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In appearing before the National Industrial Conference Board, it is
appropriate that I should appraise the national ecoromie outlook as I see it
at this time. As Cheirman of the Board of Governors of the Federal Reserve
System, I am primarily concerned with banking and monetary problems and with
fiscal policies as they affect monetary conditions. I can speak only for my-
self, and not for my associates on the Board or in the Reserve System, or for
the Governmient. Many of the issues which I must touch on in order to present
a rounded picture of present and potentiasl problems as I see them are by their
nature highly controversial. I wish to indicate my own views as frankly as
possible for what they may be worth as a part of the full consideration and
discussion that are reguired by the gravity of the times and the importance of
the problems before us.

Underlying my spproach to all of these problems is my belief that
democracy and the system of free enterprise can function to provide reasonably
full and sustained employment for all of our available man power, in peace as
well as in war timos. The great bulk of that employment is and must be pro-
vided by private enterpriss. Public policy, therefore, should be directed to
creating an economic ciimate thut will give the grectest possible encouragement
to private initiutive and private enterprise that is consistent with orderly
and continuous netional progress.

The experience of the past decade has served to confirm my conviction
that having given this encouragement to private activity, Government should as-
sure employment on useful public works, on a basis that is noncompetitive with
private industry, for those &ble and willing workers whom private industry is

unable to employ. Far from being wasteful, that is the essemce of conservation
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for it meens adding to the store of national wealth, in providing roads, schools,
hospitalization, public housing, and other betterments, that private enter-
prise does not and cannot be expected to provide. We gain all these things in-
stead of irreparably losing the product of labor by keeping it idle. &Such a
policy is economically sound, and when supplemented by an adejuate social
security program of pensions, public health and relief for the uncmployables,
compensates for the loss of buying power when the expenditures of private
cnterprise decline. This in turn benefits private business and restores
nationsl income and nationel revenues,

While fundamental principles of Government policy do not change,
policies must vary as economic conditions change. Policy that is appropriate
to a period of deflation end under-employment is not appropriste for a time of
full employment and the inflationary possibilities that then arise. At a time
when activity is rapidly expanding, and we are approaching conditions of
reasonably full employment, the fiscal and monectary policies appropriate to
the depression period need to be sltered to fit the changed conditions.

A condition of rapidly cxpanding employment and production bhas now
begun to develop, primarily as the result of our vast dcfense effort and British
purchases and their stimulative effects, both directly and indirectly, on the
entire economy. I wish now to discuss what secm to me to be the mzjor factors,
in the light of present conditions, that should be tzken into account as they
affect the banking and monetary ficld, the budget and taxation.

We are again hearing much sbout the dangors of inflation. It is

vitally important to face the inflation issue squarely, but it is also importent
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not to become mere inflation alarmists. We have had too much loose talk about
inflation for seven years. Ffirst of all, we must distinguish between a price
inflation due to non-monetary csuses and one resulting from monetary causes.
I have several times in the past defined the latter as a condition arising when
the mesns of payment in the hands of those who will spend it increases more
rapidly than the production of goods. This means that the economy has reached
the 1limit of its ability to produce, that is to say, full employment of its men
pover and productive facilities, but that, neverthecless, the creation of money
continues, uncontrolled and unchecked. A priée inflation, due to non-monetary
ccuses, arises when prodesiion in particulsr ficlds is interrupted or curtailed,
whether from bottlenecks, short-sighted vage arnd price policies, monopolistic
practices by capital or laver, or related causes, when there is pressing con-
sumer domand for the goods produccd in these fields and when there is necither a
shortsge of facilitics that exzist or can bYe zonstructed or a shortage of man
power. The cure for sach a corditior is not less, but more nroduction. It
cannot be remedicd by moleteary meens, except ut the cost of restricting the
entire sconcmy.

The immediute danger iz thet the upward spirsl of »rices in particular
sectors of the economy will throw thesc scetrrs cut of dbulence with the rest of
the econamy, to the detriment especially of cgriculture, unorganizeé lebor and
both the low income and fixed income grocups. Since our major objective at all
times, cnd especially when we cannot afford to lose time in building our defenses,
is full productior ard cmployment, it is cssential in the general welfzre that
business and lebor nveid strikes and lockouts thet interrvpt the flow of pro-

duction, and likewisc avoid price and wege policies thut induce forward-buying
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and inventory bulges due to fears of higher prices.

