OrEECH (Ei*uiiE UT™H OTaTE diuvaEii6 j-idouu
ohLT JAKE CITI, UTjiH.
R June (9, 1948.
A'MuiM
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mmAaL‘ T—IG.?'VI & iU 'C
MbW&ii~Oii, fth C«

My irim & Cfc&rley, “rmiémt &yrmg$ Jfalle* jtante*?*, $m tev# &eea
.gooa ©@aouni to iavlt* m» to atLead ih* OtAte State aeotiag *& & ©Ope&cer
I think every year over the put 14 s*utb mil# 1 h*ve éeea «wgy fro® h*re, «ad
I hi»® felt that it was iaspos&ifede far as» ta be jreeent aatil this particular
tim®, Coafree* »an is »eeeioit, U i IN] ** 1 »& the of
the federal fteserv# Borrii T tmmA it difficult to get &my* fhia y«&r with
Congr*»* out of mmi-m md «ith & ch&stg#d etafcua T fouad it eaeler to accept
yoar iavit&tloa, ¢tad 1 eka *&s«re you that 1 do aoi ..nmo* of ga lavitiloa ih&t
I 1fould prefer lueaepttag to the trorltatl-m of tais assoel&tioa, boiag, a*
Charley a&s »alé 4 jBxwtoet of tftife-, &d having ot on« tim# bmn Freeideat of
this &eeociati.a, | talafc it ms la 1924, For you Mia do aot reateber thet
loag MO | «ill remind you th&t | h&d the dietiaci heaor to be Freeideot of the
Qbefe taakw» AjMioeiatiott» *o &jft«r a period of ;4 ye,-re it gite# $*

pleas*»*« to «idre»® yo« tod&y*

R

Ae yoa U.X kaow, I sa* oat eoaeehet (1 have related this before) la the
positi a that Lord £ey»e® *t<sited of Lord Catto, the Governor of the Beale of
$agife*rk<u Miea the L&bor Party «eat iato poser ia Sagl&ad, tord C«*tto *aid to
Lord Keynes, *8ow that Labor Hm mm® iato .poner I mppom they will chop ay
bead off#*

Lord Xeyaee suia to hi», *Tee, they «dlIl chop yoar he&d off, but they
will i-at it ba<K oh with & tilt to ih# left*® (Laudai”™r)

I 44 sot sur« ehother I jmia a nor© or » lee# forta&ste poaitioa tfeatt
Lord Catto, Thoy ¢té cut hie head off, sad X suppose it oa »1th a tilt to

the left. Uta# *a» aot entirely severed* Ju&fc, | suppose, left «teatHag, m4
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as to th# till, 1 feel uretty sure that neither this nor any other adaittistrstloa
»CxId h«ve very meb influenc© in changing the tilt. Over & long period of
years | have at least feit that | kae* the till that it should bear* There ura
times, | think, ©hca oar eeocmaic and social trends sight v«er too far to the
loft and need to be brought bacx, and times v&ea they veer too f&r to the right
and need to be brought back* 1 try to #tsy on that ©ran soursa so thest 1 tin

not have to ba tilt ad one *&y or the other* If we could «eep tha ecoaoay on
such & course, if »a could avoid team and depression** *a would ba batter o ff.

I have related another Incident -witd &mmhmr of tiaes that X think ia
a pretty food «tor? on as* My associate and assistant, Mr* ~lliott Thurston,
who la a vary sharping parson and has a a&rvelous sense of bumer, and 1 »are
together one evening and | hi speaking off the record to tna editors of the
McGraw aill Publishing Co* organisation* they had &bout 50 or &0 editora and
X knee a lot of those fellO»#, and «ill# ae ware eating (before 1 had aad* my
speech) 1 leaned over to Mr, Thurston «ad aaid™XIliott, have X ever spoken to
ibis group before/ 1 seen to kaoa .jnite a nuaber of them**

inst he said, *Mr* Ch&iratan, X em uite sure yau haven't, because if you
bad I don't thin* you would ba her© tonight** (Laughter)

So snybe if 1 had spalten to this group elthin recent year# they aould not
nave been, a0 good as to continue to invite m every year* Bat be that as it nay,
I amglad to be hero*

la reflecting upon the past, <« should learn to profit fro» our past
aiataicea. 1 aust say that this generation, or at least X aould soy ay vintage,
has not a very food record of past performance* It is pretty difficult for us
to say to the ¢resent younger generation «ho *e saaetiaaa think, are beeoe j&g

too radical, that they should follow us* Our record ia a record of taa ears—
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m& ms not enough mé a record of two very serious depress! .45, *«4 the
way we sees to be hsaded st the préasent tiise *ould indicie thst m have
learned absolutely nothing from the past eatperisnce. One war, which at the
tifi« seamd to be & pretty itriogi one, and w« spoke of it as a iorld ié&r,
by eeaparisott lilili til® aecond mr, titai m have noi started to recavar frm,
&mm pretty insignificant*

the first depressiv» brought the ma of a good may banks In Ut& and
Idaho, as i recoil* ,,1 was at that time (in 1920) ife President of the
First latian*! ;yak of tigdea, &d X «©l1l reaMwabsr the deflationary pressuras™*
Hotéwr, that depressloa by coapwrieon mi&h the depressiv Tfiflec 1$5,F up «usiti
X940, mea it seeded to take & actlittry program of huge gov/~rnssat*! e*pendl-
tures to ead&ble ms to utilise our idle man power -md mat idi® facilities, wrém
the depression of the first Aorld Aar seez very insignificant* X 4a wondering
if ss tim# go*~s oa, that, baned upon the past, we are to feaw bigger sad batter
depressions in the future sud biffer mu better s&rs? It certainly seoss to be
the tread that we are following, but 1 m. not going to undertake to give au
the answer to the ways Mid mm» of preventing wars sad depreseisas*

