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Fundamentals of Inflation
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EXTENSION OF REMARKS
HON. WILLIAM BENTON

OF CONNECTICUT
IN THE SENATE OF THE UNITED STATES

Monday, February 19 (legislative day of
- Monday, January 293. 1951

4

Mr. BENTON. Mr. President, ¥ ask
uwnanimous gonsent to have printed in
the Appendix of the Recorp an editorial
from the New York Times of February
15 entitled “Fundamentals of Inflation.”
‘This cditorial deals with the current re-
search into publle policy of the famed
business group, the Committee. for Eco-
nomic Development, on the first board of
trustees of which I had the honor of
serving as the vicé chairman.

Since its founding 8 years ago the CED
has taken leadership in the clarifieation
of our fiscal policy. Now, as this editorial
indicates, it Is concerning ltself also with
rionetary policy, a subject of such vital
significance that many distinguished
cconomists think our ineptitude in this
nren larpely accounts for our fallure to
control Yhe rise in prices of the past 7 or
8 months. Much of the recent testimony
before the Joint Cemmniltiee on the Eco-
nomic Report has dealt with this and
kindred subjects touched on in the edi-
torial.

There being no objection, the editorial
was, ordered to be prifited in the Recor,
as {ollows:

FUNDAMINTALS OP INFLATION

e think the country s a whoie wil) echo
the demnid of the Committee for Feconomie
Development that 14 s high time thic admin-
jstration establizhed a clear and consistent
anti-inflation prorram.

The Committee fur Economic Development
points cut that while so-called direct price~
wngze controls hrve thelr place in a major
difenre cllort, they do not deal with the
cauves of inflation, and unicss those causes
ure removed such controls can do more harm

»

thin guod. Tuls, of course, is sound common *

fense.  Direct controls, in this respect, ara
Itke o loan granted to a State on condition
that it undertake certaln constructiive finan-
cial reforms necded to insure its solvency,
Unless 1t moves immediately to put those
reforme into effegt the wholp benefit of the
loan may be negated, leaving the borrower
worse off than before. And in the liands of
an sdministration that is uncertain In its
convictions and jnglined, all else belng equnl,
to pursue the courss of least political ree!
sistanee, controls partake of the nature af
such a stop-gap loan in another tospm.f
They serve to creato tempotarily an lmprese

, sion of economic stabllity, and thus are a
. temptation to the administration o relax
its fight on' inflation by thote techniques

. which deal with its real causes.

There is nothing complicnted about deal

Ing with price inflation, given the will to

deal with, it courageously, no matter what-

group is hurt politically. But we may juat
as well abandon any hope that we can defeat
it 30 long as we continue to protect the
vosted interest of the wage-earner inn the
43-hour week and escalator wage clauses; so
long o8 we permit the farm bloc In Congress

» to tell us that,We must make an exception
to the over-all commodity pricéd frecze of
the products in which {t is particularly in«
terested; and so long as we place the protecs
tion of an artifictal parity for Government
securities higher in our acale of values than
the protection of the dotlar, '

Fundamentally, price inflation {3 the re-

sult of an unbalancs between the vofume of
+ goods and services avallable, on the one hand,

and the volume of purchasing power, oo the
other hand. The only way it can be over-
come, therefore, is by increasing the supply
of goods and services, or by reducing tho
supply of purchasing power, or both. There
has been n good deal of Mp service in Washe-
ington recently to the idea of solving the
problem by increasing production. The
- . Committec for Economic Development points
out that while Increased production may be
a long-term solution. it won't immedclately
stabilize the economy.

We would go further than this, We think
that the talk about defeating inflation by
increased production ts largely lrrelevant fo
long ns the defcnse effort continues, The
renson 1t 18 virtually impossible to attack
inflation from the supply side, once a war
or a major rearmament program has gotten
under way. is that you nre dealing with an
economy that s operating at total capacity,
or close to i, Evon If we could double pro=
duction tomorrow the infiation gap repre-
sented by rearmament production would still
remain, For while such procduction creates
purchasing power just ns effectively ns the
production of civitian pgoods, not n dollar of
that newly created purchasing power is offsct,
inflationwise, by tncreased civiiian consumpe
tion, :

’

The sooner wo put incrensed production
out of our minds, therefore, as a practlcable
solutioti of the inflution problem atd cone
centrate on the demand side the sooner wo
can hope to ace sume tangible resuits. And
when we start to concentrate on demand or
purchasing power we should be on guard lest
we be misled by the aversimplificationists.
The expansion of bauk cradit, for exampie,
is not the sum total of incroased purchastug
power. Brondly speaking, thirce different
kinds of purchaslng power enter into the
problem of price inflation. They are: Pur-
, chasing power that is created currently, such

8 'wages; purchosing power previously ac-
» cumulated (savings), and whatsnay be called

future hurchasing power, which would he

purchasing power created by the banks to
ge used now and repaid later, ..

This is the bnsic situation that has to be
met In formulating and carrying out an anti-
inflation program. That being o, the gen-
eral thesls of the Committee for Economic
Development is completely logical. It calls
for rastic steps to cut Government spend-
ing; sharp and prompt tax increases, de-
signed to restraln consumer spending- as
well as to Inerease revenues; s national proe
gram to encourage saving, and, finally, the
adoption of a policy under which the Federal
Reserve would be freed from ita responaibility
to peg the Government securities market,
80 that it could dovote jtaclt to the task for
which it was crented, the trsk of stabilizing
the monecy market and protecting the pur-
chastng.power of the dollar,





