churches, the universities, to the miilions investing la insurancé, it
is a living t&:rea’a to thelr security., And what abont tie pensions which
Congress hes voted for our armed forces -~ for our s2ldiers, sailors and
marines who have been injured or crippled om the fighting fronts? What about
the pensions for wahich lobor has fought so hard? Are thesec pensions going to bde
Just & mirage?

Every histordisn and every oconomist knows that inflation hzs been
the greai degstroyer of the vast middle clzsses and of Qovernments, It hes
paved the way for dictaiarship and overthrow of desocratie institutions.

It is & destroyer a5 evil as war itself. In the ayes of those w:o want to
destroy democracy and the cepitalistic Institution, it i3 the cheep way of
achleving their collapse. It costs the enemy nothing in livas or tressurs.
It is raally the supreme folly for & nation to srm sgain threat of invasion

from without and yet let this insidious invader bring ruin from within,
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The Tirst victing of inflation are those leasi able & defend
themselyves but even the shrowd, the speculator, ithe initiated who think they
know how to hedpe against ite ravages, cen be engulfed in the ultimate
economic havoo., Surely alfter all these years of debate and exhortabion
no one is iznorant aboul its evila,

Yet the causes of inflation siill seem to be Lui dinly compre-
hended, perhaps becsuse economists talk about it in terms wderstood only
by other economists, or perbhaps it iz because the words we use -~ mnoney,
credity bank deposits ~- seem more mystifying than they are.

If one visualizes 2 pair of scales on which the smount of money
svailable to buy goods on the one side is balanced against the amount of
roods available for sale on ithe other slde, it is perhaps possible to get
a pleturs of what the economists mean when they talk ebout monstary stebil-
itys FPerhaps the picture of what is meant by inflation becomes more clear
if we imagine too much money demand on cne side of the scales in relation
to our capacity to produce goods available for =als on the other side,

In that case the valus of the money goes down, the price of the goods
poes ups Conversely, if the amount of money demand on one side of the
scales is too amall in relation to our capseity to produce the goods for
s2ls on tho other side then ihe valus of the money goes up and the price
of the goods goes down. That is whalt we call deflation.

A1l that is simple encugh. Cbviously, the main purpose of
Covernment must be to do all in its power to promote as smple a =mupply
of goods as possible and o prevent an unbalance in money demend in
clther direction., Vhat we face teday with production larger than ever
is still too much money in reletion to the available goodse
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what do we do about 137 There is quite universal agreement
thet we should reduce the amowmt of money demand through taxation, for
one thing, That, of courses is vitelly necessary. Whal is not so well
understood iz that money demand is not limited to purchasing power arige
ing out of current income., Money demand can cowe from three other
sources. First, money in hand, cash and bank deposits earned 1n the
past and not spents If these are too lorge they will bacome active
and upset the balance. Second, past savings invested in liguid assets.
If thess asre cashed and the money spent they can inangurate an almost
indefinite spiral of inflation, = Third, new money ereated through bank
credit expansion, Whom these three additional caunses of money demand go
really berserk the stability of our society iz endanpered, A1l of them
interact on sach other and all of ther impinge on the functioning of
our banking systex.

Basically, the sowrce of our monay supply is the banking gystem,
And here again, while the ecopomisiz know about it and can talk to each
other in terms thai are mitually undsretood, public understanding is
limiteds MNost of us who have not had to delve into the subject are
likely o suppose that the banker lends to other people the woney that
we deposit in his banke That is not the cass Af we lock at the banking
system as a whols. The oubstanding fact widch is so 1little comprehended,
even arong bankers who are supposed to know about such things, is that
the banking system creates money. They don't do it by having printing
presses in their windows where you can see one-dollar, five~dollar,
and ten-doller bills fwned oub by the bale, but they do it just as
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effectively by writing on their bocks a credit to this berrower or that
wiich can be turned into currency or coin, if one wishes, buil ususlly
is passed from hand to hand by bank checks. Indeed, nearly all of the
business of this nation is carried on through bank checks, The deposlis
in our banks constitute the overwhelming bulk of our money supplye

51111 prester obsourity surrounds the subject of bank reserves
and the relation of reserves to the creation of deposit money., 4nd 1
do not propose to attempt to elucidats the complexity of this matter
here and now, It is of the preatest ixportemce, however, to know that
the main source of the banking sysiem*s abllity to create money is
derived from these reserves. 7o overgimplify the matter, though the
statement is broadly correct, banks can lend, roughly, about six dollars
for every dollar of reserves that are rade available to them, or to put
the matier in reverse, they need cbiain only one dollar additional re-
serve for each six dollars that they add to owr supply of depesit moneys