The problems | sa goiug to discuss are sxtreiaely difficult sad «xireaely
complex* their solution nast be based y->s & grmtar degree of enlightened self-
interest than we have evor manifested« the solution Is not going to be brought
about by «*hat we consider lee» governmwnt sad seore free enterprise, by lest
planning and Kaore of laissez faire* 1 &. sure tuai tn«t is not the direction
in which we are going, that no political change is goiig to engage tue aé&slc
economic and social direction this country is taking* Certainly s further
inflationary dev*lopat«nt, a development that is p«mitted to run its course,
and the© a liquidation that »ill develop as a result, is not goiag to aa&n
less government, Irrespective of the political philosophy of usy party«
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The jogrfe& UmM%m? iaberent irc 4 further iafl&ti8n*ry develop»#&t or further
»spanalo» of credit, fasi&mr crm%im of »osey* 1« ih# dtgre« to «fcteb ih#
OormuMiOt w ill tore to latervtae, sad tfeey « ili iailerven© <«& tbe re. uest
tile v«ry |ieople «ro todey «uni ine (ioveiaaaioi to sMdOtit®. fht* «ili h&ppm
mm tH® paro*** of credit defistloj*, mloh 1s cyclieii, gatss «a& «ny, <«hea
begiae to ifoisai, prie«* begia ti» eoli«?*>»<«, ¢l foNtrup&c* Ce«Cett

widespm.d* ih«a those coadlti ne develop ibey «re aot self-eorreetiEtg™
s&w frea™ 19%'$ to 1933» *t the tifi» of tbo tok holldey, tb&t thé further
defiliion *#%& thé lesa solveat tn© eatire coviatry bec™>x&, 1 do noi beliisvfe-
th&t il ibvtnHMTil «ili pernii fcae defililoa&ry prece** io m iit& eo«re*
to tae «stoni ib t tiie <$fi&tioa «*Bt *ft*r 192f* 1 do aot thiak that 1®
poosible infoia — 1 hoJ*e it iaa## — *ad i& arder io ¢reveat tt ttis S8overa—
im i «111 intervia# S$ooaer t&ey nill iaterveae <m & wtdmdi&g *e*l«j
th«rtf3rt] fer tnos;* of a® «o IUt* to preservi* < ssuch of ih® free eaierprlan
*y*te* «* pO**jtol«, it behooves m te orevsat, lasai*? «e «e Ci;& & fori&er
iafi&iim &ry develop&ieai, fcte&a** 1 4« sur* taxt *e «osici llice io =void
in*of&r & poatfibie «nctoaftlve £ovH#M*a?mt&l interventi©>» braught (b -ut by
deprtmlon,

8pmk&a$ of i&*t & bromgat ua to our prestai inps*>*>*, E£r.iic*rtiy it
wa* theé war* * eoalci »et over a period of Fyears, *Ko«xad over 400 Milton
doUfer® and aaly pay for aboat 40 per *«f*t of tri&t eK™N«wlit«re ma borro«
thé resi of |li «itUout erofetiiif a ver? eobst~sti*! beeie of iafititiox™> Ae
tm m-;*0 tlie at |»lo for <«foou 40 per ce *t of thé «™r
tiawtioa, &i6 li p&id for thé oiaer 60 per o«ftt, & very smbstuitiai vtrt
of it, by borro«ftajr fross i»ie »yetem™ lhai #&s borroved fro» in-
diviaoala mé corporatioes« aot infilitieoary beosuse tb«it dio nat Increate
or *nPwi& Use mppif of »saey* TSse mtpply of aoney *«i os.pe»d.ed ooly to- thé

exte&t ih&t tfie Govonnaont*& mr deficit fiofcoced =ot cf beale credit.
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X am gar®© «e, 4s baakere» jaaet amo« th&t b«s&k credit is the figure® of our
man#y &UuEi>ly9 that afcm&ver a lom Is* &ade &m ua-aey caaes luto existiate, aad
& & result *>f tho ex"késioa of credit to ta® Ooverameat during tr.s *wr the
deposits of the banking syst«a «ad currency ia circulation iacreafaed «.bout

500 >€r cent* The offset to that great deposit growth in th© b&nKing eyetei»
W6S ftavcrnseat bond* held fey the b«aiuu tu® b .ad portfolio f th© bm'sing
sy&tm Wt oca» tijm exceeded 60 per cent of tneir tottl deposits, «here&s their
total of other loca* *ad investment* a&s *5 per ceni and les». ¢io* th&t «as
an expaasioa of tn© .iiesss ol ¢a/a*e»t In ta« hands sf the ouolle that caused
ta® supply of foods «tod serrtees av&il&ble for irte public to be ia&d«qud e*
That la wiwt IlUGLAtIKI 1»*

The r«aboa you did aot have tv r&li infl&tioa durian ta« «ir «as beccasse
of a dairti«#a of controls that tr.« Governawmt iapased that mat it i1apossibl#
for t!0 public to s."Cad ta® srasy that they fot a» a result -f th© Qovenusefitla
expenditures ia i>rd#r to o&rry & ta® wrr* taat is on® reason that durian th©
ear period ao "lijp@A ot thO suocaey that the public got »0at iInto Soveruaeat barios.
They couldn™t #?mQa it, m& therefore so mch of it «eat lato bififcs &l because
increased devait© of corporvtuta® and individuals— 1di© money, & grO«t deal
of it.

