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Ju ly 18, 19$0* 

Because of the Korean c r i s i s a dangerous i n f l a t i o n a r y s i t u a t i o n i s 
r a p i d l y developing* This i s due t o the urgent and inc reas ing m i l i t a r y needs 
and a r ap id stepping up of business and c i v i l i a n demands on top of an economy 
t h a t has been showing i n f l a t i o n a r y pressures f o r some t ime , espec ia l l y i n the 
durable goods and housing sector* Pr ice i n f l a t i o n i s sure t o develop when the 
demand f o r goods and serv ices supported by money and c r e d i t exceeds the supply. 
The ava i l ab le supply of money and c r e d i t can be increased only by the banking 
system making loans t o or buying s e c u r i t i e s f rom e i t h e r the Government or the 
pub l i c * I n the present s i t u a t i o n i t i s , t he re fo re , impera t ive , i f p r i ce i n f l a -
t i o n i s to be c o n t r o l l e d , t o stop the o v e r a l l growth of loans and investments 
by the banking system, i n c l u d i n g the Federal Reserve. This can be prompt ly 
brought about i f the Government w i l l adopt w i thout delay the requ i red monetary 
and f i s c a l program* 

Such a program would m a t e r i a l l y reduce c i v i l i a n demand and thereby 
increase the supply of goods and labor ava i l ab le f o r the m i l i t a r y needs wi thout 
the necess i ty of p u t t i n g the country under a l l of the onerous war-t ime d i r e c t 
con t ro l s , unless the Korean s i t u a t i o n develops i n t o World War I I I * Even then, 
i t may not be necessary to go a l l the way because i t would l i k e l y be an 
atomic war t h a t would not l a s t long* I n any case, the f o l l o w i n g program i s 
an urgent necess i ty and should be ca r r i ed out immediately, no matter what 
ac t ion may be c a l l e d f o r l a t e r : 

Monetary and Cred i t Program 

1* Request every bank t o un i t e i n a nat ion-wide vo lun ta ry 
agreement to stop bank c r e d i t expansion which has been growing 
r a p i d l y by l i m i t i n g new loans made by any bank t o the amount of 
loans pa id j meet the gain or loss i n i t s deposi ts by buying or 
s e l l i n g Government s e c u r i t i e s accord ing ly . Such a bank program 
would s t a b i l i z e the Government s e c u r i t i e s market, as w e l l as the 
general c r e d i t s i t u a t i o n * I f t h i s vo lun ta ry program i s not car -
r i e d ou t , then the Federal Reserve should increase reserve r e q u i r e -
ments t o the l e g a l l i m i t and get a d d i t i o n a l powers i f necessary* 

2. Request the insurance companies and the mutual savings 
banks not to s e l l t h e i r Government s e c u r i t i e s f o r the purpose of 
g e t t i n g money to increase t h e i r loans and other investments* This 
would avo id p u t t i n g pressure on the Federal Reserve t o support the 
Government s e c u r i t i e s market, thereby c rea t ing new deposi ts and 
excess reserves i n the banking system* 
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3* Require the R*F*C* t o stop making loans, except when they 
are f o r m i l i t a r y purposes and cannot be got ten elsewhere• 

i±* Reduce the e f f e c t i v e demand f o r housing by r e q u i r i n g 
F«H*A* t o resc ind i t s recent reduc t ion i n i n t e r e s t ra tes and r e -
duce i t s insurance coverage, thereby r e q u i r i n g home owners to 
make l a rge r down payments, slowing up the approval of mortgage 
guarantees by the Veterans Admin is t ra t ion and mortgage insurance 
by the F«H*A*, r e q u i r i n g the Federal Nat iona l Mortgage Associa-
t i o n t o l i m i t i t s purchases of insured and guaranteed mortgages 
t o the amount sold* 

5* Reduce the e f f e c t i v e demand f o r consumers durable goods 
by g i v i n g t o the Federal Reserve con t ro l of consumer c r e d i t terms, 
which should be made s u f f i c i e n t l y r e s t r i c t i v e as t o down payment 
and ma tu r i t y to curb f u r t h e r growth of the huge volume now ou t -
standing* 

6* Require the Treasury t o permit shor t - te rm i n t e r e s t ra tes 
t o r i s e moderately and thereby take o f f the pressure f o r long- te rm 
i n t e r e s t ra tes to go down* This change of p o l i c y would make the 
Government s e c u r i t i e s more a t t r a c t i v e t o the p u b l i c * I t would r e -
duce the need of the Federal Reserve support ing the market f o r 
Government s e c u r i t i e s which creates excess money and makes impos-
s i b l e the r e s t r i c t i v e monetary p o l i c y t h a t i s c a l l e d f o r * 

The above s i x - p o i n t program has the advantage t ha t i t can be 
put promptly i n t o e f f e c t or rescinded t o the extent needed wi thout 
r e q u i r i n g l e g i s l a t i o n , w i t h the except ion of consumer c r e d i t regu-
l a t i o n s a 

F i s c a l Program 

1* Make no reduct ion i n taxes t h i s year* 

2. Increase second and t h i r d c lass p o s t a l ra tes enough to 
meet la rge Post O f f i c e d e f i c i t s . 

3* Close t a x loopholes p rev ious ly recommended by the Treas-
u r y , espec ia l l y those where the Government i s l o s i n g la rge amounts 
of revenue* 

km Reimpose a co rpora t ion excess p r o f i t s t a x of 75 per cent 
on a l l net earnings above 10 per cent on the f i r s t f i v e m i l l i o n 
of invested c a p i t a l and e igh t per cent on any balance, a l l ow ing a 
f i v e thousand exemption of earnings subject t o excess p r o f i t s 
tax* 
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Request organized labor to make no demands f o r wage 
increases whi le excess p r o f i t s t a x i s i n e f f e c t . 

6* The Treasury should o f f e r prompt ly to non-bank inves to rs 
long- term non-marketable bonds, G t ype , lf?-year m a t u r i t y , i n t e r e s t 
r a t e 2-1/2 per cent* 

The above f i s c a l program i s essen t i a l i f the Government 
d e f i c i t i s t o be he ld t o a minimum so t h a t i t can be f inanced 
outs ide the banking system* 

This i s also an essen t i a l requirement of the monetary and c r e d i t 
program suggested i f i t i s t o be successfu l . The present s i t u a t i o n c a l l s 
f o r the people to save t h e i r money and purchase more bonds# They cannot be 
expected to do t h i s unless the Government takes the necessary ac t ion to p ro -
t e c t the purchasing power of the d o l l a r ( t h e i r money) from f u r t h e r p r i ce 
i n f l a t i o n , which has a l ready been permi t ted t o go too f a r . The vigorous 
c r e d i t , monetary and f i s c a l program above ou t l i ned w i l l accomplish t h i s 
purpose w i thou t the need of imposing the ob jec t ionab le harness of d i r e c t 
c o n t r o l s . 
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