How this means that reserve dollars are not Just ardinary dole
lars, They have apily beon called "high-powered dollars®. Why? Because
they can be multiplied into some six times thelir smount. Now all of
this is sntirely right and proper and quite characteristic of barking
systems in all modern and civilized nationsz,

Ch the other hand, let me say in passing that I don't want to
be understood as endorsing a lot of things the bankers do. They pass
resolutions against inflation bub when it conmes to supporting any
public policy, or action, or law, that will stop them {rom contributing
to inflation, they say, oh no, they cantt do it. It is socialistic, ar

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



Digitized for FRASER

-5

it is undermocratic, or it is against Statea' righls, or it is something
clse that i3 most abliorrents I am rather out of patience with the
bankers at the moment, not individual bankers, bul most organised banking.

Zut to get back Lo my theme, %6 have done a great many things
here and there in the nene of fighting inflaiions We have frozen prices,
cr attenpied to do o Ly lssuing orders that they stay put, and we have
frozen wages, or atiempied io do 50 by the same meanse. I think 1% is
pretiy serious vhen we sgy to the working man that he may not ask for
his labor what emplovers are able and willing to paye The fach that
we have adopted these herois nesasures and that the cowntry accepted them
indicates how gravely it regards this zenace of inflation,

Mnost everybody in the country is consclious of samething affeci
irg his daily life and hls pockoetbook which he 1g told iz for his omm
good to prevent inflation. (ne remarkable and most heartening thing
about the American people is that they will endure, of course with
aceampanying complaints, very heavy burdens to defend the dollar ~- and
the heaviest of all Lurdens -« to defend their shores. Bub they want io
¥now and they are entitled to know why their dally lives are beinz regue
lated by price conirols, and wape conirols, and rationing and 811 the
rest of the accouterments of a regimenbted State, especially when the
end and aim of 21l their efforts is to avold jJust that kind of infringee
mont upon their individusl freedons and libertlese. It is dishonest if
we ignore the most impertant factor of all in inflation, i.e., the money
supply, and act as though it had very little or notbing to do with our

prohlen,
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The public has a renaricable wnderstanding snd accepbance and
patience with blundering so long ap confidence exiasts in the country's
loadership, That ineludes thls Congress. And the Congress has done a
good Job so far un texation and in asthorizing neosures, often with
grest wisgivings, that others sincerely beliove will help to Fight
inflation, Neverthelesa, I think the country as a whole asenses the
faet -- certainly thoy have besn told = thal many of these weasures do
not pet at the causes of inflation st s8ll., They deal with the effects
and try for a time to suppress them. I think the country ie possibly
ahead of the Congrees in willingness to submit to still heavier taxa-
tion.

Bud the one great gap in genoral understanding is that this
is not enough, The great gap in our defense is in the field of cradit,
thet is, in the banking system itself, Ve have drained off, or are
planning to drain off, through texation, surplus monsy income, on one
side of the scales but we have left the credit spigot wide open 80
that as fast as, or {aster than, those toxes drain off the money or
purchasing power, the credlt spigot pours more credit dollars — mnd
they are the same thing -- back onto the scales.

To put it another way, it doesn't do much good to tax money out
of our pockets -~ to bring the scales back in balance — if thoy are going
19 be over-weighted apain by this open spigot pouring out credit dollars.

Then what nust be done to shut this spigot down «- or shut it
of{ until the scales are in betier balance? And thoy are going to get
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more and more out of balance as the available goods on ong side dwindles
because materials and nanpower are being diverted to defense ~- unless ihe
spigot is chut offs Ye doh't need more credit dollars today. We need less,
It 15 often overlooked that the volums of money slready created is more
than ample to take care of all of the businsse, both c¢ivilian and defense
business, now in prospect. To create more amd more eredit would be to

rils inflation on inflation,

Bub how do we manage the spigot? Ve ¢an require that peoplo put
up more cash for automobiles, household appliances, houses, or, for that
natter, shares of stock -- and all of these things have already been done,
and sven tighter terns may be needsd, Those so-called selective controls
apply directly to borrowers and only indireetly to the lenders, What
needs to be done at the same time is to curb the lender so that he will
not lend soneone else the dollars that farmerly went inte consumer credite.
well, for ons thing, we can require the banker to carry more cash in his
reserves -~ that limits hinm somewhat «- and that, 100, has bemn done
virtually to the limit allowed by present laws,