Wien the aar wes* over it sess appartai, or should aaW been apparimi to
everjoae, that th© need of controls ©as macai great*r, if anything, tima during
th® "war* Hth th© m.r over, there ©as no real incentive for people to bay
Uovem&eat OOcuriti®©® or to save aoc&cy» they© aad beea accumulated daring ta®
period »*f the war £ very hu80 b&cklog of demand on the part of not oaly
individuals but m th® part of business generally™ «ad ta® great»et backlog of
desalad ©a®© for eo-setbing that everybody abated *11 &t once* Those ©ho did not

have automobiles nad roaey or they had credit and they waited to get c*rs
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iaedtatoly. |3# capacity for a&kiAi o&r«, of eoar&*f could not ba expanded
quickly «ad it aould 'm teaisis« to *X:-m4 m automobile iadu&try so tfe™t it

coaid «apply tm oiliioa c¥© a year for & coapio of years ¢ad ties* «h*t *ottld
happea to the capacity? The *.hol* ocaRORy »oald be wreaked* Th# aaao thing

has bmm true ©f boating. The CMreraasent did not undorat¢iad the real nature

of tat probles; a* & rwult the QovontMRt eae.araged an eaey noasing credit
«xpanaioR that created mi affectire dttswS i«r ia <«xo>««i of any poaaibl#
available supply of fecaaiag* Our capacity for building I»OR*Sa# >>x@a not
aubfttE&tial™y laxr«aeod ovor «hat it w8a before the ft&r, and It could not

b# iaer«4iid readily, «ad yet tula b&okiog demand ws&# ts-sre* Yet th# Oovumc«
sgent 13FINV&I«t*iy» under t&o »rossur* of the people of the country, took off

all of th# wyrtiE* controls. They took off the aXJloftatich« tfcat »ere i» «ffect
during t&# w&r on »care« s@atoriaXs* fhoy took off building v«rr.its so that

fm could go out and balld ©early &n$thtng* they took off «4$%« eontvoX*« The»*
«tops naturally led to taking off' of ratlofldng md groafcly »evened export
licanaingt m that tho people item countries that h*4 accumulated dollars daring
tfit* war em™* ia ansi paid all kind* of prices for African foods# fabulous
profit# aero made Iit tho export basin*#«» tthea they finally took off ré&ti-asiag,
fell that was left on ms jvrict control, [loll, price control elthout th#
harness of other control# was worthless* About »11 it did mm to eacourag*
black market#* th# Prim control Instruaent m dead six months bef re it

«a# r#peal#d. 1 etf mgly advoc *t#d repeal of prio# eotrol aft*r other controls
«Ore taken off*

An-ther thing that was takca off was excess profit® taxes* they ot
#cOHa profit t&a> oo daring th* x«r to or#vimt *ar profits, the m | war profits
an» th# profits that t o b*#n a"d# sine# th# war* th# profit# t&,t hat« b#«a
»ad#t »lao# th*> war &ar# beer« f~Ntaotic, a# a™a &il knom if ~oa are foli.o»iag to#
reports of bueiacaa profits. dswtho## profit# *v a r&##ult f tli# oar and they
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«r* ju*i &« isoeh profits & if ih*/ **r* m&4* during ih® wka* Th* f*ei
tn&t ih#/ *r® noi Mmé» ~ut of orders «*&t cius® direct!/ frota tiia Q&vmmmt
do*« noi Mtgn ih&i ih*/ *»r* moi Ja*t n* faucn *ar profit». Ta* éor**mi.®»i
&*d**>»&riXy 0Qprivmi th* inibii* of toeio™6ii®« or hou*iag d i a&tisig tho *&r
poriod. Ai ih# >»fea* tim«, io* Oov«nuMat «rooi™d ih* pttreh&#Ing p<«<*r for
ih* .«bile to &y hewing and ®ntoas>bll»s Im «di&ttly nft&r ih* -sor. That
Nurcfe&*i»£ po**r >is & 4ir*ct r#auii of is# w sud cf «&r profits* Moreover,
/oti ctmidnH &*0i4 ih* fir*t ad *»000d &od third round of *X&<& withonfe sa
*xc**e profit» i&& io *ff*oi*

Th* n«t rosoli of ih* 2r»>*iyr® r*>*&*v& of *1X th* ««Muti«4d h<&nPn*
of control* i® mor* lofiatio» ©ine* 194% op io d&i«, Ih&B ** imti froo 1?i0
io ih* «od of th» i*or* Th* r**X influii',« *4* noi from IflIQ io 1945 Th*

m i infittila>» ho* do®* wiihio th* poni i*o /«or* with ih* taking off of &1l
of 1h* controls j>r«M&or*ly*

Ko>» 1hi* lari* «ap™Xy of asm®/ ih&i v&* mué&nd doring ih* «ir ma th*

>* *lih «ttich farth»r h&nfe <sr*dii coutld b® provided **r* rery jiot*Ai forthor
i&fFi&tionnry for«®»* Th* tankn a&Y® don® ih«ir Aars io h*ip itring tfaait th*
pr**«at Irfitdti*30HTt 4*v4fipM61| .nd io itiafc *9a&nt ih* law of co&ptnsoiioa
*1X1 »** jo It 1&«t 1h®/ o*y ih* prie*. Too *1*/# pay th® prie® no ®ii&®
or oth«r.

Elrsc® the? m$r ih* &nly lapett*nt &nil*4nfiniico&ry force in&i w® haw*
hfod in ih* ®@*0&a«y b®«» th® ?#d#r&i bud$«i ¢ ih* ocov*tm®»t hs* Colirei®d
fro® %'m public In %dat®>, and ihi« iRoiod** social aec rit/ i«*®», 14 billion
3U0 tfiiiioa doljuyro in *xo®»® of 6owm®» t »spandtinr®** &h*r*&», amring ih*
«or j*rlost th* 60w« iA«» i, il fi**«,! Moiioy erC&fced ih® infini foniary "pr<#*nre#,
foiXooing 1h* r&r p®riod 1h® to*«rasant*& fi*e&i policy h** mm ¢»nii-

infi*il®OM7 te th® ojthoat oi' or*r 14 billig doll&r». Bui daring thin
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period of tim the banking system nullifted mU co*apiftely offset th© ©fleet

of tae ¢ati-inilationary acti n of the govenuaentll fined policy. The banking
system expanded baafc credit and investments, «ihsr then ¢ovejmasnt bonds, by

m amount equal to the debt th® federal ¢ofvenMMttt paid off* The ban&s, in
other wards, created an eseouat of *ox«y Just about a# fast as the Federal
Government, through lie fiscal policy» contracted the money supply.

