
4712 A l t o n P l a c e , NW, 
Washington 1 6 , D. C. 

February 19, 1951. 

Mr. Mar iner S. E c c l e s , 
Shoreham H o t e l , 
Washington, D. C. 

Dear Mr. E c c l e s , 

Knowing of your i n t e r e s t i n the problem 
of c o n t r o l l i n g i n f l a t i o n , I venture t o send you 
a suggest ion. 

One of the most important f a c t o r s back 
of the i n f l a t i o n since the Korean war began i s , 
of course, the increase i n the t o t a l money supply , 
due c h i e f l y to an increase i n commercial bank loans 
of about 8 b i l l i o n d o l l a r s . I understand t h a t the 
Federa l Reserve Board i s i n favor of a p o l i c y of 
c o n t r o l l i n g c r e d i t by changes i n the i n t e r e s t r a t e s 
on Government o b l i g a t i o n s . 

At a t ime when p r i c e c o n t r o l s , wage cont ro ls 
and r a t i o n i n g of scarce m a t e r i a l s are be ing i n t r o -
duced, why would i t not be proper t o in t roduce the 
d i r e c t c o n t r o l of bank c r e d i t ? By law i t could be 
provided t h a t no bank could increase the t o t a l of 
i t s loans above the t o t a l on a c e r t a i n date or above 
a c e r t a i n percentage of i t s reserves on a c e r t a i n 
date w i thout p r i o r approval by the FRB ot of some 
c r e d i t a d m i n i s t r a t o r . On account of the l i m i t e d number 
of banks> such a law should be r e l a t i v e l y easy t o 
a d m i n i s t e r ; and t h i s method of d e a l i n g w i t h the 
s i t u a t i o n would not a f f e c t the i n t e r e s t on the n a t i o n a l 
deb t . 

I am only an amateur economist; hence, the re 
may be ob jec t ions to such a procedure which I do not 
a n t i c i p a t e . Any remarks you may f i n d t ime to send 
me w i l l be apprec ia ted . The problem i s c e r t a i n l y one 
of the g r e a t e s t importance. 

Yours r e s p e c t f u l l y > 

Gordon S. Fu lcher . 
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February 19, 1951. 

Mr. Gordon S. Fulcher, 
4.712 Alton Place, N. W., 
Washington 16, D. C. 

Dear Mr. Fulcher: 

You are quite right in stating, in your letter of 
February 18, that the increase in commercial bank loans, and 
accompanying expansion of the money supply, has bean a primary 
factor behind the post-Korea inflation. 

In connection with your suggestion that further loan 
expansion be prevented through imposition of lpan ceilings for each 
of our 15,000 banks, such a plan has certain rather serious draw-
backs which may be summarized briefly, as follows: First, there 
is a continuous shifting in the credit position of various geo-
graphic areas and communities that would somehow have to be 
recognized in setting and revising loan ceilings for individual 
banks. In particular, banks located in areas where defense ac-
tivities have been newly established or reactivated might find an 
over-all loan ceiling determined by their past, or even current, 
volume of business loans totally inadequate for the future needs 
of their community. In addition, banks that have endeavored to 
restrict their lending activities so as to minimize the infla-
tionary impact of credit expansion wpuld find themselves at a dis-
advantage with competitors who had taken ful l advantage of the 
recent abnormal demands for business credit in expanding their 
loan portfolio. 

There might, in the end, be so many cases of review 
and adjustment of loan ceilings as to impose an insuperable ad-
ministrative problem for the authority charged with the imposi-
tion of these ceilings. Therefore, despite their ease of defini-
tion, establishment and enforcement, and the latitude permitted 
individual banks in allocating credit among applicants for loans, 
I do not feel that loan ceilings are as feasible a means of cur-
tailing loan expansion as is an over-all reduction in the volume 
of lendable funds. 

Very truly yours, 

Eccles. 
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