INFLATIONARY DANGERS AND THE BUDGETARY SITUATION

Summery of Statement Before the House ays and Means Committee,
Executive Session, QOctober Y, 1ULJ,
By M. 5. Bocles, Chalrman,
Board of Governors ol .the yederal Reserve System.

The Federal Government budget figures for fiscal year 1SL3-LL,
according to tho latest officiael published estimates, are as follows:

Expenditures (including net outlays to Govermment (Billions of dollars)
corporations and agoncies)

"ar ectivitias 100
Interest on debt 3
Other 6
Total - 109
Roceipts
Individuel income texes 18
Corporate income and excess profits 1
Other (net) 7
Total - 29
Deficit 70
Decline in Treasury Balence -1
Increase in public debt (3

Assuming continuance of the war on the present scale and no change
in texes the 19LL-L,5 budget may be roughly of this same order of magnitude,

This hugoe amount of expeonditures adds tremendously to individual
incomes, while tho goods being produced aro for war purposes and cannot be
purchesed with these incomes. This is an inherent cnd unavoidable result
of wer, ond the reacson why wers are penorally accompeniod or followed by in-
flation. The only way to bc sure that inflation will be rvoided is to bael-
ance Govermmont exponditures by toxes. But it is a practical impossibility
to incronse texcs ns rapidly as oxpenditurcs, So fer our teoxes equal little
more than s third of our expcnditures, and it should be the aim of publiec
policy to mdtce thom gredually approach nearcr to the level of oexpenditures,
Vo should ‘pertainly be in & position to brlance thc budgot cnd possibly
retire dobt in tho immediste postwer poriod, if necessary, to cvert an in-
flation,

Tho attached chart shows the trend of individual incomes, personal
texos, consumor pxpondituros, ond sevings for recent yoers with projuctions
into 19LlL;, besod on ostimetes prcsontod to the Committce by the Treasury.
Theso figures show that incomes heve incronsod much more than toxcs and that
unless cdditionnl texcs ere imposcd, o continued incrccse in this margin
sooms likoly. The situstion for the fiserl yoar 1Sh3-LlL is indicnted by the
following ostimetes, given in round numbors:

Individucl incomos will bo sbout “150 billion
Personal tazos ‘ 20 "
Goods ond services cvanileblo for

purchase by civilians g0 "
Belencoe ovaileblo for scvings or

for bidding up »ricus Lo "
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If this "L40 Billion is ¢11 soved, there should be ne infletion
this yorr,

But, to this 4O billions of nccusscry scvings should bo cdded
sbout 3L billions s~ved last yoor, 16 billions the yoor boforo, end another
L0 or 50 billions thet mey be saved noxt yoer cnd possibly the yonr after,
should wer oxponditures cnd trxos continuc ¢t cround prosont lovols.

Most of those scvings nrc boing cccumulated in liquid forms --
currency, benk doposits, and wor savings bonds -- and cro rendily sveiloble
for spunding. Holdings of curroncy, bank doposits, and U. S. Govecrmmont
Socuritios by individuals now totel closo to €0 billion, or sbout twice as
much as in prewrr yocrs. At proscnt rete of vxponsion thoy may bo consi-
doredbly more then 150 billions ot the ond of tho wer., In cddition, busi-
rosscs hold 50 or 60 billions of liquid rssots =- 3 or L timus tho proewer
level,

Thoso funds roprusont o potontial of buying nowor thet cculd be
cdded ot eny time to ecurront incomo ond thus crocte ¢ denond for goods cond
sorvices vastly in uxcuse of curront preduction,

The figurcs indicete thet currently pcoople cre saving n lorge
pert ¢f their incomcs; but the rocord clec shows that thoy crc sponding
rorc then thoy should cnd thet this is inserforing vith the offccetive prose-
cution of the wer:

Corsumor cxperditures heve boon leorger than ocrlior
ostinrtes had indiccted they weuld bo =- SO billions
comparcd 1ith vstinctos of cbout 80 billicns -- this
id due in part to highcr pricos and in part te in-
croascd production,

This moens that scarce freilitios ond mommower, nueded
for wor purposss, hove boocn uscd to meirtain consu-
mer living steaderds ot rbove prower lovels.

Price centrol progroms cre running into groat diffi-
culties in kooping pricos end weges from rising,
end scme incererscs rre occurring.

"hile these figures ore necessrrily ostimestes, thoy
refloct conditicns in o breed way cnd con bo uscd
sefely es guides to nclicios. Thoy proscnt in
simple symbols the recscning that should form the
boeis of policy deeisions.

Suppcse thuy should be wrong? That ore the pessible crrors?