Bank deposits did not increase, of course, during ihl* period because as
toe ~overn&ent **&d off public debt, the baafs offset th&i operation by a
corre*ponding expansion of private debt,

80%, you say, shy didn*t the Federal A«*#m do «art&inf to stop this
growth of bank credit? Or, perhaps, you saigat say this bank credit aid not
have ¢jay Inflationary effect because It me necessary to order to creai«
production* However« fim the supply of asoaey la the h&ads of those that
would syend it et the and of the *ar exceeded our capacity to produce good«
*»4 services, adding more jocaey to the already excessive supply could not
produce aore goods* The teoney that *as air&aay i& existence was sufficient
to bring about tmm conalder&bl# Inflation without creating «ay ««re bank
credit & &<1* The total increase in our industrial production io not ssucfc
taore th*a $0 per eett over pre-war level®. Som items ««at up to 100 per
cent, soxe ¢0 per cent. The total expansion of food is about « tnird. The
expansion of sojss other items is higher. But on the everage, with ell labor
azeployed ana using all our productive facilities, the increase in physical
production is about =0 per cent, Aereas our aoney supply has expanded by
500 per sent*

Se say itist inflation is due to increased wage«x and increased prices™
That is only pari of the equation. Inflation caaes about first, because the

supply of -Sioney, already in existence, is in excess of toe supply of goods.
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that sxertg m upward pressure on prices* Then, increased wa$e®© c®e about
because of m increase 1» iiie coat of living* The increased ©ages in turn
lead to & further increase la prices* till* resultf la a further increase in
the cost of living. Then in order to sustain the inflation, the bs&k* OXpm4
credit Ond thom profits Hit#»I»® expand* So, ia looking at the inflationary
cycl# you h&ve to take Into account not only increased m*$m Increased
pricesf but also tha increase is the nonay supply tnrou™a iInOr©a”od beak
credit, Ond likewise increased corpore&e profit». It l« ail part of o®
inflatioti&ry picture, &nd there 1«nH ©ayone la the grow# that >»ante ¢;mytalng
dofi® *dth hi© particular segment* Labor objects str«nuousl> to hsvir*g ©ay
wage frees©>» or ©age control©* Industry generally objects to the excess
profits tax or any curbing of profitd* HI© farwer dm&n*t want i*ny ceiling
on prices, but he doas «ant & guaranteed floor over & long period of tine.
He wants © parity guarantee, Ond he has it* The bmkss ssnt to be left free to
police their own affairs ©ad decide »bather or not tbey ©ill extend credit*
They don"t want ¢ny interference or any curbing of further credit extension*
And everybody «©at© tax reduction* Ilverybody got tax reduction* All of
ths various pressure groups got pretty much nhat they ©anted*

there arc, however, large ©egwents of the population that ftfcvmH kept
up with the inflationary pressure®, «ad Ore worse off than they were before
the war* that laeans the aid people ©ho are depending upon pensions, depending
up”™n ©0Tings|] that isetns the fixed income groups mho have ao way of inereasiBg
or expandlug their liicoiée, Ond that weans a great many of the unorganised
waiters and groups who ha?0© been u&ahle to get incfeaasd onsapwsation in

relation to the increased cost of living* 60 you h&ve developing a very great.
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dissoullibriu» *Aong the various income group»e A great assay are being priced
out of the market* They «rs only staying ira through spending savingss by
using Instalment credit, and by using easy mortgags credit. They are thus
getting 60%« of the tilings Unti they could not otherwise get, not out of their
current iaco&o, but to the extent that mortgage ¢nd créait lastalmant credit
is expanding, &Rd savings are diminishing# Avea though b«nk credit a« & «hol»
war* to expand very little a most difficult eitaabUa. is being created for the
fature* Bei*r in mind that is ine ¢(0*a tbs#» »as no inflation la price« from
1944, to 19¢,9* Actually there was a decre&ae is the cost of living, of 10 per
osut* there was very little growth la teak, credit* dut there as» a tremand*win
growth ia las»« on housir,gc la instalment credit and ia the stock «arfcnt* Too
fee people got too sucti of the national income* They loaned it to otnara and
»hen the day of rocke«lag cams, we bad the dsprosai.1l of the 30fs* ih&t ia
going to happen mm the mortgage housing «redit ffella off fro» around 900
minian & montb, Y%feers it a&s ossa running, to perhaps or 400 millicB a
month? Ibat ia going to happen when instalment credit, which ia running at
300 or 400 million a month! i.e.# fell iciatfa of consumer credit, *th<m that drops
downT

I don't say there shouldn't fee &0om Indebtedness, but there allsold not
be a substantial growth In debt on balance* thaaevor debt is growing on balance
faster than the increase ia ©»ployant &aa production, aikkwhea, ft# at present,
we have full employaesit ighd productio»f sfe™t happens shea yon Merely i&eraasn
the volume of credit, ©netlier it la hank credit or not? The fact is that fce
could get & substantial inflation without any further growth in bank credit
merely by an increased velocity in the «misting supply of money, Baring a