There is another, even more direct way to curb the bankerts
appetite for more and nore loans, @md hence more and wore inflationary
creaticn of dollars. And this bhrings me to the core of the argument,
or difference of opinion, or whatever you wish to eall ii, between the
Treasury and the Federzl Reserve Systen,

Y must digrese a moment to sgy that the Federsal Reserve System
came inte being under the wise guldance of Woodrow Wilson and Carter Glass
of Virginia, Save for those who have had to make g study of it, it seems
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rysterisus znd rosobe from our daily lives. It iz, in words thal may be
equally obmcure, the kmerican version of & centrsgl bank., 4nd shat, =sks
the averaps man, is & central baok? Acain X shall not delve into the
intricacies of contrsl bankine., Central basks are, in most cowniries,
ancient instilutions, but vhether new or old they are vital to the bunineass
md economic 1ife of & modern sountry. If the Comgress, which was the
ereator of tids form of American central banking, decided to abolish it
tomorrow, apother insiiiuntdon weuld have (o be ¢reated in 1is place to
perfom the broad functlons it perforus.

Itr major purpose and reasan {for being is, in sixple words, to
exert itg powers md Influence to keap the stales in balance «- 1o nes
to it thal ihe country has onough money io carry on sll iie activitdesn,
in war and in peace, whils at the sans time striving to prevent creation
of %too much wongy in a boom or too Xittle in a alumps It is e sort of
nmoney reservoir to provide whal we used to exll an elastic currency
adjusted at all times to the needs of the commmdtye. and here I wunt o
nake 1t guite plsin thabl when I zpeak of tho needa of the soemmity I do
not mean the neads of {he Treasury of the Tnited States. Thare are some
reorle who get confused on this point, who tend to identify the Treasumry
with the whole inited States.

It can, uwithin Iinite laid dowm Uy the law, increase or decrosse
the banker!s reserves amd thus provide him with fewer, or more, reserve
dollars on which to build his loans end invesiments. It can do this by
providing more or less reserves through its dlecomnt amd open narket

cperations ar by changes in so-talled reserve requirenments.
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Today this benker can got reserves, at will, by selling some of
the Covernument sacurities he holds. le can se¢ll them with perfect confi-
dence that the Foderal Reserve will buy them, if necessary, at & pegged
price, possibly at a premium. ¥hen the Federal Reservs buys them, however,
they pay for them with reserve dollars., Thsy create new reserve dollars
thet feed the fires of inflation. It is equally irue if busincsses, or
insurance conpanies decide to sell soms of the Qovernment bonds they hold
and the Federal Reserve buys, the result is that reserve dollars are
created in thie bankiag systesm. It isntt necessary to follow the mechanical
or technical operations involved in ceniral reserve banking t gresp the
all~-important fact that the credit spigot that is fueling this inflation
simply cannot be turned down or turned off as long 88 this source of new
reserve dollars == high-powered dollsrs - remains wide open.

And what has this to do with the Treasury-Faederzl Beserve diffor-
ences of opinion? It has everyihing to do with it. For the past decade
the Federal Reserve Systewm has stood in the markebl place - the gpen market
placs — as ths residusl buyer of Governmont sscurities, Residual buyerr
Tell, that sinmply nmeans that 1f there are no other byyers, the Federal
Reserve stande there and buys. It has 8 portfolio, or what is called an
open market account, in which i1t puts the securities 1t thus has to buy.
Vhen the Federal Ressrve Act was pussed 1t was thought that they would
only buy for this portfolio during depresslons, on occasions when money
was short, and that they would soll from it in times like these. In othsr
words, that tuey would act as a belance wheel to counteract inflation and

deflation, not to augment it. Yet todey, sfter years of nearly continuous
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inflation, thore are upwards of $20 biliion in that portfolic or ascount,
more than the entire national debd was in the late tweniles. And today
every security the Federal Ressrve Banks buy fumishes reserve dollars e
high-powered dollars -~ to the bankers on ehich they can bulld nore and
rore loanz, Now this io the royal road to inflation. It iz the source

of most of the inflation =-- the higher cost of living <= which the countxy
has diready experienced in the past years In fach central bank financing
of this character has dedn the cause of the most disastrous inflatlons in
history,

