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BOARD OF G O V E R N O R S 
OF THE 

F E D E R A L RESERVE SYSTEM 
W A S H I N G T O N 

June 7 , 1948. 

Mr. Robert V. Fleming, President, 
Riggs Nat ional Bank, 
Washington, D. C. 

Dear Bob: 

Two points i n your recent speech t o the North Carol ina 
Bankers Associat ion, as reported i n the American Banker, are i n 
ray opinion, misleading. 

F i r s t , i n arguing against proposals t o give the Federal 
Reserve System more au thor i t y t o r es t r a i n i n f l a t i o n a r y expansion 
of bank c red i t and i n seeking t o minimize the danger you quote me 
as having estimated a gold i n f l ow t h i s year of $3 b i l l i o n . You 
stated tha t gold i n f l ow i s a t the ra te of one b i l l i o n "or one- th i rd 
of the amount o r i g i n a l l y pred ic ted-" What I ac tua l l y sa id, i n pre-
senting the Reserve Board's statement before the Jo in t Committee 
on the Economic Report l a s t November was t h i s : "Over the next year , 
the gold i n f l ow i s estimated at from $2 t o $3 b i l l i o n . " 

I t would have been f a i r e r , had you not exaggerated what 
was and could only be a rough estimate, made l a s t November when the 
most dependable evidence then avai lab le ind icated tha t the i n f l ow 
would be la rger than has proved t o be the case c h i e f l y because 
European a id and some betterment of condit ions abroad reduced the 
need t o send gold over here i n order t o obtain do l la rs • Current 
estimates, however, are s t i l l considerably higher than your f i gu re 
of one b i l l i o n . I n any case, the fac to r o f gold inf lovr i s only a 
subordinate source of bank reserves. The banking system, i r respec-
t i v e of gold i n f l ow , continues t o have v i r t u a l l y un l im i ted and 
uncontro l led access t o reserves on which an ever-expanding danger-
ously i n f l a t i o n a r y growth of bank c red i t could be b u i l t . 

Voluntary r e s t r a i n t i s now the only r e a l b a r r i e r l e f t . 
Surely everyone hopes t h a t vo luntary r e s t r a i n t on the par t of lenders 
w i l l prove adequate. I f i t doesn ' t , monetary a u t h o r i t i e s , who have 
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a primary r espons ib i l i t y f o r curbing over-expansion of bank c r e d i t , 
w i l l continue t o be powerless t o stem the t i de unless add i t iona l 
powers are granted by Congress. I bel ieve i n having the f i r e ex-
t ingu isher on hand before—not a f te r—the house i s i n flames. 

Secondly—and t h i s i s of much greater importance—in pur-
suing your argument against adequate precautionary measures, you echo 
the fa l l ac ious idea tha t more and more bank c red i t w i l l be needed t o 
f inance defense preparat ions and possib ly war. The question i s one 
of labor and mater ia ls , not of more and more c red i t . The problem i s 
one o f d i ve r t i ng from c i v i l i a n t o m i l i t a i y use labor and mater ia ls , 
now being employed at close t o maximum leve ls and w i th shortages i n 
many cases. Providing more c red i t w i l l not produce more labor , more 
mater ia ls or more goods, whether f o r c i v i l i a n or f o r m i l i t a r y uses. 
Credi t now used f o r c i v i l i a n product ion w i l l have to be used instead 
f o r defense production—there i s no reason whatever t o keep adding 
t o the money supply which i s already more than ample t o f inance f u l l 
production regardless of whether i t i s f o r c i v i l i a n or m i l i t a r y use. 
Ever-expanding c red i t when the economy i s at p r a c t i c a l l y f u l l produc-
t i o n means ever greater i n f l a t i o n a r y p e r i l . 

Let us by al l , means make the most of vo luntary res t ra in ts— 
surely nobody l i k e s compulsion. But i f vo luntary r e s t r a i n t does not 
t u rn out t o be an adequate safeguard—and i t can scarcely be any 
safeguard a t a l l i f your ideas about expanding c red i t were t o p reva i l 
genera l ly among bankers—then the publ ic should know where the respon-
s i b i l i t y should be placed f o r f a i l u r e to arm s u f f i c i e n t l y and i n t ime 
i n case there should be f u r t he r i n f l a t i o n a i y developments. 

Sincerely yours, 

M. S. Eccles. 
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