period of inflotion aoch as we have today, we ought to have a Iwrgs Federal
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budgetary surplus which is mm gone <«¢gd *e ought to have ay farther growth on
balance, or very little, certainly, in in&tau&ftnt credit Mid la s&rtg&é* «redit
or in any kind of la&x credit* That doss not as=™n that you liquidata what
¢ou bava, but it m*M& thst the growth or credit extended to one group should
not be greater than the contr-ctioa € .4e by another group* There is nothing that
the Fedar&l Raaerve c&a do about tnts* the *a*dOB *hy we cannot stop the
expansion of bank eradit, &nd the reason «by *a cannot put pr«aiurt on I«
because wa c&nnot M$ the buaicta™ systs& acca** to reserves ahich are the banlits
for credit expaaalon. As long aa the amks hold large portfolios of Qovemmeat
©onde, as long as the Feder»! Ue*erva stand* reedy &% the raaidusJL murk»t,
as the* lauiit do# then control has passed fresa ta« centrai bsaak to 14,000 private
baaics>» ladlvidu&lly the*« tanks can elect to get reserves say time they
choose 1O sell their govern»«<ata» Opon «very dollar*s aorth of ~ovaraaent*
that they ¢¢ell to the Federal Saserva, «hich ia the residual is&rkafc, that
creates a reserve dollar for the banking system upon ™ich the fesnking ayate>
as « ahoi« can expsind 16 worth of credit or nea money. So that the eresereial
banka, omIn$ as they do today about 45 billion of 6overament bond** could sell
six H IllG i for example, Mid bave £9 bililotl left* Wpom fcfeat six billion
they »eil# 36 billion dollars of additional credit could be extended. In othsr
nords, iIn tala say they could nearly double the present outstanding volume of
their lo&as* That is «hat the esultiate credit expansion possibility is. There
is nothing the Federal Beserve can do akK>ut it. That is any since 1945 the
Federal Kasarva has been pointing out tfcie dli*s&* to the Congress ia the
Board*a report# for 1945» 1946 and 1947- 1 x»as before the Taft Confitte© teice
last fall, then before the Banking and Currency Cawsittaa of the Senate, then
before the Basair™ and Currency Coia ittee of the Howos* At that tine end again
in aprii 1 discussed tnis ahole question, the report that I mée feafore those
co®»Nitteaa at that time was seat out to all benks so I don't need to cay too
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auch aere on thaft «ubjeefc. The faat it thet tr*e Potont 1™l credit «aich the
b&t&ing «yete® ea& #*tend todd&y is aisaet «itaoui liait*

40a if the Federal fteaerva 3/stea. could us« i1h© pa*er* that they ha**,
*hich 1 reXer to a* the traditional p3wejr*—?eos>le «ccuee ss of eeefdng vaort and
mm paaar mA caatralisut Isa* PaapXa «o0 eay that don't mo* timt they &ra
talaing about* fha Feéerda la*er*a Systm, of course, has «a*™»i9 po*era
to «top & further tank credit inflation right in its tracks, but to do eo *=
vottX4d nave to withdraw from supwrt »f ta« Govemnent «aricet* lie would oeaae
to be thé »sldu™l aturitet for Government bonde* Sow thiLt is wh«t happened after
the laet wat in i$2X* They etappe4 inflation* They reload tne discount r&te*
they denied the b*naa credit, and the- booting' system **s unable to expand credit
because the source of reserves ob w&ieh credit aas fe&ded was deeded to thesu
But what happened to the Government boad n&rfcet? 4 X/2 per c*nt fully tax
exempt bonds »eat do*n to 83, The feasrai Oofvimmmsat ~»id 5 per eent for 90-
day paper on & fully tax exempt basis* Ho« th*t la whet happened. »hat iaul
it f&e today with & public debt of 250 billion dallar*? Tai» amounts to 60 per
cent ef the eatire public ima privete debt combined* A very large portion of
this huge pabilo deist is held by the Ounkin« ayetess &nd the insurance coa™paniee
and the savings t&ifc and4 various fidntlary institutions and trust funds* That
debt an«t be asana™ed, mé eertainiy the long term, tue Z V/i; percent rate, &ust
be protected, leu ausi ask yourselves ahat would happen to 50 eoa« odd billions
of I, ¥ and Q bond# held by the savers of this country if the government r~te
aera géraitt«4 to go up to 3, 3 i/2 or 4 per cent with other rote® in proportion*
Certainly the whole taring* debt structure aould likely be c "«verted* Holders

of the lower rat# outstanding eeaurtii#« —ald mmt to go is end buy the new
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hi~her rats ss&rkst ssearitles* Th& Oovera&e&t «oula b« f&ced *dth ineur-
»ouatabis probimm %& ite essmtiial refuadiag opération#. la tfce asxt Ffive
yedrs> a-om 70 biliio» daxXX&rs of debt f&Ills 4tis. Eow m tle&t de&t be
rsfunded «lIt"aout feay oert&ia «krkti? Se Juet dga*t belisvs it csa* *ad
«du\t «oul-d h&ppsa to the b-ankj if uoveztu&sai bonds fwr# psrsdtted

iasir 0l« XeveX*, ¢ad th» Xsvel, Xst us s«ty# foo he 5 or 10 point© belov the
preseat Xevel?

Js Xubg as the Fédéral &e»erve s&aads ready to support tas Qovernttsnt
bifid sarket, it provides aoiaey for tri® ba&ks to lend» fjteder tac«« clrcumst™nce>
to raies th* discount rate is {saaaiogX««*» So long as the «&«rt-t*m rsts ou
O0overaaentsssurities is X 1/8 per cent or ¢aore ao o™ic 1&¢o0iog to us« the
discount fsellitiss to r«serves* ihe>* will »ali shert-tem Gov«m»«nt
s*©«rtties. Taerefore, to reise the disccrnat r&# is purely académie, i#
have adwcated thai the s&ort™tem {;,ovemasai rate <«boulil 'm persalite?d to
flad it» XeveX la reX&tioa to the i~Ng-t™"m 2 X/2 p«r ectit bat thers
is ao point la letting the short rate 7o U>to the ;soiat enére the Solder>»
eiXl st*rt MlIxiag laa™-tern boads &Rd sejLX thm short* ttis degree to weétidi
the short rate e&a go up le a very sisalX aisooat* «aybs I/0 or 1/4 of X per csat,
aad thea the discount rats Ce» go up &IE#IitXyf but th*t w™uld cert™Nialy he «
ainor «oiti-iaflat Iim™ry ae&surs*