It would be best for all concerned if through self-discipline capital
and labor prevented these abuses from developing, but if they fail $o do so,
regulation by Government will be necessary. Through increased efficiency and
operating for longer hours, capital and labor can increase production. To &void
bottlenecks due to skilled labor shortages in certain fields, it will be
necessary not only to utilize existing skills as fully as possible by working
longer hours, but 2lso to increase as rapidly as possible vocational and
apprenticeship training. In these ways botidlenecks end unverrented price rises
cen be avoided. Otherwise, governments have no choice, as we have seen in other
countries, except to intervene directly by enforcing priorities, by proVentiug
strikes and lockouts and by fixing prices as well as woges end hours.

These cre vital considerations at this time when production must not
merely be sustained, but must be greatly expanded to provide delfense require-
ments and at the same time take care of normal) civilian needs. 1 do not think
it possible to over-emphasize the evils in the kind of inflation originating
in what essentially are monopolistic practices either by capital or lzbor. The
result is not only greatly to inecreuse the cost of defense &s well as the general
cost of living, but the need to redress the unbalanced conditions that inevitably
follow calls for increased subsidy payments to agriculture and increased pay-
ments in pensions and relisf for the aged ond the unemploysbles in order to try
to make up for their diminished buying power. Likewise, it leads to demands on
the part of all who are employed for increased wages and salaries to help them

meet the increased cost of living. The result is the familiar genecral upwerd
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spiral of all prices which in the end benefits nobody, and defeats the essentical
national purpose of cubstantially full employment and production foy defense as
well as for civilian needs.

I em ayare that some men in business and in the ranks of labor feel
that they should be allowed to meke up now for somec of the lecen years. Past
losses cannot be mede up now except ot the risk of these inflationcry con-
sequences. The price and profit increases nocessary to moke up for such past
losses would have to come out of the cconomy generally, at the cxpsnse of &ll
other groups.

This problem -- what mey be called the bottleneck problem ~- requires
that now more than ever before we keep a discriminating eye on price movements.
Any increase in business activity characteristicelly produces relative scarcities
in certain areas of production relative to the whole. Thesc relative scarcities
tend to cause price advances. This is pnrticularly true of & period dominated
by defense expenditures. The defense program is concentrated upon specialized
sectors of the heavy goods industries. Every effort must bo made to incrcase
supply in these areas. To the extent that supply cannot be increascd with
sufficient rapidity to kecp pace with both Govermment cnd civilian requirements,
priorities and rationing may be necessary as o check upon undue price advuaces.

There would be no cconomic justice in permitting the necessities of &
great nutional emergency to yicld excessive returns to producers in specizclized
areas nt the expense of the rest of thc community. Primery responsibility for
preventing the breaskdowns, the price distortions and consequences to the entire

economy that would rcsult from the ettempl to tike cdvantage of the emergency
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reats upon business and labor leadership. Ve need abeve 2ll in this crucial
period rapidly expunding production in the industries where preventable bottle-
necks are most likely to develop. The time may come when e shall have to cur-
tail private purchases of automobiles and private snd public construction in
order to give the defense program the right of way in the heavy industries.

But priorities and rationing should not be zpplied until we have exhuusied
every effort to enlarge productive capacity in the botilcneck arsas.

We must also keep & vigilant cye on speculative forward-buying and ex-
cessive inventory sccumulations. Wc¢ should be slert to the possibility thet the
large cash and credit resources avcilable might be turned into speculative
chennels under the favorable cxpectations which o prolonged defense progrom
creates. We would be better protected against such speculative inflationary
developments if the volume of idle funds already existing were curbed cnd pre-~
vented from increasing still morc and if our bank credit structure were agzin
brought within range of control.

Vhet I hove been discussing ore inflationary conditions due to bottle-
necks and other non-monetcry couses. Looking beyond these immediate probloms,
we should be prepared to protect the cconomy also egoinst the evils of general
inflation due %o fiszcel ond monetary factors.