Govermocnt wer oxpenditures have beon running at o
rete of 7,7 billion dellers n morth, compered with
e budgoet cstimate of 8%—billions, but it wes ox-
peetod thret ovxponditures in the cerlior months
would be less than in lctor months, and some fur-
thor incroasc is schedulued.
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Any reduction in cxpenditures, thorefore, will depend
upon rcvisions of schedulss, cnd this is o mattor on
which there is no published informction,

Recoipts cro running closc to schedule; it is yet too
ecrly to judgo tho full effoct of the tox legisla-
tion of lest summer; but it is not likoly thet finel
rosults will vory from estimrtes by more than one or
two billion dollers.

But supposc, to toke on extremo oxemplo, tho doficit
should bo rs much rs 10 billion dollers less than
curront cstimrtes, whrnt offect would this heve on
the ostimnates and how should this cffect tax policy?

Roduction of' such nn cmount in wor oxpenditures might
heve the offect of roducing nationsl incomo or por-
mitting an incrersc in the production of civilieon
goods; in eithor cvent, the brlence nveilrble for
soving would probrbly bo reducod from around LO
billions to around %0 billions,

This would still be tromendeus, cspeeciclly on top of
21l the savings thet hove been cccumulrted,

Vhile, in viow of other controls cnd influcncus, the nocessary
cmount might be scved during the wer, it would cdd to the store of trouble
for tho future, Tho existence of such brolences will mcke possible oxtreme
fluctuations in oconomic conditions in the nostwer psriod.

Trx legislctlion hes ot no time since the boginning of the defense
progrem in 1040 been rdequnto to forestall infletionery dengoers inherent in
the wer progrom.

No cmount of curteilment of cexpenditures, short of seriously ro-
stricting tho conduect of the war, con romove the nceessity for ¢ considoreble
furthor incrcese in toxes, if infletioncry dengers ero to be cvoided now ond
in the futuro.

The potontizl dangors in the present budget situation nre ummis-
tekeble; the woy to reduce these dangors is cleere, I bolicve the peoplo ares
willing to follow thet road., This will mear nersonsl scerificos, but fer
loss than would rosult from infletion now or later,
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In this connection, the following, from a letter written by en Army
Sergeant in West Africa, is significant. The letter was sent to President
Coffey of the University of Minnesote, who is Chairman of the Federal Reserve
Bank of Minneapolis. It strikingly indi¢ates the kind of leadership that men
in the armed services are expeoting from those charged with responsibilities
for protecting the home front:

"Never before has the need been so great for men of vision and ideals
to exert a guiding force in building our economy.

"Right now the monetary and price situation is probebly the greatest
problem facing us. Victory is inevitable, but dark clouds of inflation still
loom ominously on the horizon of peace. Ralph Robey points out in a recent
issue of 'Newsweek' that the excess purchasing power which we are piling up
during the war will continue to affect our economic structure after the war. He
disproves the theory that this excess will be drained off in the purchase of
consumption goods after the war, since every dollar of production means another
dollar of buying power in and of itself.

"You well know the results of inflation, But this time there will be
even greater cause for discontent and unrest. This time we will have some ten
million men and women from the militery services who will form a formidable
group if their plaens are shattered by inflation.

"You might be surprised at the number of men who are making plans al-
ready for their return to civilian life. Publiely they may not say much about
it, but I have talked to innumereble men who are seving all of the money they
possibly can for the time that they get back., Some are married or plan to be
married and they are putting money into a house, a farm, or furniture. But this
is rare. The majority are saving their money - counting it carefully - and
dreaming of the comforts that it is going to buy.

"But the point is that they are dreaming of these things in terms of
pre-war prices. We in the Army are not vitelly affccted by prices. Those of us
in foreign service chalk up differences aguinst the country in which we happen
to do our small amount of buying. Those of us in the States buy little anywsay.
Certainly we read about the price of furniture advencing 100% or some other
price index going up 50%. But it doesn't strike home the way it would if we
looked at a radio that we almost bought before the war for twenty-five dollars
end now find that we have to pay fifty dollars for it.

"After the war that is the experience that each and every one of us in
the Army is going to have. We have saved our moncy - denied ourselves meny
pleasures, end we are dreeming of & down payment on a house, of new clothes,
marriage, etc. But our &ir castles will full with a very discomforting thud when
we find that we can buy only helf, or a third, or some smaller fruction of the
commodities we had planned., That is when the protesting murmurs of ten million
hearts will swell to a crashing crescendo of condemnstion against our government.
The results may well be catastrophic.

"That is the possibility; but nonc of us over here believe that it will
ectually ooccur. We have confidence thet men of knowledge and judgment who are in
positions of influence * * ¥ will solvc this problem for us. Our confidence is
unlimited; you cannot afford to fail,"
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BILLIONS OF DOLLARS

SEASONALLY ADJUSTED; ANNUAL BASIS
BY QGUARTERS

INCGOMES AND TAXES OF INDIVIDUALS
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