Ee have mgg®%ded ether o»esure» thet “*re aeceee&ry md deeirable a«

w dubetitute for the Yomaltim&l methsd of ré».Uia™ tae dl*comt rete ioid
deanNing tiae fea&k* e aorfcet for taeir E©e«riti*>». Mhet »e ere proposiijf is aet
aore ™ er#it ie ~erely a partiel substitute for the power that hsu; beea los%
and the po«er tbat it mm mmt tsat the sentrel beak shouid hv.ve froa the
tery laceptija of the institutiim* Tod&y the Feder<X Asserve System le un”ble
to perfora* the iuacticm for salak the System «&8e «pssted* It is <« engin»

of iaflsfeioa to-i- f* If the feder&X Be«srvs System did aot esist et ell* if
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it wer# coaplsteiy oat of tik pletore, yo« aoaid &&ve & saidi lo«« .afutWrory
situailoa, beea-aae tbe very f&et th«t It éam &xiM$ the w y TF«cl ihai
it ai ads tnere i0o aupport thé pubile debt i» the baaia for mxXtl.pl« credit
expaaaiea* It l1l« iiaporté&ni that bé&aker* shouid recaci** tkia faci, &&d
ividarataad thé proposti& sf thé Bo”rd to de&l eith ihia problea. Sia earWialy
h*.ye no a*ea to grbid. Oar approach l« ©atirely ofejsctiva. If oer proposti«
&1& noi iha aay to detti eitfa the probie& of credit ihea thé Saltar« akoul4
co®« forth ait& «ama klné of & protra* tbai «111 da the job in «a«« é&
volBBtary aysie» of b&nk credit coairol da*« »et aork. T&a feaeiioa whieh the
««mirai fcanlt me creaied to perfora cert->.ialy e&ouid be re—eatablid&ed ia Cea
forai or znQthnr.

Mo* 1 ot e&ying thai volunt™ry reatr™Int ao»*t «ork ™t all* | ifrlak
it ha« dona exe® good, but it la a preti/ dIffieult forobla» to gei 14,0-0
competitive inatliuti.g$ io «sartiac mmgb re«traiat aac eeif-eontrel to
preveai * furtn-r ovaraH era-dii easMaaloa« It ia a dIffieult ihiag far the
ladlvidiutl b&nxer to d«ay ahai «a®x< io be a perfetti? so*aad and fooi loaa s&ea
«e Kaoaa if he doaaa’'t «ak* It hi« e™apetiior «dii. jet ifch=i losa «reatas
credit, create« saa arney in ex«otly th* <« mMx&r m s*ay other kiad of baak
eredit, «hetder it 1« good or bad. aheri téai doli#r ia enee pai oui io thé
Wromr> eepeeially if it 1« a> *a..usa &id it iaaH tied to & crop that
ia paid off wtiea ihe cfop i« «M&riceied, that desiar ihan beo «e» ¢mrehAClag
po*er for aof«webody elsa a&d aosebedy elae and aoise&ody elee. It 1« ia fche
apeading «tre*» «&ea It 1« oaee ereaied. thé exp&nsi.n of b&nk credit for
Uouaiaf, tfee espansi™a of baaic credit for coasomer credit doee aot iacre&ao
proéaeiictt* fc™t it doas ia toN.latére* S« or saatala tue derv™d for axiatii™

produciioa. thai ia #iat hap™aas. Ceriainiy eoaaisaer credit doea noi create
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my more suto&obiles or any mr* housing« How if yau ere loaning to a f*ra*r
to finish his crop and the dollar tiut you lo&a so®*« kc« to you i€isO the erop
is asriceied, that Is a different tyj-e of credit; or If you &r* lo&ning to &
sugsr tam&my to produce & crop, or to « canning C "“p&ay, or to produo# &
cotton « Opt mA *hm th« erop Is asrksted the loan ia paid, then that kind
of credit is 3«If-ligrixUttlag® Bttt aést of the credit ahich ih® banks it«
extending todi»y is not of that type* k"otwitbstanding the deflationary procure#
exerted by he&vy aovernacnt ta» collections fro®, Juiuary until E&rch counting
to soaethiag ilk® 7 billion dollars, there was on b&l&nce m mpm&im of credit
on the psrt of the baaicing »y*t<m— &s | recall it «&= something ilk® TOO «illico
doll&rs* Even though there «ss 4 contraction ia caMserei&l loau® there *&a
enough expansion in mortgage credit «ad in consusser credit to m&k» m overall
axosasiaa of credit during that period*

| fcould my to you bankers tiut individu&lly *ou .>ye going to ft&e to
t&ke re»I», fislbility for »hat happens ia your b&nfca* There Isa*t a&ything that
c«0 be done effectively on th# p~rt of the Federal authorities to stop or to
curb or to curt 4l or to iafiasaes y ur credit expansion today, Th«re is no
chanca for as effective curb an further bank credit expansion insofar &i the
Federal O”v#roneat is concerned, except paratia*!*«} «o IF I *ere a beaker 1
would keep *fy loans do«® so that they did not exceed, 1 think, about 30 ;j e
cent of zy deperite* As for the 8>vem?aei¢t b:>nds th&t you own, that .«oney
has already been created, and spent* The offset to the deposits that you nave
against gavsnutwait bonds should be held againft the government bonds end you
«should not reduce your holdings of Govarmsent securities for the purpose of
getting ¢ore reserves on snich to sxpand bank credit« Ao» | am spaaki&g in
generiti teras* Certainly in th« consular credit field sad ia the. housing field

I would ba eatressaly restrictive. In the comercid! lending field enere the
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Xo*m « 1li feo s#If-li~uld*tiag=> ife*re ,ii 1« ti*d to produoiioa, so thoi whoa
icrodacii-=a 1# sole. It «1li ilgaid&io iii« lo&a, 1 *oald extma t&gt kiad ©f credit
bec*aso it «1li feoip io austria producilo«*

Ho* | b*v* t«ikod fror« for & loag iélle <«ad I fc™* ras&blod txoano. as
you kaow, 1 dida*i vro..©r* 4 apaeeh feat | ob golag io s&jr sosaataiag boro ih&t
1>» sirietlar off thé record# Itoat X hov* *&Id Ss off, ioo# bai ibis la j&rtleiiX&r,
look-lag to ih* future, is off I record..