As the result of gold imperts, silver purchises, znd purchuses by
benks of United States Government securities the volume of benk deposits has in-
crecsed to the highest levels in the history of the country. Demcnd deposits
and currency now emount to $41.5 billions, or about $14.5 billions above the

peak of the boom period of the Twenties. At the sume time, gold and silver
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purchases heve raised the volume of excess reservec to $7 billions, vhich is a
wholly unprecedented volume, capable of supporting & bank credit expansion of
fully $€0 billions in addition to the present total of deposits.

AS long as these funds have been relatively dormant, they have not
presented a serious problem cxcept as they have tendcd to depress tho intercst
rcte structure to cxcessively low levels. To avoid that extreme -- to keep the
bank credit picture within the realm of control that is the special responsi-
bility of centrzl benking authorities -- I cdvocated, in connection with the
Banking Act of 1935, that Congress give the Reserve Uystem adegucte powers to
ebsorb the excess, and I subsequently urged that consideration bs given to the
main ceuses of this condition, thzt is, to silver purchaoses snd to the ceuses
of the inflow of gold from abroad which are almost entirely responsible for the
present and continuing growth of cxcess resorves. The authority grented by
Congress has been entirely inadequate to cope with tho unprecedented grcowth of
excess reserves. For that reason, the Board of Governors as long agoe as 1938
recommended in its annual report that Congress tcke ccgnizance of and decl with
this rapidly enlarging problem.

The need for denling with it becomes increasingly imperative because
of the rzpid expansion generated by the defense program. It is essentiul now
that the excess reserves be brought within a range where they car be adjusted
to the needs of legitimate business through the open-merket function of the Re-
serve System, and not be left as o basis for on uncontrolled multiple ercdit ex-

pension such as could be built upon thecm.
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By the open-market function, I mean simply the authority which the Re-
serve System has to buy or sell Government &snd certain other securities for its
own account, these operations being carried out by the System's Open Market
Committee. The importance of these operations lies in the fact that when
securities are bought it increases member banks reserves. Conversely, when
securities are sold from the open-market account it absorbs and thus decreases
the reserves of member banks. The open-market instrument is a flexible one,
affecting only banks that desire to purchase or gell securities, largely in
accordance with their reserve position, whereas raising rcscrve requircments
affects all banks in cccordence wwith their classificaticn. I want to say in
passing that, contrary to o persistent popular fallacy, the Rescrve System does
not use reserves deposited with it by member banks to buy Government securities.
ISuch bank reserves are quite literally locked up by the Sysiem and cannot be used
as a basis for credit expension. The System huas specific authority to create the
funds used in open-market opecrations. These funds are in no way dependent upon or
related to such reserves as member banks carry with the Reserve Banks.

Regaining control over excess reserves is a necessary procaution sgainst
the inflationary possibilities of over-expansion of bank credit based upon these
redundant reserves. It is not a step that would in any way restrict legitimate
business expansion, Government financing or development of the defense program. It
is a safeguard against necessary expansion developing into over-expension -- into
creation of the mezns of payment out of all proper relationship tc production.

How this step may best be accomplished is a matter for Congress to determine.
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However, I see no feasible way to accomplish it except by increasing the re-
serve requirements of the banks to a point which would reduce the excess re-
serves to an amount that could be absorbed by the szle of Government securities
from the System's portfolio, leaving only enough securities to take care of
System expenses. In addition, adequatec provision should be made for absorbing
future gold or silver acquisitions that add to excess reserves. This power of
raising or lowering reserve requircments should be made applicable to New York,
the money center, or to all re3crve cities, or to country banks, or to any com-
bination of the three groups. This would provide for flexibility &nd mcke it
possible to adjust reserve requirements more in accordance with needs.

Furthermorc, roserve requirements must be mede applicsble to all banks
of deposit, whether they be members of the Federel Reserve System or not. It
is not equitable to ask only the member banks of the Reserve System to subject
themselves to increasecs when those who elect to remain outside the System, or
those who are now members and who choose to withdraw, ccn coscepe sharing in
what is & national responsibility. This situntion is not only inequiteble but
it rznders monetary control inoffoective so long as any benk that docs not like
the reserve requirements can relicvzs itself of the restriction by withdrawing
from the System. Demand deposits arce the major part of our monuy supply -— and
control over their expansion ond contraction must recch all benks that are in a
position to create them,

As long as we have a vast oversupply of excess rcserves, the induce-

ment exists throughout the banking system to expund and to put these resources
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to work in loans and investments. When the econory is reaching the stage of full
production and employment that inducement should be removed.

