
Form F. R. 511(a) 

Tn Mr. Schmidt 

ipROyi Governor Eccles 
Feb. 16, 1951 

REMARKS: 

I will appreciate it if you will draft an 
appropriate reply to this letter for my 
signature expressing appreciation for 
his interest in my views and desire that 
I remain on the Board, and answering his 
questions. 

M.S.E. 

GOVERNOR ECCLES' OFFICE 
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February 19 > 1951 

Mr. Howard Boyet, 
65 Ht. Hope Place, 
Bronx 53# Hew York. 

Dear Mr. Boyeti 

I wish to thank you for your letter of February 6 and for 
your expression of confidence in ay views on current issues. It is 
always a pleasure to hear from people like yourself who have given 
some earnest thought to the serious economic problems that confront 
our country at this time. 

You raised a number of interesting questions which I shall 
endeavor to answer as best I cans 

1. Would you not agree that our vastly increased money supply and 
loose credit system have made possible our tremendous economic 
expansion of the past 6 years? There is no doubt but that a sub* 
stantial and readily available volume of money and credit have 
contributed greatly to the building up of our productive capacity 
and to the output and consumption of goods and services during the 
postwar period* At the same time we must recognize the fact that 
this increased productive capacity and output has been accomplished 
only at a substantial cost to each and every one of us in terms of 
the purchasing power of the dollar. In 19^2 the all-commodity in-
dex of wholesale prices averaged 99—at the present time it is up 
around 179 • This means that today a dollar is worth only about 
55 cents in terms of what it would buy back in 19^2. 

While we would probably have had some Increase in prices 
during the postwar period in any event, there is no question but 
that the large liquid assets holdings which businesses and individ-
uals accumulated during the war and the tremendous postwar expan-
sion of consumer and real estate mortgage credit have enabled 
people to bid up the prices of goods and services to undesirably 
high levels. 

2. Assuming a peaceful world is, or is not, this great industrial ex-
pansion a good thing for our economy? Continued expansion of our 
productive capacity is highly desirable, provided we are able to 
absorfi the output of goods and services at the rates which they 
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are produced. Since the demand for capital goods (plant and equip-
ment, machinery, etc.) is both a volatile and stimulating element 
In our economy,ifcisgener&lly desirable to spread it out over a longer 
period rather than have it concentrated within a relatively short 
space of time* As It turned out, we are better off now for having 
built up our productive facilities in time to meet our new defense 
needs, but had it not been for these additional demands engendered by 
the defense effort, we might have found ourselves with a declining demand 
for capital goods and rising unemployment. 

3* Assuming the answer to (2) to be yes for the moment, would It not fol-
low that a continued cheap money policy is necessary to keep absorbing 
the products coming from this industrial ffiant? A cheap money policy 
is desirable at some times but not at others. So long as ve are not 
confronted with strong inflationary pressures, cheap money is all 
right as a stimulus to demand, but if demand tends to outrun the supply 
of goods and services, then cheap money merely serves to feed the fires 
of inflation* 

4* Would not a tightening of the screws pit the money supply precipitate 
a swift economic decline in view of our large industrial structure? 
A tightening of the screws on the money supply would be highly de-
sirable at the present time in viev of current inflationary pressures. 
Demands of businesses and individuals are extraordinarily large in 
relation to available supplies of goods and services, and easy money 
conditions only serve to intensify demand and inflationary pressures. 

5* It Is inevitablef as some have said, that a Continued cheap money 
policy must lead to boom and bust? If an individual spends all of 
his liquid assets and goes heavily into debt for the purchase of a 
house, television set, and automobile all at the same time, chances 
are that he will have to withdraw from the market for a while for the 
purpose of accumulating additional funds and paying off his debts. 
If you multiply this individual case by 20 or 30 million and assume 
that easy money conditions are facilitating such spending and incurrence 
of debt, you can see how the basis for a pronounced cyclical fluctuation 
in business activity Is laid. 