fuor* 1« » #i«aieat of yacort&iaty. ift#a”e rodaeed i&ito», rnd ih#
budgetary airplite taoi «e ood &0 ©a *atl~lafi&tiocaarjr f«ctor iIs goa*. 1«
laporitSfii* bui or top of ta«t the jgoymtm&mit h&s octored a progr«>> th&t bit®
*&.«reati? m t«rskinkX p&itfc of eitpoadiug ih# tUiltry eeiéblioliiéoai «ad «orld
qod  iahors"s *e taougftt i&«t Jftor the- budget of 3? bUlica mts protijr hini,
fchi» ecal£if jffer ta* budget o<4~U for * mialiauis. of ££ WLIilrns* *« ®WIfc «b;>u&
ecoaosay la Co*#rasi®sit, we 1&1* «bout cutting .patelle e*p«»ditur«8 &ad «e «r*
eatir™y w&r*&li*tio <wout li, tKtaa th* «foafd tiaat doj r«*lly b* cut is
f&atoetic&lly *fwli* S® long tao militari expeadltare (solch i1aio coaié&g
ye&r 1» 14 bll iioa dolilo™) 1« a* k¢*rge *s It 1», «ad so loag »js thé forol*»
«id progriyfe lo ai* feillioa or over, ihor* 1* 20 &illioa la tea Itemo, oo kmg
m tb* isteresi m ino patelle debt Mo ««»riy 5 X/2 blilioa, mé eert-inly if »e
should do «a«t mom peopie &«x ua to do, tii&l 10, aoo I»0 traditioaul ~uthority
of Ui» Federai &oo#nr® «diadrow fresa ide Oor*immi b.,ad cu”~ei, lai
iatorooi r*t«o io a# oo ta* «e«as of &topyi,:g oradii «paiiai] ioi them Jo
oo high ihfei peonie just «oa*t borro«, or iot th«a go oo aigh thot you c«r-
tuialy »ould stop lafl«itio»— nt»ore *o«ld c-2ot <f oorr/1  i1a«x 7abile debi

/B e

ooai i bo t*Q blllioa doil~r*. “aythla® tofc you do tosrord» iacroaoi. g Th# cosi
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of enrryiag tne >ub<,ic debt— «*»ea 1 per cent on ta» outstanding ublic debt

le ¢ 1/k bil loa a year, ma If you increase the overall cast of currying

the -ubile debt the budget «onid go up 1 1/2 billion 4 yo.-r# so you see you %R*t
véry «eli cut the cost of carrying the public debt sa that frost.

Tu* dretoran*l sdii progri,0— &sa tuero sees to be no politici®™»« la *ny
p&Mty 1to* w<mM Ovm érmm of not voting for practically every veterans* program
that « MM before hi»— ¢d you have a votarono* program, of over T billion.

Tou have there between 3a and 33 biliion dollar* in absut £:::r Itoma!

i© all «ant public roads, we want ronlft&stiua* and a greet isany people
»Mit the f&m aid” progr&fj they wsat to gu&r«nte« parity payasente ta farmers,
««a that costs mother substantial amount of miiseyj so th»t as *,4 look the
tMO4&& over y-su b5j¢?in to see that to long s you have &n «xpandi, g ailitary
program mad m expanding foreign old progra#, tnere isn*t very mch hope of
further cutting the budget* There le an indication ¢jd an expectation cer-
tainly on the part of the aiilitary and certainly m the part of the people
who are «¢treme internationalists, that the budget by 1950 will, reach &t least
50 billion dollars. There is an expectati n that the milit«ry program Mill
a» expanded within the next t*o year# to *0 billion a year* Itw* if *e have
any such expansion of the nilitara or foreign aid ¢ rugr*» and «;¢hag with that
you get eotae further inflation, then of course that ‘4oann further appropria-
tions by the Oovernaent to count«r-bslsitce the Inflation# Congres* has just
passed a bill that »111 cost a food isany hundred million®, to taise care of
Civil Service employees of the Oovern&e™t, to give fell of them eoa» 300 odd
dollar» to help ovoreo*» the increase in the cost of living. |If we are going
to be realistic about the future we h&ve got to find a my of bringing about

& basis for po*e# in the world .,r«tty v-ulck. Ae cannot carry -ut «n ccpandlng
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ailltary progrm tfeat hm no temiaai point, a mrié *id prvirm tfe«& ha*
no tc-rskiagl >oilt T*lihoy& «reekia# ur damestle acono&jr ait e,-.tely oa the
rocks of taflatlaa or «ithvut ispotia# duriai c¢aaeatiSE* & a&r»e*e ef aoatrala
tha& woald a&va ta be wiy amb «ara <*&»**lire tas» uijrtaiag m evor -Tmm
dariog ib# war.