Not only do the excess reserves afford an opportunity for over-
expansion but they also tend to depress the interest rate structure to excessively
low levels. I have continuously advocated & policy of monetary ease as the
eppropriate accompaniment of a period of under-cmployment, but I have never
favored artificially low rates such as have been brought about through an un-
controlled surplus of excess reserves. No such oversupply of excess reserves
is necessary to carry out a policy of monetary cncouragement tc business re-
covery. Instead, cxcessively low interest retes tend ultimately to induce in-
flated prices of Governments, municipels, and other high-grcde securitios. The
effects are reflected in credit lines gencrally, and are folt by insurance
companies, savings banks, educationel institutions, and other fiduciaries
representing the accumulations of many millions of our people, small as well as
large savers. Moreover, this creates a future problam for monetary authorities
because at such time as it may become rnecessary to curteil further credit ex-
pansion, s a safeguerd against inflationary developments, this step cannot be
taken without causing a decline in the price of outstending securities.

Although some intercest rates have bocome extrenely low, rates in
the hame and farm mortgage field have becn relatively slow ta respond to the
generzal decline and ere not now to» low, in my judgment. I think there would dbe
ne justification for increazsed rates on home or form mortgoges, ond that inereases

in such rates would be unwise cnd unwerrented. The volume Hf eoxisting idle funds
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is so large that some of the higher bond and mortgage rates may go lower even
though there is no further expansion of existing funds.

I am concerned with interest rates not a2s an end in themselves, but
as & means to the end of stability in the progress of our economy. Excessively
low rates do not contribute to stability any more then do excessively high
retes. Neither is fzir to londer and to borrower. It is one thing to have
interest rates low as the result of the pressure of savings or investment funds
on the market. It is a quite difforent thing to dopress the interest rate
structure abnormelly through exccss roserves creetod by causes extrsneous to our
economy. I have alwoys contended, and I reiterste now, that these sbnormal
pressures should be removed, snd they must be romoved s an esscential element
of defending the economy against possitle inflationary over-expension later on.

As an aaditional messure I favor exempting deposits held with the Re-
serve Banks and vault cash held by banks from assessments for Federal deposit
insurance. While I have never been againet interbank deposits, I do not favor
over-concentration of funds that serve no useful purpose at money market barks,
but tend to depress short-term rates to such low levels that the very banks which
concentrate their funds in the money centers find themselves in an adverse
competitive position. Nor is it to the interest of the mcney markei banks to
accumulate excessive correspondont bank balances on which they can earn nothing,
but on which they pay the assecssment. Furthermore, if a bank's funds are locked
up by the suthorities to serve as reservcs, it is not fair to the bank to require
it to pay assessments on the locked up funds that carn nothing for the bank.
fnother rcason for excmpting resorves is that there ig no risk involved in de-

positing thosec funds with Ruserve Banks and thus no justificetion for assessing
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a premium to insure them.

Some of the large city banks have been mmch interested in getting legis-
lation that will exempt them from paying deposit insurance assessments on the
interbank deposits they hold. It seems to me that since they pay no interest
to the depositing banks on these funds, that the more equitable amendment would
be to exempt the originating bank from paying the assessment if these funds are
deposited with Reserve Banks. In other words, if any bank is to be benefitted
by exsmption from the assessment, it should be the originating bank which deposits
the funds as a reserve in the Reserve System, and not the bank that gets the use
of the funds without peying anything for them. It is not in the interest of the
city bank to have interbank deposits irn abnormal amounts bectuse they cennot be
profitably used by reason of their volatile nature. The city banks should be
interested in having only such correspondent bank bclances &s reflect the busi-
ness done by the correspondent banks and the scrvices rendered for them.

