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LeChavrity Thursday, January 25, 1951
cyl
rEgl - - ®

Congress of the United States;
Joint Committee on the Economic Report,
Washington, D. C.
The joint committee met, pursuant to adjournment, at
10:00 a.m., in Room 362, 0ld House Office Building, Senator

Joseph C. O'Mahoney (chairman) presiding.

Present: Senators OtMahoney (chairman), Taft, and Flanders;
Representatives Woleott, Patman, and Buchanan,

Also present: Representative Henry O. Talle; Theodore J.
Kreps, Staff Director; Grover W. Ensley, Associate Staff
Director; Fred E. Berquist, Minority Economist and John W.

Lehman, Clerk.

The Chairman, The committee will come to order.

Mr. Eccles, are' you ready to proceed?

Mr. Eceles. Yes.

The Chairman. Just introduce yourself first, on the record.
We all know you, but we want the written record to show.

Mr. Patman. Mr. Chairman, may I inquire about the program
for today. You expect to have Mr. Eccles this morning?

The Chairman., That is right.

Mr. Patman. And this afternoon?
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rg2 The Chairman, Mr. Eccles is the only witness for today.

The next session will be tomorrow afternoon at two o'clock,
when Mr. Eric Johnston will appear, followed at 3:30 by Mr.
Wilson. The meeting on Friday will be in this room, beginning
at two otclock.

Mr, Patman., I was thinking they were on this afternoon.
It is tomorrow?

The Chairman, It 1s tomorrow.

STATEMENT OF MARRINER S. ECCLES,

MEMBER, BOARD OF GOVERNORS, FEDERAL RESERVE SYSTEM

Mr. Eceles. Mr. Chairman, I am a member of the Board of
Governors of the Federal Reserve System. In appearing before you
today I am speaking for myself and -not officially for the Board.

The Chairman, I might say that the committee invited
Mr, McCabe but due to his absence from the city and his 1llness
he was unable to appear today.

Mr. Eccles. Yes.

I have a prepared statement which, if I may do so, I would
like to read through, and, 1T 1t is possible to do sq, without v
interruption, I would appreciate it. I will then be glad, of
course, to submit to such interrogation as the committee may
want to make,

The Chairman, That will be agreeable, without objection.

Mr. Eecles. Mr. Chairman and members of the committee, I
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appreciate this opportunity to appear before your committee in
its hearings on the problems of controlling inflation.

Our defense preparedness program must be designed to
prevent war and to prevent inflation, while at the same time
preserving the essential freedoms of our democratic institutions.
It must also be sustainable for an indefinite period of time.

If we fail to make these aims our major goals,.  the very system
which we are trying to maintain will be destroyed., This means

we must adopt a realistic foreign policy ~- one which recognizes

‘the limitations of our resources and manpower, and one which

we can pay for currently,

How can we best, within this framework, protect ourselves,
maintain our essential economic and democratic strength, and
at the same time fulfill our commitments to help defend and
protect the other free countries of the world? I believe to do
this we must 1limit our aggregate expenditures on our defense and
foreign aid program to a maximum of 50 billion dollars annually.
This we can pay for currently, given a total national product of
some 300 billion dollars, the estimated amount for the next
fiscal year, This money must be used in such manner as to
assure the maximum military effectiveness of ourselves and our
allies, which means a program most likely to prevent war,

We must recognize the fact that Russia occupies or controls

the greater part of the tremendous land mass of Europe and Asila,
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This land mass has a population of nearly a billion people, and
great material resources, and is far removed from our own shores.
We can never expect to defeat Russia on land. We would be bled
white and destroyed, economically as well as militarily, by any
attempt to do go. We cannot hope to be prepared to supply or
maintain ground forces at every strategic point around the
20,000 mile periphery of the Communist empire. We cannot be
prepared on the ground to meet attacks at the time and place
selected by Russia.,

There are, however, decisive things we can do with our
superior technology and scientific know-how, and within the
limitations of a budget we can pay for. We can, with the assist-
ance of the British Empire and such cooperation as other free
nations are willing and able to give us, rapidly establish over-
whelming control of the air and the sea. From strategic alr
and naval bases throughout the world, protected by adequate
ground forces, we can threaten swift retaliation with atomie
and our other destructive weapons if Russia undertakes aggressive
action.

We should recognize the facts that our unrivalled productive
capacity is our strongest line of defense, that our ability to
produce 1s largely determined by our available manpower, and
that our country 1s the arsenal of the free nations of the world

and must not be weakened by a military program which we cannot

Federal Reserve Bank of St. Louis



14/°35) maintain indefinitely without regimentation or 1nf1ation$or V,
which leads to war. We should keep our ground forces as small
as possible so as to maintain our production at full strength to
meet our civilian and military needs and help the other free
nations to arm thelr available manpower and build up their
defenses. Our manpower can contribute far more to the defense
of the free world in our production 11nes)1n our navy and air 14
force)than in the front lines of land armies in Asia or Europe.
We should quickly arrange a peace treaty with Japan and
Western Germany, bringing them into the United Nations and
helping them and other friendly countries, including Spain,
to rearm as quickly as possible so as to be able to deter, or
resist 1f necessary, aggression by China, eastern Germany, or
other Russian satellites. Our present military forces should
be maintalned in Germany and Japan until they have fully rearmed
for defense, Neither they nor the other free countries can be
expected to resist successfully direct attacks by Russia, The
addition of such land forces as we could send, and at the same
time maintain our supremacy on the production line, and in the
air, and on the sea cannot be expected to provide the balance
of power necessary to deter, contain, or defeat the Russians.
Russia should know that direct attack by her would mean
war with the rest of the free world -- war in the alr, on the

sea and on the land, involving atomic and all other weapons of
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destruction, This threat of worldwide total war will, I believe,
deter the Soviet Union, because it would mean her destruction as
well as that of her enemies. A world war would be an atomic war
or worse, a war that could not be won by any nation or group of
nations, a war that might mean the destruction of civilization.
For that reason, we should not think or talk of war as being
inevitable. We can, I believe, by the plan I have outlined,

make 1t so costly for Russia to start war that she will not dare
attempt it.

Under the protection of American and British air and sea
power the free nations on the periphery of the Soviet empire
can rapidly rearm with the great help we can give them from
our production lines.

We should not attempt to rebuild great military strength in
elther Germany or Japan for possible war with Russia, Russila
may not be willing to tolerate the reconstruction of great
military forces of Western powers on her borders, any more than
we would if our positions were reversed. I do not believe
Germany or Japan will be parties to such a program. It would
seem that they do not propose to be the battleground for the
defense of the Western world. I believe we must plan on Germany
and Japan developing as defensively armed neutral areas, between
the Communistic and the Western worldﬂ.

War can be avoided, I believe, 1f we do not attempt to build
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up international competitive and threatening military foreces
in Japan or on the continents of Europe or Asia. Any attempt
to do so 1s likely to provoke aggression -- great standing
armies cannot be mobilized, facing each other for long periods
of time, without war., In any case, what 1s the stopping point
of expansion and how do you ever demobilize them?

We should not make any commitment to use the atomiec bomb
only i1f 1t is used against us first. Such a commitment offers
us no protection, We must retain the initilative for use of all
our weapons, including the atomic bomb, Any defense preparedness
program may mean an uneasy peace, but it will be as uneasy for the
Russians as for us,

I should like now to discuss rather fully the inflationary
problems of thgkdefense as related to fiscal, monetary, and
direct controls.‘

The Chairman. Mr, Eccles, since you have devoted this
portion of your talk to foreign policy and you are now ==

Mr., Eccles. The economic aspects of it.

The Chairman. I think it is much more than that.

Now you propose to go to the economic phases of it. I am
sure you won'!t object to questions on this first part?

Mr. Ececles. All right,

The Chairman. I am wondering how you reconcile two state-

ments which I find here in your prepared testimony. On page 2,

Federal Reserve Bank of St. Louis



- 102 -

rg8 in the second paragraph, you say:
"Our present military forces should be maintained in

Germany and Japan until they have fully rearmed for the

defense."

That, I take it, means that, in your opinion, we ought to
keep our present military forces in Germany and Japan until
Germany and Japan have fully rearmed for defense?

Mr, Eccles, That is right.

The Chairman. Then, on the same page, at the beginning
of the second paragraph from the bottom of the page, you say:

"We should not attempt to rebuild great military
strength in either Germany or Japan for possible war with

Russia,"

Mr. Eceles, That is right.

The Chairman, Which of these two contrary positions do you
really take?

Mr. Eccles. I don't think they are contrary.

The Chairman. In the first sentence you say we must keep
our troops in Germany and Japan until Japan and Germany are fully
rearmed for defense. In the second you say we should not
attempt to rebuild great military strength in either Germany
or Japan.

Mr. Eccles. There 1is a great difference between rearming

Germany and Japan to defend themselves and placing in Germany and
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Japan international armies of the United States, Britain, and

other countries.

We—are—eireddy—in-Germenyend-Jepenrandy it seems to me
whgutd -
that Russia,—senbaiRdisy-oould not object, she—maFy-howekony—+
recognize,—but—she—hes-no—reacon-se—obieet to Western Germany

rearming herself for her own defense, in the same manner that

Eastern Germany has rearmed herself, =e¢' that Eastern Germany
could not go through Western Germany without some resistance,

The Chairman. Do you think --

Mr, Eccles. It seems to me that a threat of an offensive
war, or an invasion of the Soviet Empire, 1s not likely, and
Russia would not expect it to be likely, if Western Germany
had only such military forces as would enable it to defend
itself against Eastern Germany or other Russian satellites.

The Chairman. Do you think that the Kremlin understands
the difference between the two as you define them?

Mr. Eceles. I think i1t would make a great difference.

The Chairman., I know you do, but do you think Russia
would think so?

Mr. Eccles. I would think so,

The Chairman, Then, let me direct your attention to two
other sentences. I refer to page 1, the last sentence in the
second paragraph from the end:

"From strategic air and naval bases throughout the
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rglo world, protected by adequate ground forces, we can threaten
swift retaliation with atomic and our other destructive
weapons if Russia undertakes aggressive action."
I take that to mean retaliation, which is the word you used?
Mr. Eccles. That 1s right,
The Chairman., And I take it it would depend on whether or
not Russia takes the initiative; right?
Mr. Ececles. That 1s correct.
The Chairman. Then, on page 3, you say, in the second
paragraph from the end:

"We should not make any commitment to use the atomic
bomb only if it is used against us first. Such a commitument
offers us no protection."

Do you believe that we should retain the initiative and be
in é;é position to use the atomic bomb first, or do you believe v
that we shouid use it only in retaliation, as you first said?
Mr. Eccles, Well, 1t seems to me that we should make no
commitment. I would certainly feel that we should not use 1t

except in retaliation, but retaliation by the use of the atomie

bomb may not n cessar%é? mean after Russia had used the atomic v

(ore Qe 4
bomb. | ¥se =f the atomic bomb in retaliation for an attack by

Russian forces on Western Germany, s on Turkey, or on other
areas around the periphery, it—may-hot—be—an—eatomic—bomb—ebback,
: L] .
but it seems to me that if ehe-—Ruseten—Lonses undertakesto invade 4
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et comndidar onouind duan)
rgll &reae—aﬁeuaé-#heRberiphery oé=tho—fpege—Trmntakes, that we have :;

yemy little or no choice except to go to war with Russia and

use whatever we have, -iad_it seems to me that 1f Russia well v/
j&hbu‘ddr - v
understood &het, that—bHhet would be a sufficient deterrent, -and

I dontt think that we should promise Russia that 1f she undertook
to invade areas of the free world with her troops, that—we—shoudd
We not use them,but

weapons,

I don't think that we should ,—eé—deaead, give her that security,
beeause=29r promises are usually pretty dependable, whereas we
have found her promises are not dependable, and if a promise
by us were to guarantee us --

The Chairman., I agree with you on that. I feel, however,
that neither you nor I hawheard of any proposal to make any
promise to Russia with respect to the use of weapons.

However, we have come now to the basic question, and that
is the subject which you are going to discuss. You have statedJnu27
in your opening review here of %W foreign policy)that you believe \

that- we must limit our aggregate expenditures on our defense and
cy3 forelgn aid program to a maximum of$;0,000,000,000 annually. 4
Therefore the question 1s, as T see 1t, whether an expenditure
of that magnitude can be maintained over a long period of years
of preparation and at the same time retain, as you say we ought

to retain, and I think everybody agrees we should retain, our

essential freedoms and our democratic institutions. I assume
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that that will be the subject of the rest of your paper.

Mr.

The Chairman.

Mr.

Patman.

Patman,

Mr. Chairman, I would like to ask one question.

Yes.,

Does this $50,000,000,000 you mention here,

does that compare with the $71,000,000,000 budget we are proposing

this year, or at least that the Budget Bureau 1s proposing?

Mr.

Ececles.

That would depend upon the amount of non-

defense and foreign aid that was included in the budget. .

Mr. Patman, I know, but letis --

Mr, Eccles. That would allowgél,OO0,000,000 for everything
else,

Mr. Patman. Would allow what?