®p¢ thosa se*»> to e to be ta* feerd alternative™® vith x»tileb a© «#
a<'-afroiftod* |i ia oaiy natsrol for -ay bur*&ueréacy, fafti«r il U @&tLifcsjr
>r ««v ofdh*fT, or abetber it 1* & priir*te orgMtl&atioa, aitli ImsMi a&iur* &*
it 1«, to *ast to f®t biffer «ad b«tt«r* The liavy, aiw, «ad Mr fore« ««ver
tri** to fi&d **ys «ad ad«<ze of esrblg or cattlag c* red eiag ex#«Cditarel™
Tb*Ir Attitude tma «dwaya fecen a# of fi&dlnig *«y& &»>d aa&a# MU juetific™tl «
for eap&aelotu It take* elvlli&as to curb tftfet fclad of actlvity. C*rbalaly
tae forelga OovmnMats, China «ad ta* reafc of them mrmit ;olag to fi,4 way*
&ad of redueiag their deseaad™ upea oar U..v«rasteai* Thej *r® golng to
try io find *&y* mO mmm of Justil/l,g afi4 gettiag &1 tb&t they e*>»
poeslbly £t* And so it i# «lia the v#t*r*nt &ad «itb *v*ry®a* al**« Th"™ ldaa
of & prograa oa tho part of ta* sllttary tbfet w <«*11 & defeaee progr&a, or
a »rfsfor*d»ebs jnragr«™>»> «aea* to ne to b* fmuaght altb & good de&X of k&»gRr*
Il w* &&d & $ragraft of ~rajsared&ea* for offensive ruiner tii* & progroa for
defaaeive purpoaee It »ould b# aaoibor tbiag» frep&reda~sfc i# a relatlva tii?af*
Beeplto b*#a ea”™eaditur™* o w a perled of yeara wa my flad tH-it m &r« laae
prep»red la rel&tic™i to foanla tb&a «# are tod&y* Certaialj the Srltiea «id
tha fronca -mr* botter procréé to da&l wlt& HItTar i1a *34 &ad ftlLljr adaga&te
to éan™l *1th bi». ia *3>, but la *39 thojr wer# ua”™blo to deal «lIta aia. tfim
tha J&p& aeat lato Maaeburlii *aad bro™» the i1iaa-"awor pact »a wer* «ell ~r“Miraé

to erforcO th* jMtaeca, but «@*o. tiiaf etruek us &t Faarl ftarbor, altaou”™ a*
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were mch bitter prep&red whea they struck at Pearl Harbor than mm they
aaat i1ato M&achnria, relatively & war* leas prepared,

A praparttfeaaa program for sefaaa*, if tt aaaas anything, &s
araaaeat race, «ad «a «xwMMBt raae has always ended la war. la war the
democracies never strike first. la the next war the country that strikes
first will have ui advantage possibly superior to the- coaatry attacked,
a® aattor shat the preparedness is, w&ea there $ay faw so «««i thing as &
preparedness ar a defense against taw atimia bmfyjmd those who strike first
»i“nt J4t «a end to the country they strike, and all yoar eJaart at pra-
paredeeaa a&y ga to naught.

et &re fwot living la a *sorld or dealing with a »0rid of old school
military prep&rwdae&Sf, «her« /oa have plenty ~F tiste, suds & *as true in the
past. iabady doubta that if we get Into another war, it la going to be an
atomic war* It will be a mr where the m® tfest strides first will &&ve *
Ywry superior advaafcaga# It «mu to aa tn&t we are being confronted «l1th the
uapXea&ant alternative of & regimentation of the domestic eauavsgF* »hioh la
itself would destroy the aery thing th&t our military preparedness is designed
to s”™ve, or an Inflationary dewwlapfitmt that would likewise wreck or destroy
our systeau

la a friend of alaa said, It do#sa*t sake mch difference whether yoa
*re destroyed by y ur eaa&y or destroyed by yourself, the destructi- -a »ay be
Jast complete either *ay*

fcblle we are vastly oettar prepared or could be within a vwry short
tine, than «ay potential eneay, our pasition, It seess t>&e, shoald be used
ssuch jsare aggressively than it is iil the safaraegieat of the pea®«, even thoagb
you risk getting Ini®© sar yoa h&d bettar nave sa offensive prapsredaasa with

¢a and point in sight that you are prepared to carry out than & drifting
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Progrés Of & daf*riaiva prapkradnaaa aitheut a taralTi&l [Mut* lan"t it batter
to t&fca ttie chance of gattini; thé r«r ahila you &ra b«tt r “ra-pt.rd ,-d chooslag
your oa tlaa thaa to a&tt md lat tha othar falXoa ehoo&a tha tl&a wniia you
art* $iiarpily aittiag fey and «ftlting.

It la aMarast, 1 am m*rof to ail Ot u* taet tha tlaiiad fratio& has turaad
ont at ta» jr«aaat ti®e t&# ba l&rgaly & aaap box. It l« inafffeiiv?*. It le
ayp&ragi to s that feagai& la t&dartaiciag to aabat~fe avary affort wa ara
«afclr.g;gha waatara danocraciaa alaaahara in tha aorld &3 la jxakjjlg
our f~rrelp ald program, *4 «ili coatitwa to do so, ©ach laaa affatila# than
It othar*?taa m8g baj that it la golaf to ba baair pturpoaa to zaka It aa«®tial
for us to continua indaflisitaly, ftlthout a t$rainai point « foralgn ai€ progré&au
IT thay ca™ «io by forcing os to araafc our daiaeeratic syata» aither sn tha
rocks of inficiali or ui®ao tha rock» of & totalitaria» ragtzantatioa to >raa«nt
it, that 1» juat aa affaciiva as it aouXd ba any othar xty, &ad «ucfc ch»aper
for &u$i&.

Saw wa had teatiar ba pratty raaliatic and not ahut our ayae to tnas« un-
pXaaaant ailtateativaa, «j4 it asa* to m that la Just «bout aliai m ara doing.

In gatti&g back no» to ahara 1 striad, thia ganaration of mia« h&s &ada a
pratty completa ftilara in tha caat* Aa 1 sayf ae aad ta® aorXd asra «ithin tha
apaca of (5 yaara. Cas# aas not sncngh. And aa dad ta®© depressione« fa# osa of
tha aQfs midi m ihoughi «aa orati/ bad, tad&ght ua nothing and »a aad to h«Ta
tha 4avadfeatlag osa of tha 30*® and It ssasts ta na that «a &&ra Xaaraed llttXa
or nothlng fros tha paat» Judging frosa tha pProgram that io fea diaaufeaad for
tha fntur.

I hata to and upoa a nota of afe&t sii.Nit appaar to ba di»cour, MaaiBnt, but car»
t&Inly auiaas aa faca tha raalLltiaa of lifa, tuilaaa «a ea&™a t« ba foXi”inaa, «a
hara vary XittXa ~»«nea of doU-g «ay battar in tha f«t«4r* th«n aa htva dona in tha

past*
I th&ttk yon.

(Standlj» appiltuaa}
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