I have dwelt at some length on the general subject, with some of its
reamifications, with regard to controlling monetary inflation by controlling ex-
cessive bank reserves. This subject, however, cannot be considered separately
from the other sources of money-creation, that is, Government deficit-financing
through the banks, and gold end silver policy. As an integral part of the
general policy that is necessary for the period we are entering, we must dis-
couragec the purchase of Government securities by banks. For that creates new
deposits. With the volume of bank deposits and currency greatly in excess of
the highest levels we have over had, it becomes important that we do not continue
to add to this totsl, particularly at o time when one effect of the defense program

is to activate the existing volume of deposits as they are drawn upon by business
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and put to more active use. Instead, Govermment securities should be sold to
private and institutional investors. This has the effect of using existing funds
rether than creating additional deposits. When the Govermment borrows existing
funds it does not reduce the supply because as soon as these funds are expended
by the Government, they go right back into the money system cgain, chiefly as
bank deposits. Another popular mistake is to suppose that Government deficit-
financing creates excess reserves. Instead, they originate from gold, silver,
or other currency acquisitions. When the Government sells its securitices to the
benks, instead of crecting excess reserves, this absorbs them because the new
bank deposits thercby created have to be besed upon or charged agninst the bank
reserves.

S0 long as banks have an oversupply of excess reserves, they have every
inducement to invest in Goverument securities. Thst inducement can only be re-
duced or removed by reducing or removing the excess reserves which, as I have
sought to indicate, should be adjusted to thec normal requirements of business.

If this is done the rate on Government bills and short-term notes would be likely
to increase sufficiently to esttract tke large amounts of idle corporate balances,
representing reserves of various kinds, that have accumulated. AFor the most part,
these funds are now deposited in banks and earn nothing for the corporate owners.
They would be inclincd to invest them in short-term Governments if the yield were
raised from the prevailing artificially low levels. At the same time, longer-
term issues should be adapted to the requirements of insurance compenies, savings
banks, and individual or institutionel investors. Thus the non-banking market for
Government securities would be broadened out to absorb whatever Goverrnment fi-

nancing moy be necessary during the period in which we cre meking large defense

outlays.
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But deposits as well as reserves are also increased as gold and silver
continue to flow into our money system. Even if we had authority to offset the
effect of the gold and silver acquisitions on excess reserves, these acquisitions
would still continue to add to deposits, unless we are prepared to deal with
these factors at their source. I have publicly stated my opposition to the
purchase of foreign silver as unjustified from a monetary standpoint. If, for
other reasons, at this time it is considered desirable to assist silver-producing
countries, that could be done by making loans secured by silver or other assets.
Therefore, Congress should repecl the present legiclation, and at the same time
cancel out the billion and a half of seigniorage which could be used for issuance
of additional silver certificates. Likewise, I favor canceling the suthority
under the so-called Thomes smendment to issue $3 billions of greenbacks. Both of
these sources of funds, if resorted to, would add to excess reserves aend to de-
posits, and would greatly accentucte the problem of the monetary authorities.

While the expenditure of the gold stabilization fund would heve the
same effect, the problem of gold presents & particularly difficult question. I
believe that Congress, in considering all the interrelated elements of the
monetary picture, should consider whether or not it would be viase to make credits
available at low rates, as o means ¢f ziding the British, toking as collateral
their gold, as well as their security holdinge here, in Canada, or elsevhere,
rather than to continue to accumulate more and more of the world's gold supply
at the cost of inflating our banking and credit structure.

I have come last to the problem of the budget -~ but not because it is
of least importance. As long as we continue to operate on a deficit basis, it

will be necessary for the Govermment to go to the market for the funds to make
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up the difference between tax collections and expenditures. I believe that we
should at this time take further steps to close the gap between income and outgo
as far as can be done without cither confiscatory taxation or the retarding of
private enterprise. &0 long as the Govermment is rapidiy increasing its total
expenditures, I do not see how these outlays can be covered on a pay-as-you-go
basis because the increased national income and the tax revenues resulting there-
from cannot be realized until some time after the sums are spent. In cther words,
there is a lag between the time when the Goverument has to raise the money and
the time when it takes effect as income among the psople who ultimately receive
it in puyment for goods and services. Taxes on 1940 incomos are paid in the
fiscal years 1941 and 1942. There may be a lag of a year or a yecar and a half
before money borrowed for defense, in effect, shows up in expenditures, then in
higher nationel income, and finally in inereased tax reccoipts.