Mr. Eceles. 921,000,000,000.

Mr. Patman, I know you are advocating 50,000,000,000 dollars.
Now, are you --

The Chairman. For two specific purposes.

Mr. Patman. Yes. Are you advocating reducing the budget
fromﬁ%l,OO0,000,000 toﬂ%0,000,000,000?

Mr. Eceles, No, no; no, no, no,

Mr. Patman. Or defense and foreign aid?

Mr. Ececles. Defense and foreign aid specifically.

Mr. Patman, How much 1s in the present budget for defense

and foreign aid.

Mr,

Federal Reserve Bank of St. Louis
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rgl3 The total budget 15%%1,000,000,000.

Mr. Patman. $71,000,000,000?

Mr. Eceles. That is right.

In this connection, I wrote an article for the Fortune v
MagaziniA *%—wes—wr&%%en in September, end at that time, after

o

considerahly’study, I came to 4hds conclusion, that given a
$300,000,000,000 national product, based upon the present, the
approximate existing price level ==

The Chairman. May I interrupt so as to get these figures
straight.

I have before me the budget message of the President. It

calls for expenditures for military services of 41,421,000,000,

7
for international security and foreign relations, 700,461,000,000,°

and then in addition to that there is the budget estimate for
atomic energy -- that is included, curiously enough, undéf the
19 syoO

heading of Nettemal Resources, which, of course, includes more
than atomic¢ energy -~ but the fund, the entire fund, for.Natural
Resources, 1is 2,500,000, 000,

So that actually the budget which has come up to us for
actual cash expenditures in 1952, for defense and foreign aid,
is only slightly more than 50,000,000,000. The other is for
other services, some of which, of course, are war-connected, like

veterans?! services and benefits, the estimate for which is

% ,900,000,000, Of course, there is shipping and other general
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rgll expenditures.

Mr. Buchanan, Here is a breakdown summary of the President's
1952 budget, an¢ it totals the estimate for 1952 at 52,500,000,00Q
I would assume that you recommend a reduction of some two and
a half billion dollars?

Mr. Eccles, Well, I think -~

The Chairman. I thought he was thinking in round figures.

Mr. Eccles, I am thinking in terms of the total budget
as well as the other, only time wouldn't permit going into all
of 1t. But the main issue of today, of inflation, has developed
because of the large defensive preparedness program. Therefore
it seemed to me that we should start with the basis of our
problem, to determine what our foreign policy, -pessibdz, would v
need to bek\if we were going to stay within the framework of a V/
50 billion dollar budget.

What concerns me is not the immediate budget figures.buty 4

\%giigfﬁion my experience in Washington over a great many years,
I have observed how budgets, especially in the f£ield—of miliitary v
old $latds,
and the foreign #ield, can grow, and how deficiency appropriations
have to be made. <Aad=ghat seems to me may well develop, if our
whole foreign policy is not designed within the fr?mework of a
50 billion dollar budget,-#er—agréﬂdeﬂiné%e=%ef£eéjhthat we may

find that elther we can't control inflation, or,we will be so

regimented that we willl lose everything %hat we are fighting for.
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rgls That 18 why I took the time to discuss 4ke-foreign policy, v
because 1t 1s basie in=aaa£§ition—w4th our problem. v

The Chairman, Let me put the question this way: It has
been estimated that during World War II, at the height of our
military effort, we were devoting between 40 and 50 per cent
of the gross national product to wary that last year we were v/
not devoting more than 7 per cent of the gross national product
to defense and foreign commitments; and that in the present
budget it probably will reach 18 to 20 per cent. The question,
therefore, 1is what portion of our gross national product can we
safely, without inflation and regimentation, devote to military
expenditures and foreign ald, and—wibhews—regimentatton—and—tm v
flatien, and how much of our normal activity must we be prepared 4
to maintain so that these other efforts can be carried on.

Mr. Eccles, 'Heet—io—exanriiytho—puebbewr, That is just 4
exactly the problem that we are confronted withe -Afé that is v
why I-samo—te—bhe—coneiuniems—bhet I have ,audmds thought so much ¥
about( what we can do in the foreign field without destroying the v

very system that we are trying to protecty, becoumes é} seems to V'

mi( that we are entering upon an international program that v
really has no terminal point, and that manpower is reaid¥ the v
most important element bthed—we—lesasme in our economic problem v
today. It therefore becomes a question of how(to\best) use that v

v/

manpower to carry out our purposes, amnd—that is what I have been
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trying to cover here.
- s 7R (STP S
MMMWOM \seemns to me He=he
(eor doarpin o dorarqan Yoliay Makuit) LX)
designed—to—fiaght Iwithin the framework of a 50 billion dollar

T

budget, and secure Fer—us—eun greatest protection] as well as
T PP N

the greatest protection ef 'the free worlqe)now the question 1is,

LU N AN

how do we raise such a budget, and how do we prevent inflation
L]

within ocur domestic economy, iR-thafuamewenl—ef a total budget

of from 70 to 75 billion dollarsg) bacause—the non-defense ex- v
penditures cannot, in my opinion, be reduced under any circum-
stances, below 20 billion dollarﬁalfmy‘have been running at 25 v
billion dollars, and 1f they<::breduced by 5 billion dollars it
will be quite an achievement,

If I may proceed, Mr. Chairman --

The Chairman., Yes. If you will excuse our interruption.
I thought that i1t came at the proper time. You are now at
liberty to proceed with the economic discussion without inter-
ruption until you have finished.

Mr. Eceles. Thank you.

Why balance the budget?

We shall lose the fight against totalitarianism,even though v/
our military and forelgn policies are successful in maintaining
peace)if'we permit inflation to sap the strength of our demo- v
cratic institutions. Inflation 1s an insidious thing. In its

early stages it can have a certain exhilerating effect. But as
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rgl7 it proceeds it will operate to destroy our free economy. In-

flation works a grave injustice on great masses of people. It

injures most the aged, the pensioners, the widows, and the dis-

abled, the most helpless members of our soclety. It diminishes

the desire to work, to save, and to plan for the future, It

causes unrest and dissension among people and thereby weakens

our productivity and hence our defense effort. It imperils the

existence of the very system that all of our efforts are

designed to protect,

We must recognize that our problem of controlling inflation

is more complicated now than in World War II. There is no end

in sight for the necessity of maintaining very large government
expenditures,even though non-defense expenditures are reduced v
to the very minimum, as they certainly should be, People hold
an unparalleled amount of liquid assets in the form of bank
deposits, Government bonds, equity in insurance policles, build-
ing and loan shares, and other forms. Potentialities for in-
flation are now tremendous. It would be impossible to prevent
inflation under these conditions without at least balancing the
Federal Budget.

Everyone wlll agree that our military and foreign aid

program will divert large supplies of goods and services from
private consumption and investment, This 1s a physical fact that

will not be changed whether or not we tax ourselves to pay for it.
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The production of the goods and services for this program will
provide money income to those who are engaged in it, but 1t
will not provide a corresponding volume of goods or services

for which this income may be spent.

Without a pay-as-you-go tax program the Government will have

to borrow to make up its deficit, either from the banks or from
the nonbanking publie, Although borrowing from the publie 1s
less inflationary than from banks, there is no assurance that
such borrowing could succeed In soaking up the excess funds
availlable for spending., In my judgment, it would be Impossible
to avoid qfitructive inflation and further debasement of the
dollar 1f the poliey of an unbalanced budget, however financed,
were long continued. An over~all complete harness of controls
would only postpone the disastrous consequences.

Borrowing from banks creates new money. Borrowing from
nonbank sources does not increase the money supply, but it adds
to the total volume of the public debt and to the 1liquid assets
held by the publie, thus storing up inflationary pressures for
the future under present debt management policies. The money
supply is already excessive, considering the fact that it is
being used less actively than it could be, compared with past
experience. In addition, the tremendous amount of other liquid
assets held by the public 1is like money in many respects because

1t can be turned into money under the present Federal Reserve
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poliecy of supporting the Government security market at fixed
prices and interest rates,

As inflation proceeds, the desire increases to convert
liquid assets into money and then into goods and services, This
is what i1s known as the flight from the dollar. The need to
hold money and other liquid assets 1s not as great today as 1t
has been in the past. This is because of improved insurance
and pension provisions for old age., Also -~ the urge to provide
for the contingency of depression and unemployment is less com=-
pelling. Under these circumstances the more ligquid assets the
public holds the more likely they are to cash them and spend
the proceeds. Thus you can have an inflation even if all Federal
deficit financing is done outside the banks.

How to raise tax ravenues.

There can be no escaping the fact that a pay-as-you-go tax
program will increase the tax burden of all who receive more
than a subsistence. We willl have to get the money from those
individuals and businesses who receive 1t in relationship to the
Governmentts need and thelr ability to pay. In this country
income and financial resources are broadly distributed. Tax
increases to raise 16 billion dollars will likewise have to be
broadly distributed.

An Increase in individual income taxes should produce about

half of the additional revenue required. Since the bulk of the
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rg20 taxable income is in the first taxable bracket, the increase will
have to begin there, starting say with a rate of 25 per cent
instead of 20, and go all the way up the income scale. There
should be an increase in the regular corporation income tax with
some credit allowance on that part of income which 1s disbursed
as dividends, these beilng subject to individual income taxes.
We should also greatly strengthen the new excess profits tax law.
Excise taxes should be placed on all nonessential goods now
exempt and increased on nonessentials now subject to tax.

With the proposed increased tax rates on individual and

corporate incomes, it is especially essential that all loorholes

in the tax laws be closed. This source alone might provide as’

much as 3 billion dollars in additional revenue. Exempt income

of insurance companies, savings and loan associations, and farm,
labor, educational and religious cooperatives, as well as interest
from new securities of State and local governments, should be
taxed. Depletion allowances should be greatly reduced in accord-
ance with Treasury recommendations, and urusual expenses and
promotional and advertising outlays made nondeductible for tax
purposes, And there are other loopholes that should be closed.
The present capital gains tax is one of these loopholes for

tax avoldance. It also promotes inflation, particularly in
commodities, real estate)and stocks. v

To maintain the morale of the taxpayer who pays his honest
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share of taxes, loopholes must be closed and tax enforcement
intensified, The Treasury should have sufficient competent
personnel to give the same strict enforcement of tax collection
to farmers, professional people, and the small unincorporated
businesses as is now applied to other types of taxpayers, notably
those whose entire income is subject to withholding taxes.

Credit restraints needed

No tax program by itself 1s sufficient to prevent inflation
under the conditions we face. It must be backed up by restrict-
ive credit and monetary measures. Many individuals and corpora~
tions, when thelr expenditures are squeezed by higher taxes,
will try to supplement their incomes by borrowing, Other credit
demands will continue as there 1s an inecreasing effort to borrow
to bulld up inventories, particularly of scarce goods, to take
advantage of investment opportunities, and to speculate on the
inflationary rise. The harm to our economic stability from such
private deficit financing is at least as great as that from
deficit financing by the Government., In fact, the whole postwar
inflation, and particularly since the Korean outbreak, has been
due to private rather than Government deficit spending. If we
impose painful taxes to avoid one form of deficit financing
we must surely seek out a way to put a check on the other,

To prevent inflation we must stop the over-all growth in

credit and the money supply whether for financing Government or
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private deficit spending. The supply of money must be controlled
at the source of its creation, which is the banking system.
Under our present powers, the only way to do thils is by denying
banks access to Federal Reserve funds which provide the basis
for a six-fold expansion in our money supply. The only way to
stop access to Federal Reserve funds is by withdrawing Federal
Reserve support from the Government securities market and
penalizing borrowing by the member banks from the Federal Reserve
Banks. As long as the Federal Reserve is required to buy Govern-
ment securities at the will of the market for the purpose of
defending a fixed pattern of interest rates established by the
Treasury, it must stand ready to create new bank reserves in un-
limited amount. This policy makes the entire banking system,
through the action of the Federal Reserve Systen, an engine of
inflation.

If access to Federal Reserve credit were strictly limited
or denied, and if there were more sellers than buyers of Govern-
ment securitiles, then prices of outstanding Government securities
would decline and interest rates would rise until the market

became self-sustaining. More sellers of Government securities

than buyers indicates that the public is not willing to hold at

existing rates. The only way to restore the balance 1s to let
interest rates go higher to meet public demands. The Government

with the support of the Federal Reserve has the machinery and the
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power to decree what prevailing interest rates are to be, But
lacking the power to require the holding of its securities by
the public, the Government cannot prevent their being offered
for sale if the public is not willing to hold at those rates.
If interest rates are not to be allowed to rise in response to
market forces, then the Government must create all the money it
takes to keep rates down. This in effect makes interest bearing
money out of all Government securities and adds to the liquidity
of all private debt as well. It is hard to conceive of a more
inflationary monetary policy.