Then, cne may ask, Wiy on earth do the poaple who rum thiz central
bank stand there and delidberately feed inflation? I cantt rive a siogle or
a simple answer to that, Fer ons thing, 4t has to be wndersiood that tha
people whe rum the central bank do not want any such thing to happen -
they dontt like to or wanbd to Luy the securitles, Tho only reason they
do is baczuse nobedy olse wille 4nd shy wontt anybody clze huy these
securities which the central bank buye? Beesuse possible purchasers
think {hey have more profitable ways of using their wonsy. The reason
insurance companies, corporations, banks zell their holdings of Govermsent
securities is because thoy have more profitable usss for thelr moneys In
en inflationary pericd such as wo &re in there are always more profitable
ways of using money than Investing 1t in bonds thet pay only a mall rate
of interest, In a depression it iz Just the opposlite. Eub $n the past
year billions of Covernmment socurities have beon sold, many of which the
central bank hag had to buy. Had to buy? Yol exastly. The Pederal Regerve
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has not been directed by Congress to buy., There has been no important re-
vision of the Federal Reserve Act since 1935 -~ when tho Federal debt was
less than 30 billions,

Then why did they think they had fo buy?

Today ¥ith a Pederal debt of more than $250 billions -~ by far
the larpest megment of the entire debl of the couniry -- nany people fesl
it is essential to maintain orderly conditions and a ready market in
Covernmsant securities. There is a falr consensus on thate The central
bank rizhtly attends to 1% as part of its function of contriduting to
healthy credit conditionse The difficulty mrises -« and the differences
of opinion - from ths fact that the Federal Reserve has been buying and
continues to buy at & fixed price well above par for the long-term
Covernment securities and at only narrvuly changing prices for shorter
ternm Government securities, If it Md not buy at a fixed price, that i
if it waited until prices fell to & point uiere true investors felt they
had a bargain and would make the purchases, the obvious resulti would ba
that the prices of Covermment bonds would go dowm. If this happened the
interest yield on them would go upe Investors instead of getting only
2-1/2 per cent or less might get 3 per cenbe

Yow I happen {o think that there are innumerable investors,
insurance companies, churches, universities, and other institutions, that
would think 3 per cent was a fair retumn, a living wage which would enable
them to carry on md pay their way and keep on hiring their ministers,
and their professorse Eut vhen the retwnm on their monsy iz a good deal
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less when prices are rising, and the cost of their operations is inmcrease
ing, it is natural for them to sell some of their Covernment securities
in order to pui their money into higher ylelding invesimemis that will
give them 2 living wagee.

Then vhy doasn'it the Pederal Heserve let the prices go dovn a
1ittle and the interest yield up so that thess itrue Investorz will buy
and hold these securities instead of dumping them in the market:place
where they sre like zo much gasoline feeding the inflationary fire? vwell,
it iz true of treasuries 21l over the world and it is the satural and
proper concern of treaswries to want to finance the Govermment at as Jow
a cost as they can. 3But the logiesl end of that policy is to ask, "y
pay any interest at all?r *Why not just have the central bank create
the money for nothing?® Ho sanely mabaged treasury wonts to go that fare
Certainly owr Treasury is not proposing any such courses Bub they have
been insisting, and they are still insisting, on keeping the éatea fized.
They point out that ths cost of the public debt is already a large item
in the budgel and they, and various others, say that it is more important
to prevent that cost fvom poing up than it is to permit minor fluctuations
in intersst ylelds vhich, wder present-dgy conditions, would not deter
elther the borrower or the lender,

So far as 1t goes thedr argument seams plausibles But it misses
the point, The people who run the Federal Reserve believe, and I think
they are richt, thet evem a& relatively small increase in the yield of
Government securities would lessen the pressure and atiract true investorse
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They fecl, and I agres, that the preseat return to investors who Luy
Governrent bonds is not realistic and that sven if il cost the Covernment
a good dedl more to carry the debit, it would be worth it item times over,
or more, becsuse it would hold down the cost of defense and the cost of
livinge