It would not be wise to try to put sufficiently high rates into effect
to close the gap entirely until we have reached a condition of full production
and employment. But at that time, the tax system in effect should be adquate to
bring about the balancing of the Federal budget.

Revision of the tax structure should not be delayed until a full-employ-
ment income is reached. We should begin to re-design the tex system in the near
future. First and foremost, we should revise our corporate, individual and in-
heritance tax structure so as to close very impcrtant existing loopholes that
make tax rates much less effective than they should be. For instance, there is
not much use in raising individual surtax rates if corporations are permitted to
hold back earnings in the form of idle funds instead of paying them out as dividends

to stockholders. If the estatc and the individual surtexes are to be made as pro-
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ductive as they should he, then the gift tax must also be revised. The excess
profits tax, which is clearly inadegusete, should be revised to epply to all earn-
ings sbove a certain ceiling, say, of 10 per cent of invested ccpital, with such
exceptions as may be necessury as a matter of equity or to stimulete new business.
The present law allows an option under which corporations are able to mecke ab-
normal earnings after all taxes, including the excess profits tax, are paid --
earnings in some cases larger than they have ever becn before. 1 am heartily

in accord with the proposals of the Treasury with reference to the excess profits
tex and to eliminate tax free securities.

The present tax structure, strengthensd in the ways I heve indicated,
will bring in enormous revenues once the national income hus risen to $90-100
billions. As national income spproaches these levels, rates should be rcised
still more if necessary to balance the budget.

In addition to our own lerge defense expenditures, the amount of which
we cannot foresee at this time, therc is the incrensing amount of help to Grect
Britain which must 2130 be taken into sccount. If the total of these reaches a
much lerger figure than is now appcrent, it may be nccessary to imposc selective
consumption taxes on thoss things that ore most esscnticl to delense and the
least essential to civilian consumption, in order to divert production and income
to defense purposes. This may become necessary 28 a meusure asgeinst o general
price igflation. But such tzxes should nnt be imposed until we have first ploeed
on the statute books & tnx structurc sufficicntly progressive o insure that the
defense program will not increase the current inequclity of weclth cnd ineome.

Indeed, tax policy should be designed to minimize¢ this incquality, bringing ebout
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a wider distribution of the bsnefits as well as the burdens. When full employ-
ment and production have been reached, increased consumption taxes are the most
effective means of preventing a general price inflation, but they presuppose the
prior encctment of steerly prcgrcssive incomu and cstate taxes.

Direocet responsibility for taxaticn is, of coursc, outside the realm of
menetary policy, but the subject of tuxation carnot be scparated from the primery
concern of those charged with monetary powers and responsibilities. It is not
possible to eppraise monetary policy realisticclly without teking account of the
effect of taxation and of Govermment finencing cn the banking cnd credit structure.
hen the time arrives when monetary restraints may become necessary, deficit-
financing shoulé be discontirnucd, thereby bringing the budget into balance. The
time for such action will arrive when the economy hes reached full production,
that is, substantially full employment, and both moanetary end fiscal policy mey
need to be invoked to muintuzin & proper reletionship betwecn production of goods
and creation and use of money.

Since it wovld be practically impossible to balance the budget while
public expenditures are rapidly increasing and before a much larger national income
hzs been achieved, we might consider viewing certzin expenditures for defense as a
capital investment. In effect, it mey be considered o necessary substitute for en
equal amount of cepital expenditure by private industry which in borroving for
capital outlay would amortize the dcbt over the life of the investment. If we
were to treat the investment in ships, bascs, arsenals, factorises, powder plents
and the other capitel investments paid for by the Governmment us private business
would treat similar capitcal investment, we might then consider covering only the

amortization, operating and waintcnonce costs out of current receipts.
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No matter how these outlays may be regarded for bookkeeping purposes,
the defense program is demonstrating before our very eyes the feasibility of
raising the national income through governmental expenditures. Nor can there
be any doubt that once a full income is achieved we can, out of a full income,
raise enough taxes to cover expenditures. Ve can then have a balanced budget.