There is another aspect of an interest rate freeze that
under present conditions works to promote expansion of our money
supply. Interest rates on short-term Government securities are
about half of what rates are on long-term issues. Corporations
and other nonbank investors hold short-term securities, however,
because they do not wish to take the chance of a market loss on
long-term issues should they need their funds., But if the policy
as announced by the Secretary of the Treasury is to prevall,
that the existing pattern of interest rates will not be allowed
to rise, then long-term Government bonds in effect become demand
obligations. The lower yilelding short-term securities held by
nonbank investors will be shifted to the Federal Reserve, This
process generates demand for long-term Government securities,

helps to maintain a lower long-term rate than would otherwise
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prevall, and gives the appearance of tremendous success to each
Government financing effort., It is; however, a success bought
by the ecreation of tremendous sums of money. at the cost of
progressive decline in the value of the dollar,

To allow interest rates on Governmment securities to respond

to the forces of the money and eredit market, I realize, raises

problems of debt management because of the large volume of debt
maturing each year and the demand liabilities in savings bonds.
With large and frequent refundings, the process of permitting
interest fluctuations involves careful management, If a refund-
ing offering is not in line with market rates, Federal Reserve
support is necessary to insure its success.

These are important problems which a frozen pattern of
interest rates can avoid. But they are not nearly as formidable
as the problems that we take on if we accept a frozen interest
rate struecture. We cannot prevent increases in the volume of our
money if we are unwilling to deny Federal Reserve credit when
inflation is taking place, and to allow interest rates to rise
if market forces operate in this direction. Inflation and
debasement of the value of the dollar is the price we pay for
the luxury of a booming Government securities market. Any tax
program we are likely to adopt can hardly be adequate to stop
inflation in the long run as long as the money and credit flood-

gates are left open.
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rg25 If the Federal Reserve is to be required to maintain a

fixed pattern of interest rates established by the Treasury,

then the System should either be discharged of 1ts responsibility

for controlling the volume of credit and money or be given new

powers as partial substitutes for those that it 1s not permitted

to use. The limited selective controls which the Systen now has

over certain consumer, real estate, and stock market credit may

be useful and desirable, although their effectiveness 1is certainly

much more limited than is generally believed. Authority to

increase reserve requirements of all commercial banks would be

a partial substitute for traditional credit control powers to

enable the System to immobilize new bank reserves arising from

its purchases of Government securities in support of the market.

Authority would also be needed to require all commercial banks

to hold an adequate percentage of their deposits in a special

reserve in shesé—berm Government securities, or at their option /
a like amount in cash, It would likely be essential for the
Federal Reserve to have authority to require savings institu-~

v

tions,such as life insurance companies, savings banks, and

savings and loan associations)ﬁo hold a certain proportion of
their assets in Government securlties in order to prevent them
from selling in a market supported at pegged prices by the
Federal Reserve.

All of these substitute powers would be necessary to

compensave for the contrel over expansion in our money supply
that we glve up when the interest pattern on Government

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 120 -
securities is frozen.

Selective price and wage controls

Fiscal and credit action will have to be buttressed for
the present with some rationing and allocations. They will be
required to control the use of certaln essential goods 1n
short supply and of scarce or critical materials and finished
products. To prevent the bidding-up of prices on these items,
price controls will be needed. Such controls should be
Selectlve, however, and applied only in those limited cases
where materlals or goods are both essential and in short
supply, anc removed as sSoon as they are no longer 1n short
supply or deemed essential.

Over-all price controls are unnecesasary and should not be
imposed upon the economy. Price controls cannot be successfully
applied unless simultaneously accompanled by allocation and
rationing. Price controls alone merely lead to black markets
and racketeering, profiteering, and tax evasion. We know
from past experience that even durlng war a comprehensive
harness of direct controls unsupported by adequate flscal and
monetary policles did not prevent inflation, but only concealed
and postponed the inflationary results. They deal with the
effects rather than the causes -~ they sugar coat the infla-
tion, so that the public!s wlll to accept the required taxes
and credit restraints is weakened and destroyed. There 18 no

substitute for adequate flscal and monetary measures; with
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wc:? them, the need for direct controls is reduced to a minimum.

One of the worst features of trying to enforce a compre-
hensive harness of direct controls is that it so regiments
the entire economy as to destroy our esséntial freedows. It
requires the establishment of a huge bureaucracy for policy
making, administration, and policing -~ a most uneconomic
utilization of an already short supply of manpower. This
cannot be Justifled. Worst of all, such regulation and
regimentation, undertaken for any extended period of time,
willl prove so intolerable that public revulsion wlll lead
to withdrawal of essentlal support for a program necessary
to defend the free world, prevent war, and assure the preserva-
tion of the value of the dollar.

Even though I have strongly opposed a general price freeze
for the reasons stated, I still feel that 1t 1s essential that
wage and salary cellings be put into effect promptly. On an
over-all basis, prices are made up largely of wages and
salaries, and prices cannot be kept down with continuing
increases in wages and salaries. Labor should not object
to wage and salary ceilings, so long as any excess profits of
corporations are drained off through taxation.

Another reason for a wage freeze 1s fhat higher personal
income taxes required to balance the budget wlill reduce the
hourly take-home pay of labor, as they must do if they are to
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3 be effective. Union leaders are likely to press demands for
higher wages to offset this reduction 1n take-home pay and
to maintain labor!s standard of living. To grant such wage
increases would entirely defeat one of the major purposes of
increased taxes, viz., the curtallment of purchasing power s

2 at a time when there

is a scarclty of many civillan goods. Finally, due to the
shortage of labor, employers, especlally those subject to
high excess profits taxes, will bid employees away from each
other.

Not only should wage and salary ceillngs be imposed, but
all fringe benefits, including bonuses and pensions, should be
rigidly curtailed., Escalator clauses should be excluded from
all future wage contracts -- they are buillt-in inflationary
devices. &

v/
A 4li-hour week, without overtime pay)should, I bellev?,

3\

be generally adopted for the purpose of increasing total
production and helping to maintain the standard of living
without Increasing costs. Increased production is, in the
end, the primary solution to the inflation problem, provided
it can be brought about without increasing costs and purchasing
power more rapidly than the supply of goods.

Labor should be willing to accept wage cellings and a

longer work week at a time when both are so essential to the
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WLC &4 prevention of further inflation., After all, the defense of
the dollar 1s more vital to labor than to almoat anycne else.

CONCLUSION

Ir conclusion, let me repeat that a successful preparedness
defenée program must prevent war and must not lead to destructiveV/
inflation. Total war, with atomic weapons, would mean victory
for none ané destruction for all. Reglmentation or further
inflation, even irf war 1s avoided, will ultvimately lead to
the destruction of our capitalistic democracy. Therefore,
our forelgn policy must be designed on the basls of what we
can pay for currently, and our flscal program must be supported

by resirlctive monetary and credit policies, together with only

such limited dlrect controls as the situatlion may require.
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The Chairman. MWMr. Eccles, may I ask you to turn to page 2
of this section of your discussion, to that portion of the paper
which is headed "How to Ralse Tax Revenues." In the first
paragraph under the heading "How Lo Ralse Tax Revenues," you
say:

"We will have To get the money from those individuals and
businesses who receive 1t 1n relationship to the Governmentis
need and their ability to pay."

I refer particularly to the clause "their abllity to pay."
Does that mean that you favor an income tax on corporatlons as
on individuals, the size of which will be related to the ability
of the corporation to pay?

Mr. Eccles. I favor an excess profits tax.

The Chairman. Well, the reason I ask --

Mr. Eccles. Which seems to me to be very closely related
to abllity to pay.

The Chairman. Yes, but then yéu also have said, in the
next paragraph:

"There should be an increase in the regular corporation
income tax with some credit allowance on that part of income
which is disbursed as dividends, these being subject to indiv-
idual income taxes."

There has been some difference of opinion among financlal

experts in the fiscal centers, at least those that have talked
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isqc: with me, as to whether or not the income tax on corporations
should be at a limited rate, that 1s, the regular and the surtax
should be limited, say, at 45, 55, or whatever, so that corpora-
tions with a taxable income of $100,000, and the corporation
wlth a taxable income of a million dollars, would be limited to
b5, 47, 55, or whatever the rate might be, regardless of ability
to pay.

Have you given that question any ¢thought?

Mr. Eccles. Yes, I have glven 1t conslderable thought.

The Chairman., It has been suggested to me that unless the
ability to pay formula is followed the result will be very
discouraging to smaller corporations and very encouraging to the
expansion of larger corporations.

Mr. Eccles. If that 1sntt followed you are not likely to
follow the money where 1t goes. After all, if you are not going
to create new money you have got to collect and redistribute
the money where 1t 1s.

Now, our utilities are examples of concerns which are
seldom in what you would call the excess profits bracket. They
are concerns which largely pay out most of thelr income. They
are concerns that have to use the capltal market to ralse large
sums of money, largely through bonded indebtedness. Their

e 4l X0 Xo Bnde

earnings, net earnings, are comparatively small, en—$Hhe total

—

capital investmentﬂrfour, five, six, sevenr—eighby—ben percent,
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after taxes.

If the normal tax and the surtax, ret=spsaicing-of<eneess v

.V
profitoy=oub-the—-suntony—tho—Renmaty=ls. substantially inchased R v
wdade V4

they may well have to have an increase 1n thelr rates, ‘thes-

in itself would be inflationary, in order to be able to malntain
‘ltheir securitiles, so that they could

refund and finance.

It doesntt seem to me that a concern that pays out practi-
cally all of its earnings, se—thad-the Government recaptures a
large part of=—=bheb-meney¥ through surtaxes on indlviduals,
whioh=ib—dee8, should necessarlly pay the same rates as those

.Um;a.u.m
companies that pay out ne-per$- of their earningsg) whieh—ls—tnue

PMWW

wae the tax structure for the purpose of avoid'i the payment

NSNS S < K

of surtaxes by individuals.

Now, the thought thef I have in mind 1s that instead of v

increasing the normal tax and the surtax,sey from Hes yr v

Gt
percent, which 1s pretty high, toASS, poweent, or 60 percent, and v
having no excess prof:l.t:zsk_> tax, Iuwenld-feei—bhab—bhe—bawy—if 1t v

wasadd e
4o 1ncreased pdbtihititbi=bontbbghby-noybe 50 or mm+ 4

o |5
55 percent, a.nd there should be some credit, maybe loApercent,
(S V ¥
for what thewedéobumse in dividends. v

The Chairman. My question was whether or not there should

be the same measure for all corporations, little and big,
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lsmt assuming an over-all 55 percent rate of normal and surtaxg gould J
you recommend that, or would you recommend a rising scale accord-
1ag %o ablllty to pay?

Mr. Eccles. I dontt Think that abllity to pay 1s related
necessarily to size. I know a great many «-

The Chairman. I mean size only in the amount of income.

Mr. Eccles. Yes, but I know a great many of what we speak

gl ol o waaX:

of as small companies, where—bthelimponesnbone—of—rorndnas 15
very, very high --

The Chairman. Oh, sure,

]

Mr. Eccles. (Continuing) ~- and wheme—bleyx are owned by

very few peoplegané disburse no income, but use thelr earnings /
to go out and expand, very often in speculative flelds, n—eonde» 4
T Bda swrasads  Arosg Y
s in order Pem—indiwidueio—be avold the payment of surtaxes.
Senator Taft. That is more often the case in intermedlate
companies than 1t 1s in blg companies.
Mr. Eccles, It 1s because they are under the control of
fewer people.
The Chairman. I am not attempting to argue that point, I
am merely trying to clarify your statement, and your statement
1s, we wlll have to get the money from those individuals and

(6) businesses who recelve 1t, in relationshlp to the Governmentis

need, and their abllity to pay. I merely wanted to know whether
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you relate that phrase "and ability to pay" to businesses as
well as to individuals, and to incorporated business as well as
non-incorporated?

Mr. Eccles. Yes, I do.

Senator Flanders. May I ask the question in slightly
different words?

The Chairman. Yes.

Senator Flanders. I take it that what the chairman has
in mind 1s to ask, do you belleve in a sliding scale for
taxation of corporations?

Mr. Eccles. No, I do not. I think that that would be

very inequitable., I=bhdnie-bhab-worrid-—loowipomipms -
The Chairman. Then you didn't mean to use the phrase

v

"ability to pay"?

Mr. Eccles. Oh, yes, I did.

The Chairman. As to corporations?