The function of monetary, fiscal and credit policies is 
similar to that of the gas pedal on an automobile—you dotft keep feed* 
ing exactly the same amount of gasoline to the engine at all times, 
irrespective of driving conditions and you shouldn't keep feeding the 
same volume of money and credit into the economic stream irrespective 
of existing conditions. 

6* What can be done for the fixed Income middle class to help them beats 
or participate in, this part of the income cycle without throwing the 
rest of the economy out of whack? The best hope for all fixed income 
groups, and for the economy as a whole, is that we succeed in halting 
the l̂ fllat ipnary r UlL ©Plf The longer it 
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continues the greater the disparities it will create and the less 
likelihood there will be of an orderly readjustment* While salaried 
workers are at a distinct disadvantage in an inflationary period 
like the present one, the plight of the pensioner, the person living 
on a fixed rental or interest income, and the beneficiarjr^of life 
insurance policies, is even more difficult. They watch the purchasing 
power of their dollars declining steadily with no hope of any increase 
in their incomes. 

7« Is, or is not, a pay as you go tax plan, with respect to national de-
fense j as now suggested by Messrs. Truman and Snyder anti-inflationary? 
One of the best ways to check inflation is to divert income from the 
spending stream by means of taxes* The great mistake that was made 
during World War H was to run such large Federal deficits and to fi-
nance so great a proportion of them with marketable bonds which were, 
purchased in large quantities by the commercial banks. Failure to 
tax heavily enough permitted individuals and businesses to accumulate 
large quantities of liquid assets that were used to bid up as soon as 
price controls were relaxed; sales of marketable bonds to commercial 
banks enabled them to expand their reserve base for loans and deposits 
at will through re-sale of these bonds to the Federal Reserve System. 

8. Is» or is notj financing via bonds^ even at higher interest rates as 
you suggest, inflationary? I am definitely not recasmiending financing 
of the current defense program by means of bonds—on the contrary, as 
I said in my September 1950 Fortune magazine article entitled The De-
fense of the Dollar, "we cannot increase the public debt indefinitely 
to pay for defense or war, which do not add to our real wealth, and 
at the same time defend the dollar**.*we should not delude ourselves 
with the belief that during sustained inflationary periods we are increas-
ing our wealth when we pay less in taxes than the government spends even 
though we loan the government the amount of its deficit.**.it will be 
difficult, if not impossible, to adopt the needed restrictive monetary 
and credit policy for the public if the government runs large deficits 
instead of adopting a pay-as-you-go fiscal policy" 

What I have said is that the Federal Reserve should not be 
required to maintain a fixed pattern of interest rates on Government 
securities which has the effect of making interest bearing demand obli-
gations out of all long-term Government bonds. Such action enables 
commercial banks to enlarge their reserve basis of credit expansion at 
will by selling bonds -which they hold to the Federal Reserve. Flexibil-
ity in open market operations may have the effect of increasing interest 
rates and the cost of servicing the public debt somewhat, but its pri-
aayy objective is to discourage sales of Government bonds to the Federal 
Reserve and the consequent inflationary expansion of private debt. 

9* In short, can this nonsense of everybody having their cake and gulping 
it continue ad-infinitum? Obviously not. Unless we are prepared to 
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tax o-ureelvee heavily to keep the defense program on a pay-as-you-go 
hasis and pursue appropriate monetary and credit policies we will 
find ourselves saddled with raore and more inflation and continued 
deterioration in the purchasing power of the dollar. 

Yours very truly, 

K. S. BcclwS. 

CHsfirf5* 1 kope the information furnished you will answer your questions 
satisfactorily, Th 1 sking you my be interested in reading the full 
text of my statoasnt of January 25 fcefors the Joint C©l»ifct«# on the 
Tcoaoa&e Report in its hearings on the ̂ ©aidant* a Ecsnoai© Program 
I aa enclosing £ copy of it herewith. 

M.S.E. 

Enclosure. 
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