A full defense effort will bring very large profits. Profits of
manufecturing and of trade were already very favorable in the five-year average
1936-1940. Indeed, for a great many companies they were larger than in any
previous five-year period in their history. Many of our industries have learned
how to live very well even under quasj-depressed conditions. At a national in-
come level of from $90 to $100 billions, profits can be expected to rise to un-
precedented levels. Without n stceply progressive tax structure these profits
would bring increased concontration of wealth. Business leadership cannot afford
to let the defense program yield this result. We shall do well, therecfore,
after the tax collection lug of the first years of defense expansion is overcome,
to raise the whole of the budget through taxes.

There is one more suggestion in this field. &tome considerable borrowing,
in lieu of taxes, from tke mass of the population, in the form of a modified
beby" bond, would be highly desirable, especially after a full employment income
has been reached. If savings bonds are held widely through the country, by the
whole population, a degree of security is achieved against unforeseen contingencies.
In so far as such bonds may, after the defense effort is over, be converted into
cash and the proceeds spent, business activity would thereby be stimulated just at
the time when it needs to be susteincd. Such a progrem would provide in some

measure a post-defense cushion ageinst depression. It thareforc would seem to me
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wise, as employment increases and the income of the mass of the population rises,
to intensify the national campaign to sell as many savings bonds as possible,
especially to the middle income classes. Such borrowing would not preclude us
from balancing the budget because we could use the proceeds from the sale of
savings bonds to retire a part of tie Federal debt now outstanding in the hands
of banks and corporations.

Our productive capacity is greater today than ever before. It exceeds
by far the peak roached in the boom of the Twenties. If we hsve the will to do
it, we have the organization, man power, cnd resourcos to provide both adequste
defense and a higher standard of living than sny hitherto rezched in our history.
We are witnessing in the defense program what can be achieved in national
prosperity, imcome and employment through edequate governmental expenditures. It
is my hope that the country will never forget this lesson; that we shall hence-
forth use fearlessly the resources of the state to help maintain employment and
business activity at a full income level. Once such a program is boldly adopted
as a permanent policy, businessmen can plan their operations on the expectation
of a gradually rising national income. This they have never been able t0 do in
the past. Such a policy, boldly conceived and persistently carried out, would
revitalize private entorprise. Therc is nothing in this program that calls for
Government operation of productive processes. All production, even on Government
projects, can and should be carried out under private contract. Private business
would be assured a full market. The nccessary tax bill would be a small price to
psy for an sssured markct sdequate to absorb sll the productive capacity of

modern industry. Think what such a market would mezn to business!
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After the capital investment in defense is made, we will still have
the heavy cost of maintaining our armed forces, which should be met out of currcnt
rcceipts. In addition, it is reasonable to expect at that time there will be
largc accumulated deficiencies in private construction of all kinds and other
cepital requirements. But it is unlikely that the volume of private activity
would be enough to make up for the deficiency in production and employment once
the heavy defense outlays, including the large exports of military supplies to
Great Britain, are over. At that time, it is of crucial importence that we be
prepared to meke the transition to a peace-time basis without precipituting a
period of idle men, idle factories, declining national income and inecreased
Federal deficits.

It would be tragically ironic if we, as a netion, solved thc problem of
unemployment by making instruments of destruction, but were unable to maintein
employment by making the things of peace. It is not for the purpose of returning
men to the breadlines thet we cre meking this vast defensc effort to preserve our
political and cconomic system. The transitionm will be effected morc recdily
if at that point the budget is in balence. On the samo principle that I stated
at the outset, we should then be prepared to have Govermment take up the slack of
amployment, employing surplus labor, beyond whuat private activity absorbs, in
useful ways. There ore many with which you are familiar, such as public health
and hospitalization, and particularly the urgent need for a vast reconstruction
ind improvement of our entire highway system to keep pace with automotive progress.

There is no excuse for deteatism, for having a static economy frozen

it a level of under-employment. We are moving towards relatively full utilizeation
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of our men and our muchines bocause of defense needs. When pecce is restored to
this world, we can, if we have the will and the wisdom, divert such of our pro-
Quctive facilities as are now employved in thz destructive work of wer into con~
structive work of peace. Thereby wc can lay the foundations for a new and better

world -- a world in which democratic institutions can survive.
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