Mr. Eccles., I did, very definitely. I dontt think that
abllity to pay 1s necessarlly related to a sliding scale. It
seemtho me that a eeneerm—theé—maltes,-g small concern making ‘/'/
20'on its capital has more ability to pay than a large one making
10 har ca . d

The Chairman. The point 1s that with the individual income
tax the sllding scale runs up to very high iilmilts, and may run

higher. Now, are you recommending to this committee that there
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Bm6 should be a sliding scale, to adopt Senator Flanders! phrase,
which 18 a very great improvement on my question, do you mean

to apply the sliding scale to individuals but not to corporations?
Mr. Eccles. I would not apply the sliding scale to cor-

Tod o wcotad.od

porations because I do not think
S e
the individual and the corporation e corporation may be

composed of a great many small individuals with very little

v

income. Therefore>1t seems to me that the corporation, whether ‘/
1t be large or small, should pay the same tax rate, based upon
its earnings;;either its 1nvested capiltal or 1ts base perlod v
earnings, in the case of the excess profits tax.
It seems to me that there should be some encouragement,
1f corporation normal and surtaxes are to be increased, to
corporations disbursing their dividends, so that the Government
will collect substantially more taxes from the individual than
W of BIVVR MMW' v
e~ corporations have, been-paying 1n the past, only about
a third of their earnings in diyidenda; some of them have been
paying practically nothing, amnd others have been payling practi- 4
cally everything. There 18 no recognlticn of that fact.
Now, wilth reference to small companles, I do favor glving
some exemptlion before the excess profits tax 1s applled. We
(hostd rzinue 5 Y ot ) \bukonse)
night—oven'sive some exemptioqt

the surtax 1s applied. I think that we must recognize that in
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\ oo e

Kt many ways the small companies keve—seme! disadvantages and need

< N

to be encouraged. #mé I would do 1t,not by different tax rates,

t

o -**q—
but w—peme exemptionﬁg—ffzeOOT-San-iastaaao, prior to the
SUFY X . S B

application of a surtax, er—meybe—1l5y—20—bheusend,—25y000

o Lottrs 2t plt—
{?Efbr to the application of an excess profits tax.

N <

Nhuy.ghat will help a great many companles that do not have‘/
the same access to «pesndihrises capltal as the larger ones. I v
would get at it that way.

The Chairman. I note that you recommend improvement in the
excess profits tax and you recommend the closing of loopholes,
on a very broad scale.

Mr, Eccles. I think we have left plenty of thenm.

The Chairman. I will defer any further questlons of mine
until other members of the committee have had an opportunity.

Congressman Patman.

Mr. Patman. I will pass.

The Chalrman., Congressman Wolcott.

Mr. Wolcott. I will pass.

The Chairman. Congressman Buchanan.

Mr. Buchanan. On page 1 or your statement, regarding
selective price and wage controls, would you say that the
selectlve controls enacted, Mr. Eccles, have been effectlive so
far since June of 19507

Mr. Eccles. I dontt think we have had any controls., I
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dst think that --
Mr. Buchanan. Would you not regard allocation and priority
as a form of control on selective items?
Mr. Eccles. Well, I think that the amewnt—ef controls that v
have—oxisted have been largelyAthe allocation of certaln scarce

materialsg) sed they have, I think, hewe had some egggct, and I

—PIA

think further that there well have beenﬂprieeﬁincrease%( in
certaln basic productsJ or raw materials, had it not been for
v
r) ® se—sonbrol susdi coulidle -
m@ (o condics) g
But—bthelr' application and use 'up-to-deie has been ol

cawpse~y somewhat limited. In the case of steel, copper, lead,
aluminum, and certain basic products, I do think they have been
effective, and I do think that they are necessary and desirable.
ot v
But the inflationary s:l.tuat:l.ory W
R TUY PP
developed so rapldly since Korea})ﬁ;:e&mmey due to a lack
of confldence that the dollar 1s golng to be defendecu and that v

pakosi—end goods are going to be availables) ené fthere has been/L v

\
of=sanepae, a2 good deal of forward buyling r—ifead=l ) v
y [T ioa. v/
eouRSey—aue—be the avallable supply of money. IHchaS=booR=gue
FNSE NN PN ¢ v
%o 'an easy money policy and is—-has—been-due—bo-2a very great and
v
very rapid growth of bank credlizsinee—bhab-bine.
(e
KX grouth ofpmivete—eredis that f?r exceeds anything that v
NE NS
we have ever known at any time. Amd=thet very rapid growth of v
NNXY. W )

bank credit/\made possible by an easy money policy on the part of
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oXo

benies—ab-wilil, through Shed» support of the Government*s security Sv
Wind 2, ARARALRA. Jib1st s v PP

market at fixed ratesQ(hu-beaa-‘-'m basis of the 1ncrease v

in the money supply@wh&m- v

stential-pori—eitho—tnfiotton Tl lucsors du Mo aowiy asdflay,
08-coumee—that, together with the falling off of savingsgowmd’

the use of existing liquld assets and money, for fear that we

were not going ent the further cheapening of the dollarﬁ

hinic-Shab=leas been the principal factors in the infla- v

tionary development.

Mr. Buchanan. One further question. You oppose, of course,
direct control in the form of regimentation in the entire
economy. On the other hand, you advocate a wage and salary
celling, regimenting that section of the economy, and likewise
the advocacy of a 44-hour week. We are also proposing the
drafting of 18-year olds.

How do you reconcile regimenting part of the economy and
leaving the profit structure open?

Mr. Eccles. You are not leaving the profit structure open.
You are going to take care of that through the excess profits
tax. That will be a real deterent to ralsing prices. The,944iytn
profits wontt be there.

If this question of price control over the entlire economy

was practical and feasible of application I would feel very
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dsm& diffez:ent about 1t, but I have had too much experience, duniig. 4

v

even,a war perlod, to be optimlstic about its successci or its

A
effectliveness. A freezing of prices is not going to be effec~

tive without allocations and rationing of the items frozen.

And ét seems to me that to try to freeze price:sy\ on ke hundreds v
of thousands of-bkemay or milllons of ltems, such as we tried v
to do during the war, ls thoroughly impractical _; and 1t v
requires a reglimentation that I don!'t think this country will

stand for long.
ne (e conXdle)

4né what is more, we found that ﬂ'opened the door to v

black market operations on a terrific scale. That was particu~
larly true immediately after the war. There was profiteering,
tax evasion. The most ardent supporters of a continuation of
price control were the black market operators, Just as the
-bootleggers were the most ardent supporters of prohibition.

And 1t seems to me that to try to peiee—bhe control -ef )\%

all price?aad-ﬂaeaf wontt be effective unless you really ollocole ¥
s impractical, oond 21D

Qtﬂ'he 1tems that are essentlial, and in short supply,)I think

Slboatie ,

—~

you must pwt control em prices, but you must,be prepared to
¢ S YN

ration and allocate then.

The British during the war) never put general price controls
- )oY orubioX Mealbhaad 106 Tha Jakeas of
They weren:t concerned with—pricesy—where—paiees—tent,
M . v )
on luxury litems A non-essential items. And there are a great

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 134 -

L many ltems that are not in short supplyy; and whene-Hhey are not 4
Lok Hrare T ) 4

essential, and =:I.f pr:lc?a—srg? up they will price themselves out v
of the market.
There 1s nothing like prices to control demand.
NoWy—ecerbainiy—-
Mr. Buchanan. There 1s an imbalance now 1ln our economy
as a result of the price rise since June of 1950. I wonder how
long the economy wlll stand for wage and salary cellings.
Mr. Eccles. I think they woni!t stand for 1t at all if ¥he v

(Howarsoa 19 T ans, v
prices continue to go up. ' I think that if -« stiff taar—-pnogaon

you~balte away from the public the means of purchase. At the
same time ,you supply the Government with the money to buy the
goods that the public cennot dbuy.
o Y J

Nows, along with theb-jeind—ef—e tax program you must have a
credlit control program. You must not supplement the public
income by easy credit.

Neasry—J—hlvimlx, with theé—lsind—ef a monetary and fiscal

= Tt

program, witw excess profits taxes s=po—that—jyew take away
the :I.ncentive,\ &he desire J\ to arbitrarily tx=y—be ralse prices,

oA
shet you Shen create confidence in the dollar, {pew-bkeR induce

people to save thelr money, wabsimbimtery—trnperiont—clonent-
and you keep the cost of living down.

The increased hours that are proposed would tend to increase
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production, would increase the take~home payg\along wlth the

increased production, and &haé would help to maintain the
M oahuie

standard of living, by-bhab=inerease, =But 1f you glve double

time, or time and a half, you increase $we purchasing power
umon e o et o _ )
boyoRtiho=bRonosss—n=blte production, : pur-

LSS

pose of increased prcduction as a means of curbing inflation.
Mr. Buchanan. The difficulty there 1s fhat it permits

a2 lag in the price structure before the extra amount of revenue

is taken by an increased tax program, when the tax program,

and the c¢redit control, fiscal control program takes effect

6 to 12 months later.

Mr. Eccles. We should get the taxes in very quickly, and

should have haq eredit curbs, adequate credit curbs, before now.

4

They need to be #m immediately.
so-"ﬁ-&)
Bwt there has not been a lag up—to—dater—serbetminr; in the '
oo v
wages and saiery—sbruebure, The opposite has been true ever

\ WMM

B IYY 9
since the war. The cost of living has gone—up substantially v
The Jluensoat AL S gL ¢

less thanAwagea-hau-=g=n==np;=seq9heubebaatéaé&ghéeaeu v

For instanee, the—increase—inali—oi—our—vege—sbrucbure,
Al 1947
TRl Olidiiipuntsi-Dotorbor, the average increase in wages, has
L:y~u344za~5ﬁkg)
been 15-1/2 per. cent, /Knd certainly thejcost of 1iving has been

no more than that. Yeu—take—the—tont—of—iitving—tuns recentlzz

\____zvr°¥9*°“*14“uﬁ Lauald wradsad
&b exceedad the aee#—e#—&ézihg—éa 1948. We &4% a high point

W Y
er cost of living in 1948 end then 1t went down in 1949, and now
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rg2 1t has—egein-passed—that. whwade e 1948 Joak .
The Chairman, It has reached two peaks in the last six
months, two all-time peaks, right after Korea and again in
December.
Mr. Ecceles. Then went down again,

The Chairman, It went down again aftqr Korea.
e, H

Mr, Eccles. That is right, X-hes—wew'just again passed v
the 1948 peak slightly, the—eost—ef3divinge=In=bheb-time thore v

Ssve
hee been, as we know, in-the past geass, very substantial in- V

creases in wages and salaries.

So—tha%.gprtainly)at the present time, e wage and salary

)
income,{1n relation to the cost of livingg)has not been penalized)

The wage and salary increase in the past two years has been
substantially more than the increase in the cost of living,
The peoplg who have really been hurt are the fixed income

group, the—pensiony—metivemeni-—guenper

Senator Taft. The farmersi

Mr. Eccles. YessTy widh Sevpn %ﬂziﬁiéjaﬂ.

Mr. Buchanan, Unorganized workers groups.

Mr. Eccles. That 1s right. The unorganized workers, the
white collared groups, the fixed income groups, they have really

been hurt. Neottso much during the past two years, but they were

hurt very severely prior to that time,

Mr. Buchanan. That is all, Mr. Chalrman,
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rg3 The Chairman, I just received word that the radio has
announced this morning that the Consumers Price Index for Decem-
ber was formally announced by the Bureau of Labor Statistiecs as
178.4. In June of 1950 it was 170,2, In November it was 175.6.
That is an increase from June to November of 3-2/10 per cent.
But the increase from June to December 15, that i1s to say, 170.2,
to 178.4, 1s an inerease of 4-8/10 per cent.

Now, the Consumers Index for 1948 1s reported in our
Economie Indicators as 171,.2.

So that these figures bear out your statement of a very
substantial increase in the cost of living,

Senator Taft. What should be pointed out is that the
average hourly wages in manufacturing increased from $1.23 in
1947 to $1.35 in 1948, to $1.51 in November of this year, which
?s a much larger increass 1n manufacturing wages, at least, than

Yf%g cost of living. The manufacturing increase is somewhat. v/
larger than other inereases, I think.

Mr. Eceles. That is right. The total increase in $ie

e L Srn. wpaeas) (£
manufacturing, as I have it, is 19 per cent. romh}947,

Deoewben, to December, 1950, thrase—yeanrs, you have had an increase
in the hourly pay of 19 per cent, i=bhobmponbodmai—tbms whereas

you have had an increase in the cost of living ofA6-8/10 per cent,
L RO BSOSty Ok GOt MBI yrabOGR.,

Senator Taft. I think it is rather striking that 1f you
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rgl take the last year, $ake from Novembegi a year agq*vto November v
this year, the increase :n manufacturing wages was from $1.39
to $1.51; the increase in weekly wages was from $54 to $62,
which is 15 per cent, in a year, 1n weekly wages,

I think your general statement i1s true enough@ _I_Jages, 80 v
far as workers are concernhed, have probably gone up more than
the cost of living, but you do have a large group of people that
have not had that increase, of course.

Mr. Eccles. Well, I donit think there are many. I khow a

great many cases of unorganlzed workers and white collared

groups, m_th the last two yesmsy v

\Eﬁﬁee years, sontainliy-—the-—tant—bwo-years—pretty—subsbentiel v
v

thereases. Competition for their services has been a factor
MMM;
¥yo in that-—wegand, I don't think that the average worker, whether

organized or unorganized, has been seriously hurt by the increase

in the cost of living during-—the—pasiy—Fron-—31oU8 up-be—the

pregent—bime. IHe was benefitted substantially by the substantial

decline from 1948 to 1949, -mé=mess that benefit has been lost v

Waewe the real Injury wes—deme Lo the white collared and
Loor doune )
unorganized workers !largely wae before 1948,A19h0 $e 1048,
The Chairman, May I interrupt to say that at this point
in the record, in order to clarify the discussion, I think it

would be well to insert the figures which appear in the Economic
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Indicators for January, 1951, on page 3, with respect to con-
sumers® prices, and on page 10, with respect to average hourly
earnings in selected industries. I will ask only that the staff
bring these figures down to the latest report from the sources,

(The material above referred to may be found in the files
of the joint committee.)