I want to explain right here that what I an talking about is the
so-callad marketable bonds, that is the kind of securities that are bought
and sold in the open markets The E, Fy, and € Savinpgs, or Pefense Bonds,
are not rold in ihe open market. You can each them at velues writien
into the contract at any time you wishs But unless you keep them until
they are due and payable you take s penalty in the form of loss of inter.
est. The ¥ Ponds sre the ones which are held by the great bulk of small
investors throughout the land. Thoy are very different from the Liberty
Bonds of Werld Var I shidch wers bought md sold in the open market, What
I am talking sbout here are the kinds of presoni~day Covernment securlties
which are bought and £0l1d in the opem merket and are mostly held by the
very large, and for the most part, sophisticated investors. Thess
sophisticated invesiors, if they sell the marketable bonds today, not
only get the full interest the Treasury originslly pramised to pay on
these securities but, in the case of long=tomm bonds, they can soll them
well above rar or at what the bond brokers eall a prezium, snd the Federal
Reserve stands there to pay out hizgh-powered reserve dollars to maintain
that premiume I% does not make sense to me for ithe Government to penal-
ize the little iuvestor end pay a premium to the blg onse
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The more one looks at it, the area of controversy, or difference
of opinion, between the Treasury and the Pederal Reserve over intersst
rates does not seem to be of epie dimensions except in its broader iwpli-
eations, It would seam that there can be, &5 indeed there mashk be, a
meeting of minds and I venture to predict thal there will be om a basis
that will swvoid extrenes. I would say that the extremisls sre those wo
on the one hand would suspend sll central bank operations in the buying
of Government securities snd let the market go wherever it will, Ideally
that is 211 very well but practically it is oul of the question and no one
is seriously proposing it who holds a responsitle job. Nor would those
vho run the Federal Reserve favor or permit panic conditions to develop
in the Government bond market or conditions that would throw banks or
other institutions into insolvency. On the other exireme, are those
who advoecate a rigid, iron-clad, inflexible patiern of pegged prices
for Governmont securities, If such pegging were continmued long, there
would be no sense at &1l in the Covernmeni's issuing a variety of short
and long-tem securities with different interest pgyments according to
thelir maturity. Any such rigld pegging would logically call for Just
one issue ai whateover interest rate the Government chose to paye

But the real significance of the difference of opinion cannot he
correctly stated in terms of interest rates, The Federal Reserve people
have made it emphatically clear that thoy do not cars vkat the interest
rate is co long z2e real imnvestors will buy and hold Covermment securliies,
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¥hat they want is to be freed from support gperations whlch continue week
in and week out, month in and nmonth outy to feed high-powered reserve dol-
lars into the market where inflationary pressures ars rampant and shere
bank loans alone have gone up by 10 billien dellars sincz Korea, That

is the whole objective of their determlnation to aveld being caughi again
in a harness of rigidly pegged rates, If one~half of one per cent, or
even less, would lead the public to buy amd hold Government securities,
they would be more thon satisfieds Of that I an certain.

There is a point between theze two extremos where a reconciliation
can and must bo effoctnd. The Federal Reserve is less exbtrems than elther
the Treasury on the one side or the criiies of the Federal Resexve on the
other, They cceupy a sort of middle ground, Hy own views were sxpressed
in the Report of the Subeomitles on Yonetary, Credit, and Fiscal Policy
of the Joint Committes en the Ecomomic Reporte I had the honor to be
Chairman of that Zubcommittee and JSenator Flanders, together with Repre-
sentatives Buchanan and Wolcott, jJoined with me in this statements

vde recommend that an apprepriate, flexiblo, and vigere

ous monetary policy, employed in coordination with fiscal
and other policies, should be one of the principal methods
used to achieve the purposes of the Employment dct. Timely
flexibillity toward easy ¢redit at some times and ¢redit
restriction at other tines iIs an esseniial characteristic
of a monetary policy that will promote economic stebility
rather than instability. 7The vigorous use of 2 restriciive
nonetary policy as an anti-inflation mweasure has been
inhibited since the war by considerations relating to holde
ing down the ylelds and supporiing the prices of United
States Government securities. As a lonp-run matter, we
favor interest retes as low as they can be without inducing
inflation, for low interest rates stimulate capital invest-

ment, But we believe that the advantages of avoiding inflae
tion ara so great and that a restrictive monetary policy cen
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contribtute so mmch to this end that the freedom of the

Federal Reserve to restrict credit end ralse interest rates

for general stabilization purposes should be restored even

if the cost should prove to be z significant increase in

service charges on the Federal debt and d greater incone-

venience to the Treasury in its sale of pecurities for now

financing and refunding purposes.®

I don't wembt Lo overstress or underemphasize the importance of
making some adjustments in Covermuent interest rates, which have a per-
suegive effect on all other rates, that will attract and hold the sav-
ings of the public. Within the adnitted limitations of a2 so-called
flexible policy, a great deal can be accampliched 1o shut off this spiget
of too mwh money bidding for a diminishing supply of goods, That is
the essence of inflation. The middle course I have in mind would be for
the benefit of everybody im the United States and not for the bemefit of
any group or class.
ne sonmetines hemrs it sald that this agitation aboubt interest