Senator Taft, On this wage question, you are proposing
a wage freeze without a price freeze, which I think ie 2 pretty
difficult thing.

Mr. Eccles. It may be.

Senator Taft, I assume that you would probably admit that
1f you did that you would have to permit increases of wages if
prices do go up?

Mr. Eecles. I think so.

Senator Taft. To take care of the increased cost of living?

Mr. Eceles. I think so,

Senator Taft. You wouldnit absolutely freeze wages even
though prices continued to go up?

Mr. Eceles, I agree with that, I certainly do not feel
that labor should be penalized, except by taxegx like everybody
elsqc)bu# I do not think they should be penalized with reference
to their hourly wage 1if prices do go up.

Senator Taft. That might include an adjustment also of

people who had not gotten any increase for the last three or four
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6 years, we will say.

Mr. Ececles., Well, “here would no doubt be some situations
where 1t was—gwea$ inequity and unfairness te—fmeese~them at & 4

wages that they had severul years ago.

But this cycle of MM¥&W v
MMMQWM@M“*& :'ﬁ)JAM Y,

shet is an inflationary cycle and pattern, ané it seems to me v

that you have got to stop the increase in the cost of iiving
by the proper fiscal and monetary policy, pPaimanily, induce &he

[ ] »

<

people to save bee —Bave confidence in the purchasing
[}

\O4 wpon incenaed o Tiie, .

power of she money, awi-chen—Fou-wowddinot have this problem of Y
by AL
wage increases to meet themf living.,
I—think—tn-the—past-ithas-booh-true—in-goeo many instances
Sananlads st graded P J
where—$he wage increases seele—piaee prior toAincreasey’ in the
LSusdh dirensarnr u-u-l-tﬂ-) J
cost of living, responsible in a considerable measure
W of Tiose v
for theYineremsed cost of living, In the case;! wihene—many—

companies{ﬁia'é”’very large profits, it was easy to understand how

labor, without thinking of the increase in the cost of living,

but—thinking—ef ability of the company to pay s would make

v
demands. Y #ith the excess profits tax in the pic’curew v
bemitpilbwed-—that—vhet—increased—vages—the—oorporations—pPay—iild
G ol atastansate J
lavgely—-meen—beicing—away—the—bar—vevenue which the Government

: v

S s
needs and which they-would collect in excess profits) the-
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corporations were not recuired to turn those excess profits into
wages,

Senator Taft., Mr. liccles, you suggest a tax system. The
only figure I noticed as I went by was $3,000,000,000 of possible
loophole. What is your :<dea of the relative burden of increased
income taxes and increased excise taxes? Are you going to divide
it equally between them or have you some definite goal to seek
in each field?

Mr., Eceles. Yes, I did have a goal. Bafore you came in,

Senator, I|briefly)referied)to e=sbibomsnb=i=iad=medey=teneponis, 4

an article I wrote in Seytember -

Senator Taft. 1 reed the article, in Fortune Magazine.

Mr. Eccles. That iz right, The Defense of the Dollar. 4ux5'/

of course, time always changes any kind of a program, no matter
- [ i
what 1t 1s, However, ¥ et that time, estimated, within a year we

4
would have & national produqt of 300,000,000,000, and that we

\QWW
could sustain, ‘ S , =6

maximums—possibiy 75,000,000,000, or one~fourth of the national

product>for defense, edforlyfton-bhte foreign aid, and &ee our
domestic requirements, over an indefinite period of time,
Senator Taft. That includes Federal only?
Mr. Eccles. That was Federal only. I figured 5 per cent
for. the States. That is about what it is running. Ia-thet I

a.M.u.MAAJ
fipuxnod that there should be no reduction in the $600 subsistence
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JLMM M
exemption,;:o maindain the morale of the people we haé to main- Vv
tain MMwould amount to $90,000,000,000, Y

oﬁ%zo.ammcmu o0 /
whéeh=uouid—ha—tha-suhaiatenee, The balance e#—#hat,—a#ber—ta*993

wontd—be—326;—and—would-be-the—Lfresdon-—that—we—woutd—be—allowed
wéth4n—oup-eeenemy—#e%—%he present standard of living, £eé new v

investment, and so forth,

A Boo ¥ Tt 8 oadiannddid MMW*UMM

mated thatL-&t a 300 billion national produc%k and the tax rates v

wt toudd callot /
that then existed, woudd-@die approximately 55 billion. Since
oo, Wo‘*-m
$hatetino—thatmhosmbhoohnthompaosago—oimbo—cioise profits tax,, V
b e T2 d Too Toliod SN |
whibohaivirbbaitacsbubliii to close to 59 billion. Ané—se—bthat—tefts ‘/
Y y

about 16 billion to be raisedhin taxes Jhot—d-ostimatod—in

Sepbembere WEMSMM )
G pr.
Jhe seumee&gi}@gg;gkmeae-#heee» Individual income taxes,
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|AMMW)
from 22 to 31 ) @h&tauaﬁuLanan increase of 9 billion dellapd;‘
A-corporaticny—Erem—t7—be—£3: coforion Jucoune Tafos, o 17 X0
23MM)MW&§, R VAL RO ‘M'

(Now/ I think‘thg corporation will have to be 'more than that,

and magbe the individual_ less, The reason; i

a cortosdeTotwile LBY 1o o
M
was—iese—aes—hooeuee—i—hed-paope.od—ﬁhe credit for the disburse-

@Mmu&%w_—jw
ment of earnings, increase the amount from the middle

and higher income brackets, whc would r*eceive:&'ividendsv "“:\'
wadiucas s
In other words, it wredweed the amount

wa oo
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$heo—tonporation, Lﬁcausel

nopma4,_4#mu;4u1,_ﬁaom—%he—eurtaxaa,—#rem—
%WWMW MMI?«;—;E ,

would substantially inarease the income in the middle and upper
income brackets because of the,dividend disbursements. v
If that 15 not Incorporated in our tax laws, then the indi-
vidual income taxes would be less, and the corporationg would be e
more,
The excise taxes I figured should be increased at least

¥ , Mu-‘-mu y,
2 billion dollars, from about 8,800,000,000, which is wiet we

Lo Tt Juoria ot | v
estimatedd a 300 billion national product weuld—piwe, to g
)110,800,000,000.

a'l W “Q‘Q‘“’,g‘,go,n,\‘w W’V
Social security taxes, wikkiieSiinepestion——0iiiiimanalajmnenl ,

M \/
should provide fexm-uwe 5 billion.

You see, I am speaking of a cash budget, which is what we

must consider, p&%hen—%haa—h.‘kh-pilgu

estima:ed,.it-maorveny dif‘*ﬁult to get at, hat we the besty
@a‘n—i\)
we could, about 3 billion dollars.
J-UMA.Q- oJ.o
Then there waa-2 miscellaneous revenu%e from esexry other v
M Xo \/

sources

180263 50—aLightiyy—ef 2 billion dollarsdmwmw v
Mﬁmﬁ&_&_
Seonraton-TaitwTho ol e Ra-l i 0P O i ddep b asin?
TSN P PG W ¢ PV VCPCS. NPT oy
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Senator Taft, The inecrease in personal income taxes would
bear them, say, from 7 to 9, of inerease?
Mr. Eceles, Yes, I would think that they would certainly

have to be 6 or 7, and I do think that sdmisles corporation taxes J

WO : : -,' Lh Seak: : --~‘:; tivey wouldﬁpe

increased substantially. There 4eLcerca1nly a 1ot of loopholes v
ous

in the excess profits tax as it now exists. There are other

loopholes which I know you men are Mmore familiar with v
than 1I.

Senator Taft. Coming to the interest rate, I think we had
some figures here on bank loans having increased from December to
December by 7,700,000,000, according to this; the other securities,
which is the same kind of thing, by 2 billion in a year; that is
11 billion; and they have apparently sold ¥ or 5 villion of
Governments to the Federal Reserve to help achieve that increase
in loans,

Isntt that a much larger increase in bank loans, bank credit,

than we have had for any year for a long time?

Mr. Eccles. I donit have ircweihe=tinsi—of—she year, b v
A s o 2 nornally wheilh there is a v
M MMW‘MM&&&& v

decline e@ bank credit peagoRat—adaetiey—ahc this year there was

practically none fex the first ueviziié?onths, whicqi of ecourse,

Ctgy Ve .,,ML Lo Kby 7sz,(w~
we would considery inflationary,
A

S o<

Platwnpe iyt Syl
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g S eaic

our most inflationary period of 1947-1948 #4—ie-—TFess—bhen-hals

¢pdhw49A4A4L4JJ&D01/X:ALLM_.fzu?f 0*£4b@;1~AAH14/ (ot
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The Chairman., Let me interrupt to say that at this point
we can insert in the record the figures from page 30 of the
Economic Indicators of January, 1951, on bank loans and invest-
ments, and money supply from page 31. The staff will bring
these figures up to date since the Economic Indicators were
published.

(The material above referred to may be found in the files :g
of the joint committee.)

The Chairman. I hand a copy to you, in case you should .;g%
happen to need it. ?>;

Senator Taft. Can you tell me offhand how many Government i{f
bonds the Federal has had to buy in this year, 1951, for the
year 19507

Mr. Eceles, Yes, E—ggzgfiome figuref on the—tuestich—of

the growth of the—bamk loans, of all banks, from the beginning J

_-zjib,/hdtkhﬂ.gzﬁuéauz_ \
of Kore%%\until the end of the year,

She 1nflatZona th of bank credit.— %4) J&.
T Lawmis, 2 19¢9 Faa 4
-8—899—996—9@9—&n—&9#9—

,,,,, [N et e ot ey

947

4QU7*%%/752

Senator Taft. Did the Federal have to inerease its

portfolio of Governments to finance this?
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Mr, Eccles., Yes, we did. That is where it was financed

v
entirely. ,fhe banks divesésé their holdings of Government

T Dy RYAYY
securities 4Gnce Koreay Yi,100,000,000) the Federal Reserve has

J
inereased its holdings'tﬂLgmnunﬂnmnu;4uuumpities_sénée_xo;ea,

£ o /
, 200,000 OOO, supplied that amount of reserves to the banking

systemg) awé 1t 1s on the basis of those reserves that the bank- Y
ing system was able to expand credit, The only way bank credit,

which is the source of our money supply, eem=iiew, can expand, v
is by the Federal Reserve System making avallable #le Federal ‘/
Reserve funds, which acty as a reservey and are the basis of a V

6 to 1 expansiono(.cix\wégww &M' v

Mr, Patman, That 6 to 1 1s an average from the biggest bank

to the smallest?

Mr. Eceles, That is right. That is the average, The

Soeadan AL Lrandia J
smallest jhave a 14 per cent; the eserve City, 20 per cent;

the Central Reserve City, wh;ch—is_nnlg Chicago and New York,

2+ 4

26 per cent,
It is 1impossible to stop the growth of bank credit so long

as reserves are available to the banks upon call. They muast v
Nl S
®e available to the banks upon call mm as the Federal is VY

required to buy securities, Government securitles, at the will

of the market.

In other words, the control of the flow of &ae bank credit V/

1s conpletely out of tThe hands of the Faderal Reserve System and
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\S.UOO \/
(:}13 in the hands of 38568 bankers.

Senator Taft. Do you agree with the Treasury’s policy of
financing the defense effort at present interest rates as
announced here the other day?

Mr. Eceles. I do not.

Senator Taft, I would conclude that from your statement.
Can they sell Govermment securitiles to investors at the rates
that they are fixing, or is it going to force the whole business
on the banks?

Mr. Eccles, Well, there is a serious question as to whether

or not they can sell to investors at existing rates. Judging

ALLAAA
by what has been happening, it would indieate that investors, V
Whais datstugs
are loath to save what they ought to save, and to invest $hem in v
M J

Government securities, and=bhat 1s very hecessary and important.
Considering the size of the national product during the past year
the amount of savings has been very subnormal. It would seem

to me that --

Senator Taft., You mean that the people are spending money
rather than saving it and putting it into savings or Government
bonds at existing rates?

Mr. Eccles, Wedd=s I think on balance that is true, whereas; v
of=pounge, vWith ke national income the greatest it has ever been,y
there should be an increase in savings.

Senator Taft. Have more E bonds been tufned in than have
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rgll been sold, do you know?
Mr, Eccles. Yes, there has been.
The Chairman. How high would you allow the interest rate
to go, Mr. Ececles?
Mr. Eccles. Well, I—thinl—bhes, I think it is a question Vv
of the market determining that, It seems to me that if the
Federal Reserve denies the market access to Federal Reserve
funds,

M nmwwxaw e y

et e bR - s reasonably orderly market,
lib would go down and rates would go up, until the sellers, those

holding securitles, would not be willing to sell at losses, or
at existing rates, or buyers would begin to come in. There is
some point at which sellers would be deterred and buyers would
be encouraged.

The Chairman, Then your position is that the interest rates
upon Government debt should be fixed by uncontrolled and un-
supported open market?

Mr. Eceles, Should be determined by #ee demand and ehe v
supply. Otherwise you cannot, it seems to me, control the in-
flationary situation.

The Chairman, How low should we permit the price of Govern-
ment securities to fall in such open market transactions?

Mr. Eccles. I don't think Government securities would

fall substantiall because the minute the banks, insurance
EJ k4
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(regeue To surse)

companies, and the other holders of Government securities Jaed v
losses, ib-—wouidaii-be—es—purefitabi-o—as—ii-hon-beey—ceniainiy v
v

1t would be very unprofitable for them to sell #ae securities
for the purpose of expanding credit. That in itself would be
a very important deterrent.

The Chairman, What was the experience in World War I?

Mr., Eceles. You can't compare it with World War I, €er—bhe Y

vory—recwen—dhet the banks did-nRed=hedd; held very few Govern- v

fng Wold ol
ment securities; the amount of financing was smal%t and was v

aeee-g*y‘ heldg) what—iias—lasgebymiterd—was the public bought those v
= ¢
securities, wwd In many instances €£:;:3:::::&1 from the banks V
SM,
against the securities, and—what the banks Gidmgbmbitetmbimer—ishox V

called a lot of the leens—bhab—bhey—held-on—$hewuieveniament. v

soeuwnities, loans which they held which were secured by Govern- v

ment securities, and that forced a heavy liquidation of Govern-
ment securities.

The Chairman, And they went down to about 75°?

Mr. Eecles. No, they went down, I thinkjf?bout 82. At the v
present time there is practically no borrowing on Government
securities. The insurance companies, the savings banks, the
commercial banks, as well as ¢orporations and individuals, are

YW T AN T
very large holders of merieet securities. V/

The Chairman. The expericnee in Werld War I resulted, did

it not, in transferring Government securities from weak hands to

Federal Reserve Bank of St. Louis



- 150 =

rgl6 strong handsg) as the price went down those who could least afford ‘/
to hold, sold, and they sold at the lower prices, and those who
bought finally got their payments at par.

Mr, Eccles, The weak hands were those who were borrowing
heavily, and that is the way the war was financed,_f substantial 4
part of it was financed by getting individuals to buy Governments
on the installment plan, and the banks furnished the money.

Mew, you don't have that situaticn today. <Wee Government V
bonds, the mauket securities, are held in very strong hands; v
they are held by wie corporations, ks insurance companies, bie V
savings banks)and #ee comnercial banks. The rank and file of
the public hold, largely, the E, F, and G bonds,

The Chairman., What would you do with the E bonds? Would
you maintain their redemption at par?

Mr. Eceles. Oh, yes, you couldn'f stop that, You would
have to retain their redemption.

The Chairman, What types of securities would you allow to
be priced in the open market?

hodlolile
Mr, Eceles., The-manket securities., The Federal Reserve

Aoty st Rt
%9,x)”' gees to the support of the E, F, and G bonds. They are demand

l1abilities, But there 1s a penalty for cashing them in, And

| although there may have been, in 1945-1946, a much greater danger
of cashing them in, I think there was a greater danger than there

possibly would be today, because there is a large amount of
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acerued interest on those bonds today, A seller of an E bond
will take a very substantial penalty i1f he sold today. And the
E bond yields 2.9, if it is sold today, If it were a 9-year
bond, Ahey would take a very severe penalty. If an 8-year bond,
a 1little less, and so forth,

So that it seems to me there i1s less likelihood, in faet I
would say none, of any substantial amount of those bonds being
sold.

Senator Taft. Isn't the long term 2-1/2 per cent rate
sound enough today?

Mr, Eccles, What 1is that, Senator?

Senator Taft. The long-term 2-1/2 per cent, long~term
Governments, 1isnit that a fair -- I mean, it wouldn't be greatly
changed by removing the support price, would 1t?

Mr, Eccles, I don't belleve that it would. Fdemié—believe'
thad—it—would, I, of course, donit know. My point is, so long %

u-uu..\m.a..
ag you announce a peg of that security you, in effect, guananiee,

(out of a long-term bo;aa\g‘?-l/e per cent demand liability)

As T said in my statement, it 1s equivalent to am interest-
bearing cash. And all other securities are related to Government
securities. You cannot provide cheap money, themthetp—mcuey,
at a rate that the CGovernment wants, without furnishing it to the
publie at a related rate.

The difficult feature about the operation of a central bank
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ispmiileomee 1t stands ready to support a Government,\market at fixed

rates, it automatically furnishes Federal Reserve funds, -whieh

are—exsess—roserues, foo _uwhich Sune-Federal-Reserve—funds, to the
s ’ 9 !lr
commerzial bangb and 3 enables them to pefrd 2n uniimite

amount, ef—benie—eredds. That is the difficulty.

The Chairman. Congressman Patman.

Mr. Patman. Tou state that you would let interest rates
increase and seek their level?

Mr., Eccles. Yes.

Mr, Patman., Dont't you think there is some obligation of the
Federal Reserve System to protect the public against excessive
interest rates?

Mr. Eccles, I think is—e-Hhe\greater obligation to the

American public to protect them against the deseiiyes deteriora.
tion of the dollar. I think that is the obligation.

Mr. Patman. You mentioned the law of supply and demand,
We have about three times as much money as we ever had before.
Normally, under the law of supply and demand, as the amount of
money increases the interest rate goes lower, does it not?

Mr. Bccles, The interest rate is a controlled rate ==

Mr. Patman, I see. Controlled by the Federal Reserve
System?

Mri.! Eccles. Yes.

Mr, Patman. ¥You deliberately controllied the interest rate,
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C:EIQ the last time, when the Jast 1ssue of certificates and bills
came out from the Treasury.

Mr. Eeceles, The Open Market Committee permitted the short-
term rate on certificates to go up from one and a quarter to
one and three-eighths. and later from one and three-eighths to
one and a half,

Mr. Patman. Which resulted in the failure of the Treasury
to cavrry out 1ts program of selling those securities at the rate
fixed by the Treasury?

Mr, Eccles, The Federal Reserve took care ~-

Mr. Patman. That was the result, was 1t not?

Mr, Eccles. That 1s right. The Federal Reserve took care
of that maturity. What happened was that the Treasury =--

Mr, Patman, I know you took care of it, but the result
was that the rate of interest was actually increased?

Mr. Eccles. That 1s right.

Mr. Patman. Over what the Treasury fixed?

Mr., Eccles. Yes.

Mr. Patman. Why does the Federal Reserve System permit
that?

Mr. Eccles. Well, why did the Treasury, we might ask,
announce a rate z;;t was econtrary to the Federal Reserve§recom-

mendatioq) and &hed» willingnsss to support the market?

Mr., Patman. Who is master, the Federal Reserve or the
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rg20 Treasury? You know, the Treasury came here first,
Mr. Eceles. In that instance the Federal Reserve prevailed.
Mr, Patman. And the Treasury, by law, is compelled to fix

eyl3 fls the rate on Goverhment bonds, that is correet, isntt 1t?
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LaCharity(13) Mr. Eccles. Well, the Treasury has got to carry out 1its
yml
fls rg refunding, but you would expect that the Treasury would fix

the rates in line with the market, instead of fixing the rate 1in
line with an arbltrary pattern.

Mr. Patman. But the market was rigged by the Federal Reserve
System. Here we have the 1lronical situation of our Treasury
saying that the 1interest rate shall be low, we want the interest
rate low, and then we have over here, across the street, an
agency that has maneuvered itself out of the Government,_away
from the Government, using the Government credit absolutely
free, sabotaging the Treasury!s effort to keep the interest rate
low.

Mr. Eccles. How do you reconclle the Treasuryi!s position
of saying theq want the interest rate low, with the Federal //
Reserve so—stand ready to peg the market, and at the same time
expect to stop inflation? That is what}we would like to know.

I am not saying that the Federal Reserve can prevall over the
Government. I do not believe that.

Mr. Patman. I know, but the Federal Reserve did prevail
the last time, because you had the power.

Mr. Eccles. I would say that the Treasury'deliberatelg
prevailed.:gpe Treasury knew what we were going to do, and £££§~/
deliberately announced a rate that was contrary to the market

rate that the Federal Reserve was supporting.
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asm2 Mr. Patman. I think it is important that the members of

the Congress know this. The Secretary of the Treasury
announced the other night over thes radio, he made a public
statement to the effect that he was going to retaln the two and
a half percent rate. W1ill the Federal Reserve System support
the Secretary of the Treasury in that effort or will it refuse
to support the Secretary of the Treasury?

Mr. Eccles. I am not the Federal Reserve System.

Mr. Patman. I know, but you are an important official on
the Board.

Mr. Eccles. That is right.

Mr. Patman. You are on the Board of Governors.

Mr. Eccles. Yes.

Mr. Patman. I suppose that you are about the oldest member
of the Board, aren!t you?

Mr. Eccles. No, no; there is another as o0ld as I anm.

Mr. Patman., I am talking about in length of service; I
am not talking about in age.

Mr. Eccles. I am talking about both.

Mr. Patman. Who is older on the Board than you?

Mr. Eccles. Szymczak.

Mr. Patman. He came there at the same time?

Mr. Eccles. No; about a vear before.

Mr. Patman. Well, you have been chairman, you have hag
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dsqf: lots of experilence, you are speaking for the Federal Reserve
System now.

Mr. Eccles. I am not speaking for the Federal Reserve
Systen.

Mr. Patman. Yes, you are. We asked that the chairman
come and the chalrman couldn!t come and they sent you.

Mr. Eccles. No.

Senator Taft. I requested that Mr. Eccles testify as an
individual.

Mr. Eccles. The chairman did not send me up, and no member
of the Board has seen thls statement.

Mr. Patman. Individually --

Mr. Eccles. This 1is my statement.

Mr. Patman. Individually are you going to support Mr.
Snyder, or are you not going to support him?

Mr. Eccles. Well, I dontt think that that is a proper
question.

Vr. Patman. It certainly is a proper question, because
Congress has something to do with the Federal Reserve System;
you are using the Government credit absolutely free of charge --

Mr. Eccles. We are not using the Governmentis credit;
we dont!t need the Governmenti!s credit.

Mr. Patman. You are sabcitaging the Treasury. I think 1¢

ought to be stopped.
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Mr. Eccles. We don?t need the Governmentt!s credit. The
Federal Reserve 1isn!t in position --

Mr. Patman. You say you donit need the Government’s
credlt. What would you use Zor money? Every bill you lssue
is a Government credlt. You cantt issue a blll unless you have
Government credit.

Mr. Eccles. VWhat I would like to know 1s this, what-dees V//
the—OpenMarket—Committeey—er what are the powers of the Open
Market Committee?

Mr. Patman. That 1s what I want to find out too, because
I think they have been using their powers to the detriment of
the Government that they should serve.

Mr. Eccles. We have been using our powers, to a limlted
extvent, I~wili-eéniby-veuy—timiseds, because of the raising of
the short-term rate. So long as it 1s within the pattern of
maintaining the 2 1/2 percent long-term rate it is not in my
opinion a very effective instrument because it does not have
the effect of denylng to the market Federal Reserve funds.
Merely raising the rate that amount does not deny the market
Federal Reserve funds, so long as you support the 2 1/2 percent
long~-term rate.

Now, getting back to the relationship between the Federal
Reserve and the Treasury, I am not one’ggg; would say that ggé? J/

central—anle, Federal Reserve, or auny central bank, is in &
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dBTEE position to enforce its will, or should enforce 1ts will, but
| 1t does seem to me that the Government, whether the Treasury
or the Congress, or both, should recognize the facts of the
situation, and the dilemma that a fixed pattern of rates creates
for the central banking authorities, who have ¥the responsibllity,
in the mind of the public, zt:prevenéﬁfhe creatlion of undue v

credit in the banking system{?%%g have the responsibllity of v

preventingﬁ\gg\fifuff~f?ey can, within the scope of monetary /f

{1%) and credit authorityp)|inflation.

Now, we cannot do that and carry out the mandates of the
Secretary of the Treasury with reference to a freeze or a peg
on Government securities® and—I-thinik-thot—the—Federal—Hepseryve
public should understand that this policy which we are requlred

to pursue is in 1tself,»in—i#e—efﬁeot,yan engine of inflation,
Wy ehant kD —
anﬂ‘quft talking about the control of inflation while pursulng

a policy that creates the very thing that we talk about control-

1ngv¢%;
Now, I could have 1little sympathy with that policy.
The Chalrman. May I ask you a question at that point?
Mr. Eccles. Yes.
The Chairman. Bearing in mind that this committee has the
function by statute of making recommendations to Congress, if

we were to follow the line which you have presented here this
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morning, and recommend that Government securitles should be
priced in the open market, and that there should be no Govern-
ment limitation upon the operation of the open market, and no
Government support of Governmment securitles, we would also be
recommending that there should be a celiling upon uwages and very
little price control. Now, would we then be putting ourselves
in the position of saying to the Congress that the fiscsal
fraternity should be permitted to drive the price of Government
bonds down and the interest rate up, while the Government would
impose a celliing upon wages?