ratez just reflects the perpstual pressure of preedy bankers for higher
returns and hence more earningss Such an allsgation hardly squares with
the conspicuous silencs of the banking commaunity, as such, in backing up
those of us wha favor more realistic and more flexilble rates. It hardly
soquarss with the frenzied resistance of orzanized banking to any addi-
tional or supplemental device for curbing their appetite for more and
more loans. Perhaps the ultimate in the fury of atiack was reached
recently vhen the heed of the American Bankers Assocliatlon democunced as
soclalistic an increaze in bank reserve requirements, And Ly the same

token the height of suspicion seems to have beon reached in some talk I
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have heard emanating from benking circles that the Federal Heserve Systemts
advocacy of somewhat higher interest rates is just a mwoke screen to enable
then to pet Congress to clap on some other kind of curbs that will shut
of f the spigot of credit,

Another arpument that pops up is to the effect that because the
Federzl Rescrve ever since the beginning of World War IX has besn pegging
Covernment securities except for some minor changes in shert~tem Interest
rates last year, there is no reascn for it teo change now, suddenly at this
late date, Such an argument ignores the economic history of our times.
¥hen we entered World War IT the ovents at FPearl Harbor frose us into the
very low rates of inierest then prevailing, For that was a iime of great
sleck in employment end production, We bad to embark overnight on & huge
war expenditore and gigantic deficit. Il was thought that we could not
finance huge deficits on rising interest rates for Covernnment bonds,
Wnen the war ended there wers wide expectations of an immediate shwrp and
when the postwar boom developed it was generally assumed that it would wear
itself out within a reasonably short time. In retrospect, it iz unfortunate
that the Federal Reserve dld nod break out of its rigid shackles long before
nowe They reported io Congrass repeatedly the dilawmmn they faceds They
argued unsuceessfully with the Treaswry for grester frsedom of actione I
think they should have fought evem harder than they did,

But that is water over the dame %8 are now in s period, and have
been in a period for some years, of a balanced cash budgets So it is not
the Federal Covermment and its running a deficit that iz causing inflations
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The inflation is coming almost entirely from private deficit finencing,
from liquidation of existing assets frequently et a premium, and from too
easy access to bank credit. The whols core and meaning of the argument

for a higher rate now iz to reduce as far ss possible this incentlve to
dspose of liquid assets and to reduce the too easy access to bank credit
which resulis in the creation of more and more nmongy., Intersst rates are

a mere reflecticon of and not the end and aim of guch a policy. That policy
is to defend the dollar, to preserve iis buying power, and thus to maintain
confidence in our dollar and in owr securities,

You cantt fool the public long by artifieislity. Confidence in
the doller and in (overnment securities ls founded on public willingness to
buy and hold such securitiaes, It can only be undermined by centrsl bank
financinz that eats away the value of the dellar, I have heard it said
that 211 of this is old-world ecdnomice and that, in time, as there are
fower and fewer civilian goods available, people will not know whet to do
with thelr monoy and they will have to invest it in Covernment securities
at present, o even lower, levels,

Ihat is 2 weak resd to lean upen when bank credit is growing dally
and adding more and more dollars to ihe money supply. Yoreover, we are
facing a defense period of indefinite length. We are facing rapidly mount=
ing defense expenditures. Unless further toxes are enacted to cover these
costs, wo will be in for another period of deficit finaneing before long
and again, @s happened after Fearl Harbor, we will be faced with the problem

of how to handle it
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That is why this controversy needs to be settled and settiled
quickly. Zven if savings accumulate, they will not flow inlo Covernment
securities wnless basic confldence exists that our finances are in good
order and that the valne of the dollar will not diminish furthere Cthere
wvise, these savings will ferrst out hedges against {nflation. They will
so into the black markets {hat are hard enough to conftrol in wartime snd
far pore difficult to deal with if we are to have long years of a defense
efforte

Too many of the public think they were fooled once because the
dollars they invested buy so liitle todaye. The fact 1z that the enocmmpus
store of liquid assets, of ready money, which the public holds today will
not e so liquid if Covernment securities are not made the equivalent of
eash, as they are undsr rigidly pegped rates, the fact is that much can
be done to shui off the spigot by more fresdem of action for the central
banking avthorities in their buying znd selling of Covernment securities,
This is a lesson that has been learnmed in other nations and learned the
hard way in all {oo many casese The fact is that there is no sure way
to nmaintain public confidence in Covernment securitics and in the eredit
of the United States Covernmont other than to strive for a genuins, not
an artifieial, market for the obligations of the Covernment.

Alib)s!
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