Senator Taft. Of course, a subcommittee of this committee
has recommended Mr. Eccles? policy. You remember the report Mr.
Patman signed by mistake?

Mr. Eccles. DMr. Chairman --

Mr. Patman. That is a sore spot with me. I didn!t sign
any report by mistake. I didn!t sign the report by mlstake.

The Chairman. Let me say in defense -~

Mr., Patman, I will challenge the Senator to show any
report that I signel by mistake.

The Chairman. I think it is only proper to say «-

Vr. Patman. I am very sincere about that, Senator Taft.

Senator Taft. I was orly kidding, Mr. Congressman. I was
only kildding. I remembered --

Mr., Patman. I am glad that you make 1% piesin. I understand
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sm7 that my name was signed to & report but I didn’t sign 1t.

Senator Taft. You withdrew the signature.

Mr. Patman. I dildni!t withdraw it. I didén't sign it. You
cant*t withdraw something you haven!t done.

Senator Taft. It was signed by you, with your name, by
nistake.

Mr. Patman. It wasn!t signed by me, or with my permilssion,

The Chalrman. The report did contain notes of -~

Mr. Patman. I saw the report and I thought the notes I
made would contradict the --

The Chairman. They did.

Mr. Patman. Contradict the report, so that certainly I
wouldn!t be charged with being an author of 1t. Somehow or
other my name got on 1t, but I didnt!t put 1t there.

Now, let me ask him a gquestion --

The Chairman. Well, I wasn!t quite -«

Mr. Eccles. I would like to clear the record in one or
two particulars in this connection in answer to your statement.
There were very extensive hearings by Senator Douglas?

subcommittee, which was a part of this cormittee, a year ago.

As a result of a questionnalre, and as a result of hearings
held before Mr. Douglas! subcommittee, a report was made by
that committee, and 1t seems to me that that report of Mr. %

Douglast® answers&?ven more fully than I could possibly answer
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The Chairman. It has no relation to cellings on wages,
none whatever. Moreover, that report was never approved by the
full committee. Iet the record stand as 1t is,

Mr. Eccles. Well, that answers, 1t seems to me, the
dilemma that is now to the front again. All I am saying is
this, that either the Federal Reserve should xet be rec?gnized
as.havinéf;;;—independent status,-;:; it should be 32:3;322:& //
ag an gency or a bureau of the Treasury, whose primary runction,/
is eme to carry out the Jjob of Government financing at the will
of the Treasury, and at the rates established by the Treasury,
without regard to the 1nf1ationary impact that may have.

The Chairman. But you have Jjust testilfied to us, .
Eccles, that in your opinion the inflationary pressures since
Korea, the deflcit spending, has been on the side of private
institutions rather than upon the part of the Government.

Mr. Eccles. It has been entirely on private --

The Chairman. That is right. You have pointed out that
bank loans have 1increased by several bllllon dolliars.

Mr. Eccles. Eight blllion something, since Korea.

Mr. Patman. Nine billion eight, wasnit 1t%?

The Chairman. Whatever the figure was.

Mr. Eccles. Eight billion since Xorea.

The Chairman. Since these bank loans did so increase as
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smS, you have testified 1s there any reason to belleve that the

Interest rise on Government short-terms during 1950 and 1949 had

nt?
any deterent effect #AMmu e u.?ov
Mr. Eceles. I don't think that thefé;;g§%§¥zﬁigz on
by ruat |
short-term secgfififggfgsaicng as they are not permitted to rise

to the point where you do not support the long-term Govermuentss)

W"E[Qeffective) This is what happeued, gs the interest rates on

short-term Governments went up, the—price, the—puemiuwms—they

¢ w 3 the. fuo. ‘ the price of the
Y " S vont B
; mlong-term Governments went up too, and the went up, fhew

Awent up beyond what they were, not to two and a half,-awd then
at a certain premium price the Federal Reserve was requlred to

‘ support the long~term market and purchase hundreds of millions

of long-term Government bonds in support of the market.
\ Now, there is m—pa*n-t—i:n letting a short rate go up, as
i AL MAINNS
long as it ie-meb—be~be within the pattern of the two and a half
077 ! et b
rit It seems to me that ua#cs the long-term rates eve

. d%/ in relation to the—dememim—sr—the marketkrw
they are non-bank securities; the banks couldntt hold these >

oA

non -
long-term two and a halfs, it :1s the m\rw shey
: b-t SR ~_2J [T A—
o tted to go down,a loss. develops on the heavy sellers,

which in thuis instance have been the insurance companies .agetn
Yhear wth MMM

the savings banus, . who-are selling long-term Governments in the
M e

market, and the Federal uwss the residual purchaser, they loaned
—3
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that money out into the market, and our purchase of those
Governments created reserves for the banking system, not through
|  the bank sale of them, although the banks did sell others, but

thg1 les by non~banking investors, insurance companies, and

e ettt e +

savings banks, and gn our support of that market we put reserves
into the banks which made easy money f'or the banks, we put
deposits in the banks for the insurance companies, who have
been loanirng those deposits all over the lot, g:s;the savings
bank ,likewtre.

Now, that is what happened as a result of the support of

the long-term market when we ralsed the short-term rate. If you

[ )

want to take away the use of the traditional method, if the
" Treasury wants to take away the use of the traditional method
f of central banking operations, which is to. deny the market
access to Federal funds, then they should provide some substli-
tute powers, whereby, as I have stated in this statement today,
end as I have stated 1n the Fortune Magazine article, and as I
have stated in the past, we should be provided with powers over

reserves, the right to sterilize the effect of the increase in

reserves through our purchase of Government securities.

Mr. Patman. Mr. Eccles, let me proceed, if you dontt mind.
Your views on that I think are pretty well known.

Mr. Eccles. I am Jjust saying that we are in a dilemma

here. We can!t use one power and we are not glven another.
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damll Mr. Patman. DNow then, you keep talking about the obligation

of the Federal Reserve to prevent inflation, and I certainly
think that is one of its dutles, I dontt know of any written
obligation in law, but certainly 1t is one of the duties of the
Federal Reserve to prevent the country suffering from inflation,
and also from deflation. I have known of lots of things they
have done to prevent the possibllity of inflation, but I canit
call to mind anything that has had a tendency to stop the
country from suffering deflation, possibly there were some
things done.

Mr. Eccles. I could tell you some.

Mr. Patman. I wontt go into that now -~ well, go ahead and
tell me, I would like teo know.

Mr. Eccles. All right. The Federal Reserve has pursued
an open market policy to_reduce rates. UWhen you have a
deflationary situatiog;?%;;mployment, I thiyk that everything

P

should be done to create a favorable credit, --

Mr. Patman. I do too.

&ha—&%%man.' I don't happen %o remember one certain act.

Mr. Eccles. We have reduced reserve requirements, we—heve—

-pungued———

Mr. Patman. I know, but you doubled them first.
/J‘u'«""”uv)
Mp. Eccles. 3Bub-in increasing the reserve requirements:}

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 166 -

gii:iz:did—uas sterilizébéome of the redundant goid, andfi%-7,/~

oA 1o Lt yﬁwu::arf A2 | '
stiil 1 ftAreserves,—*ﬁ%eres%tgelmosv at the zero point.

Mr. Patman. I donit want ¢o interrogate you on that pointe-

flr. Eccles. You have done that before.

Mr. Patman. I will do it another time.

ow, Mr. Chairman, I want to make a request, tThat you call
on the Federal Reserve Board to crfilcially give us & reply as b
what action they are going to take concerning the Wreasury!s
policy «=-

Mr. Eccles. It is the Open Market Committee. It isntt
the Board.

dMr. Patman. Both of them, the Board and -«

dr. Bccles. The Board is a part of the committee.

Mr. Patman. It constitutes seven members out of 1i2.

Mr. Eccles. That is right. ‘‘he Open Market Committee 1s
the oi'ficial body «~e

ilr., Patman. The Wederal Reserve Board and the Open Market
Committee, which is consticuted by Federal Reserve Board nmembers,
seven members and I"ive presidents of Federal Reserve Banks -~
that is correct, 1snit 1¢, five presldents of Uhe Federal Reserve
Banks?

Mr. Eccles. That is right.

Mpr. Patman. ©Calli on thern t¢ give this commititee an official

reply as to what the attitude of the Open Hariwet Committee wlll
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dsml3 be, are they going to support the Treasury or not going to
support the Treasury?

In other words, are they golng to support it or will they
sabotage like they did before? I think they sabotaged.

Mr. Bccles. I canit accept that. I dontt think they
sabotaged at all.

Mr. Wolcott. I suggest that we again have lir. McCabe and
Mr. Snyder back up here in executive session and try to get
them together zgaln on that.

The Chairman. I think that i1t is important for this
commlttee to get all of these facts.

Mr. Patman. I am insisting on that, Mr. Chailrman, that you
call on him to tell the Pederal Reserve Foard and the Open
Market Commlittee that we want that information.

The Chalrman., We will go into 1t as far as we can, and
have the Secretary of the Treasury, and others, here; probably,
however, 1n executlve session.

Mr. Patman. I want you to know, Mr. Chairman, that I am
going to insist on 1t. I think it is In the public lnterest that
we know the attlitude of the Open Market Committee on the
Treasury policy. Mr. Eccles mentioned about belng tied down
by certailn laws, rules, and so forth.

I think the Federal Reserve System is about as far removed

from the control of the Govermment, or any agency thereof, as
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any agency could possibly be.

The Chairman. Your position, Mr. Patman, is, I take 1%,
that under the Constitutlon the Congress has very complete power
over the monetary system?

Mr. Patman. That is right.

Mr. Eccles. I agree with that.

The Chalrman. The Federal Reserve System ls a private
institution --

Mr. Patman. A creature of Congress.

Mr. Eccles. It 1sn't private. It i1s public. Not private.

The Chalrman. It 1s net a Covernment 1nstlitution first,
per se.

Mr. Eccles. VYes, it is a Government institution; it is
created by the Government; 1t reports to the Congress.

Mr. Patman. It 1s footloose and fancy-free.

Mr. Eccles. Its earnings are returned to the Government.
It 18 not a private profit institution or system at all. It 1s
strlctly a Government body, operated in the public Ilnterest. It
1s a creature of Congress.

Mr. Patman. That 1s what I wonderad about, being operated
in the public 1nterest, that 1s what I want to find out.

Here are cerftaln things which I think are not in the public
interest. First, the members of the HBoard have 2 1lY-year

appointment, they are not rvesponsible to the Fresident of the
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ds?&? United States, the Executive, they are entirely divorced from
the Executive.
{1& Mr. Eccles. Congress should change the law.
| Mr. Patman. The only control that Congress has 1s through
the parllamentary procedures to go through and get a law passed.
Mr. Eccles. That 1s right.
Mr. Patman. Which 1s very little control over any agency.
Of all of the agencies, I think, entitled to criticism for the
loose way in which they are run and operated, I think a kind of
model for all other agencles is the Federal Reserve.
Mr. Eccles. I would have to defend that.
Mr. Patman. They get thelr profits entirely through the
use of Government credlt.
Mr. Eccles. The profits go back to the Government.
Mr., Patman. I know, I will get to that myself. The profits
g0 back to the Government. They used to. Under the law they
did. 90 percent had to go back to the Government. The Federal
Reserve, or somebody, brought about that repeal.
Mr. Eccles. It 1s not in there now. The Government «-
Mr, Patman. Walt a minute. That was repealed.
So they are loose from the Government; 1% years appointment;
the Secretary of the Treasury is off of the Board, he used to
be on the Board, and he is now off; the Comptroller of the

Currency is off of the Board.
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They are entirely divorced from the Government.,

Now, when you make this money, enormous amounts of money,
which the Federal Reserve makes -- and I am not criticizing
as to the amount -~ but then the Federal Reserve pays oub
expenses, for any purpose they want to pay them out, and some
of those purposes, I dontt know if they are exactly proper or
not, but I am not bringing that up now.

And then, after they pay out all of the expenses they want
to, they, voluntarily have been, in the last year or two, putting
over 80 percent into the Treasury. That 1s a voluntary act.
They dontt have to do it. They are under no law which compels
thenm to do it. But they know that thelr own hides are involved
in this deal, using the language of the street, and they want to
cultivate the good will of the Congress by voluntarily paying
that money over. But they can stop at any time, and they can
pay out any amount for expenses that they want to, before they
do that.

I think that 1s a loose way of running any agency of
Government.

Mr. Eccles. Of course, those are not the facts. That isn’t
the record.

Mr. Patman. Tell me which one is not a fact?

Mr. Eccles. All right.

Mr. Patman. First, is there a 1ll-year appointment, not
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responsible to the Executive Department? Is that true?

Mr. Eccles. That is right.

Mr. Patman. No. 2, the Secretary of the Treasury, the
Conmptroller of the Currency, were on the Board. They have gotten
off?

Mr. Eccles. Yes.,

Mr. Patman. No. 3, seven members of the Board, five members
being presidents of Federal Reserve Banks, constlitute the Open
Market Committee, using the credit of the Government any way they
want to use 1t, it 1s up to them ¢to use 1t, within the limita-
tlons and restrictions of law only?

Mr. Eccles. That 1s right.

Mr. Patman. Now, what part of 1t 1s not true?

Mr. Eccles. That isnit all you said,

Mr. Patman. I said you voluntarily turn over the 90 percent;
there is no law compelling you to?

Mr. Eccles. let me -~

Mr. Patman. Is that true, they turn over the 90 percent,
by agreement with the Secretary of the Treasury?

Mr. Eccles. I appeared before the committee of the Senate,
while I was chairman, and 1t was the view of the committee that
it should be done on a voluntary basis. When I came up and
suggested that there was a way we could do 1t, on this basis,

if Congress didntt want to pass a law, they required 1t. It was



- 172 -

the will of Congress, after 1t was presenfted to the Banking
and Currency of the House and Senate, that we do just what we
are doing.

Mr. Patman. Why don!t you ask for a law on 1t¢?

Mr. Eccles. I came before the commlttee and the committee
sald 1f a law isn't necessary, why «-

Mr. Fatman. I never heard that before in my life.

Mr. Eccles. They sald, we have got too many laws to
conslder now,

Mr. Patman. I never heard of that before in my life.

Mr. Eccles. That 1s a fact.

Mr. Patman. ¥hen Gid it happen? I am not questioning 1it.

Mr. Eccles. I think three or four years ago.

Mr. Patman. It could happen when I wasnit there. I am
not questioning 1it.

Mr. Eccles. Three or four years ago.

Mr. Patman. That is no way to do business. If you want
to turn vack so much you ought to have a law requiring it, like
you used to have.

Mr. Eccles. We can't pass laws, it 1s up to the Congress.
They didnt't .choose to pass & law. It was the Congress that
repealed the law that was in existence. We are an agency of the
Government. We are appointed by the President, and the Congress

has the right to confirm or veto that appointment. We report
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to the Congress under provision of law. We keep a public record.
We keep a record of policy. We must make a public record. The
Federal Reserve Board 1s given general and direct supervision
over the Federal Reserve Banks. We were not put under the Budget.
We were not put under Clvil Service. And that was after exten-
sive hearings by the Congress. They determined that the Board,
as the agent of Congress, should be the one to supervise these
12 Federal Reserve Banks, and thelr branches and be subject to
an accounting to and a report to the Congress.

Now, that 1s exactly the position that the Reserve System

is in, and fpaouldp for one,llike to see the Congress investigate
the conduct of the Federal Reserve System, and whether or not
i1t is run loosely and extravagantly, as you seem to imply,

because that Just isntt true.
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rgl Mr. Patman. Donit you think the General Accounting Office
should go over the books and papers, like all other agenciles of

Government?

Mr. Eceles., I don't think so, no, I think that if you are

1 04 o g B

going to(’“ a Government agency, which Con-

gress chose not to do, then let it be like any other Government
ageney.

The Chairman, The issue here 18 not so much whether that
law should be changed. That, of course, is an open question.
The issue here ~-

Mr., Eccles, It is a question --

The Chairman. (Continuing.) -~ is whether or not the
Federal Reserve System has more authority than it ought to have
to counteract the decisions of the Treasury.

Mr, Patman.  And whether --

Mr., Eccles. It has no authority to counteract them, except
through refusing to carry out the wishes of the Treasury --

Mr. Patman, Whether or not it is abusing the power and
authority that it has now,

The Chairman. Let me asck another question here, Mr. Eccles.

In all of this discussion about interest rates, we have
not as yet discussed the effect of increased interest rates upon
Government securities, upon the annual obligation of the Govern-

ment to raise by taxation the morney necessary to pay that
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<:}2 interest.

The total amount of interest payments by the Government on
Government securities has been steadily 1ncreasing. In 1951 1t
was $5,722,000,000; j:r’ 1952, the budget estimate/ $5,897, 000,000, v

In other words, it 1s gradually creeping up to 8 billion
dollars,

In 1939, before we became involved even in the preparation
for World War II, the total budget for the Federal Government
for all purposes, military, foreign, veterans and domestie, and
all the rest, was only»about ten and a quarter billion dollars,

So that we are now paying interest upon the national debt a sum
that 1s considerably more than half of the total cost of the
"Federal Government in 1939,

I would like to have your opinion as to whether or not
the increase in rates upon Government securities that would result
from the type of open market selling that you advocate would be
such as to increase the annual Government obligation upon the
debt?

Mr. Eccles. I am not advocating open market selling but I

am advocating a restriction *n open market buyingpat pegged //'

A S — S

prices Government securities]at the will of the market in

an inflationary period when you want to reduce the expansion
of bank credit as an anti-inflaticnary measure,

The Chairman, Do I understand you are against pegged prices?
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Mr. Eceles. '"hat is right,

The Chairman. Therefore you want the prices of Government
securities to seek thelr own level in the open market?

Mr. Eccles, That is right,

The Chairman. That iz not the rule that you advocate with
respect to wages, it is not the rule that you advocate with
respeet to credit controls, it is not the rule that you advocate
with respect to any other of these items which have been suggested
to control inflation, except price control.

So my question to you is whether 1f we permit the interest
rates upon Government securities to rise, as they have formerly
risen when we did not have the support program, the effect would
be disadvantageous upon the annual burdens of the Government to
meet?

Mr. Eccles, I do not believe that that is necessarily true,
and I do not believe that b@,supporting the interest rate struct-/v/
ure &j is helpful to labor and to the publie generally, because V/
by theq€upport of the interest rate structure you are creating a
basis for inflation which 1is -~

The Chairman. I understand -«

Mr. Eccles. (Continuing.) «- which is far more costly.

The Chairman, That 1s another phase of the question.

Mr. Eccles. No, Which 1s far more costly to the Government

than an increase in the interest rate would be.
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©:: The Government, with a budget of 70 billion dollars, is
certainly influenced by costs, and that budget can be double
that if you continue to expand the supply of money by a poliey
of excessively easy money.

Now, that really 1s the problem, and so what it costs the
Government in interest rates may well be a small factor of what
1t will cost the Government in connection with all of its mili-
tary and other expenditures.

The Chairman., The cure hecessarily would be to sterilize
a larger proportion of the money supply and that you have recorn-
mended,

Al J
Mr. Eccles., That 1s an alternative, but we donit get

=
eithepy—~We—den?*t have the freedom . And I suggested in
the program that we should be provided with an alternative method,
but we are not,

The Chairman, And --

Mr, Eccles. Could I finish on that point?

The Chairman. Yes.

Mr, Eecles, The 1ncreasa1costi€o the.Government of—in-

Z:ggtgéeees—npon-iebery—and_the_cost—eﬁ-é&v&ngr—of—eourse7~weutd
malte—inereased—wages—inevitably, But why should the investor be

{
\ the forgotten man? We do not hesitate to increase the wages of

/
labor pf the costs of living goes up. We do not hesitate to pay
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rg5 for defense what the suppliers want or require for their
material. We do not hesitate to furnish parity prices for
farmers. Why should the people who have relied upon their in-

surance and upon their savings and upon their pensions and upon

their annuities, -why-should the-$ens—ofmillicnsof peopte—in /
this—coundagx be the ones that should be expected, as the pur-

chasing power of the dollar goes down, to get no consideration
whatsoever with reference to interest rates?

Now, this te-net,-this increase in interest rates}/ 1s not a 7

device to help the banks, and I am not propos'elz it for the 4
purpose of helping the banks, or business, or industry, in any
sense of the word, If the banks make excess profits they are

/

going to pay for them.’ifz‘h'e increased interqgt rate 1ttt
accrues to the benefit of the banking system, the—bamee} the /

Government wjill recover a substantial part ef—ﬁra't-tﬂbeeee-ty /

eyl9 fhrough 'f axafion.
A&"b—i—s—ee&ng-primarily #o—the benefit ef the people who own

insurance, it iz _going-primeriiy-bo—blhe—weyinges;—the people who v

have &3 money in mutual savings banks and building and loan ‘/

companies, it is-golRg-primerily—indo( penslion and endowment
v

funds, and—imrbe educational institutions, imbe religious organiza-

tions, and ire—is-geing-—te the people individually who have v
bought Government bonds, w%%e—the best invest-

ments in the world} and expecting, when those bonds mature, that 4
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°36 they would get a dollar of ntable purchasing power, amé g:day /
thet group that I have enumerated seam to me to be the forgotten

men.,

o
I rannot see wh

e should be loath) wibh—seferense—be this

matter of the interest ratglto giQe them some consideration,
> PRy V.o

’"%avm the Government a2 few hundred million, or

2 billion dollars, when we pour out %the bililons we do for every
other pressure group, anq for, eextsbilys our defanse)/and foreizn“’
£1d program, which I’amhfor. v

The Chzirman. If we 2bandon support of Federal securities
in the open merket, and 211low interest rates to increarce, isntt
it inevitable that the price of those securitiles would fall?

Mr. Eccles, I am not sure that they weuld fall. They may
temporarily go down, but I do not think they would f211 far,

The Chzimmen, If they do go down 1t means a capitailoss
for the holders of those boads which go down.

HMr, BEecles. 3But those holders would not% sell to be making
other loans, That is my point. My point is that they would
hesitate to sell when they get too iow. Taday, when they can
sall at a premium,.there is an inducement. As long as you peg
tha short rate at one and 2 hal§>%%e—%ﬂng-temm-seeamitéaa* the
latiger term securities, as they approach maturity, not only

yiald two and a half per heuA, buff 5 subztantizl premium, which

1s created as a result of the—pegging-eof—the——short;—vwirtth—is—a
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T pvesulb—of a lower peg on short-term securities.
The Chairman. The head of a very large insurance company
has made the recommendation that the Government ought to issue
long-term securities for a term of at least 35 years at an

interest rate of 3 per cent to be sold to insurance companies

L}
and savings institutions and not to commercial banks. Have you
any opinion to express upon that?

Mr,., Eccles., I would not issue long-term market securities
v

so long as there 1s e—pegged-pniee, an announced pegged price
on long-term Government securities, because that is only creating

a demand liability out of long-term securities, whieh-in-effeeds

Now, if there 1s to be freedom in the open market operation,
gso that there is some hazard in buying the higher ylelding

security, then I would not object to issuing a two and a half
oo o Tltle ppin et ¥ e

Per cent,) tf-yeu—could,onwhebeven—the—nerkob—requiredy—whotever /

the—rate, whatever rate the market required, to sell a long-term v

So long as s

market security,
we are going to peg the two and a half per cent rate I would
W .
issue only non-markegfiing-term securities, so that the holder V/
W .
of those securities is—going-b0 get the rate based upon the v
period which he held it, which would be the pegged pattern of
rates that the Federal Reserve 1s required to maintain, one and

a half to two and a half.
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It makes no sense to issue long-term markeﬁfzzcurities /

with any such a peg and pattern, because all it does 1s to pay
too much for demand money.

Mr. Patman. You mean the banks pay too much for demand
money?

Mr. Ececles. Long-term securities are not held by the banks,
they are only eligible to non~banking investors =--

The Chairman, It may be appropriate to announcé that on
Thursday, February lst, at a meeting of this committee, in Room
318, Senate Office Bullding, the program calls for a round table
discussion of monetary credit and debt management problems,
Those who will participate in that include the following: Mr.
Howard Bowen, of the University of Illinois; Albert S. Hart, of
Columbia University; Wesley Lindow, of the Irving Trust Company,
New York; Lawrence Seltzer, of Wayne University; Walter Spahr,
of New York University; and Paul W, MecCracken, of the University
of Michigan,

Mr. Eceles. Mr. Chairman, I have a statement which I would
like to see put in the record, and I have brought some copies
which I would like to make available to the committee. It 1s a
atatement that came across my desk the day before yesterday. It

is an economist'!s statement on ant#¢ inflationary measures. It 1s

—d ke Seen

only three and a half pages. It is the finest brief statementﬂ--

The Chairman, The committee will be very glad to receive
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the coples. We will distribute them to all members.

Mr., Eccles. It 1s signed by 400 of the outstanding
economists in this country., I think it is a statement that
should be given wide publicity.

The Chairman. The comsittee has already received the
statement and it is being included in a monograph prepared by
the staff on the monetary problems.

We are very much indebted to you, Mr. Eccles. As usual you
have given us a very stimulating session. We thank you for
your presentation.

Mr., Eccles, Thank you, Mr. Chairman and members of the com-
mittee.

The Chairman, The next meeting of the committee will be
in this room tomorrow afternoon at two otelock when Mr, Eric
Johnston and Mr, C. . Wilson will appear,

(Whereupon, at 1:25 p.m., the hearing was recessed to recon-

vene on Friday, January 26, 1951, at 2:00 p.m.)
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