
Date Jan *____________
To Miss Egbert

^ o m  Mr* Kooh__________________________

MESSAGE:

I have read this oorrespondenoe and 
material with some oare# I think Miss 
Harris has adequately answered not only 
Mr# Pew18 but also Mr# Cortney* s re
marks# I would have no additional 
points tobring up# Therefore, I would 
suggest that you handle this new letter 
merely with a grateful acknowledgement# 
I have also had some personal oorresp
ondenoe with Mr# Co rtney and know that 
if you don't take the inititative in 
stopping a series of letters, it will 
go on indefinitely#

BOARD OP GOVERNORS OF THE FEDERAL RESERVE SYSTEM

Message delivered by
F . R . 4 6 8  
R « v . 1 / 4 7
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December 6, 1950.

Mr. Pnilip Cortney,
730 Fifth Avenue,
New York, Hew York.
Dear Mr. Cortneys

As I advised you in my letter of October 
20, which was in reply to your letter and enclosures 
of October 13, I have had our Research people go 
over your material ?md give m2 a memorandum cover
ing their coaments.

Thinking you may be interested in the staff 
memorandum I am enclosing a copy of it for your 
information.

Sincerely yours,

H. S. Eccles.

Enclosure

Vidls

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



December 27, 1950

Mr. M. S. Eccles 
Board of Governors of the 
Federal Reserve System 
Washington, D. C.
Dear Mr. Eccles:

I read with great interest the comm®ts of your 
Research people on ny letter and enclosures of October 
13th. They spent perhaps too much time on Mr. Pew' 3 views 
instead of dealing with the issues raised in my letter of 
August 28th to Mr. Earl Bunting, a copy of which I enclose 
again. I am also sending you a recent speech I delivered 
in Chicago before the Union League Club.

My New Year wishes to you are chiefly for your 
health. I am afraid the communists have suspended the 
pursuit of happiness, at least for people who have brains 
to think and a heart to feel.

f

Philip Cortney 1 if 
Ends.
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Mr. Schmidt 
Gov. ZccleB

December 6, 1950,

I have just gotten around to going ov^r the summary 
and critique of Cortney, Bunting, Pev correspondence, which 
was prepared by Miss Harris of the Business Finance and Capital 
Markets Section. I *ta 3enaing & copy of this rcemorandum to 
Hr. Philip Cortney who sent me the material on whicn Kiss Harris* 
consents are raa.de.

I wish you would advise Miss Harris that I feel she 
did a very able sumjsary and critique. It indicates to me that 
she has excellent qualifications in hor field. I want you to 
express ny appreciation for the effort she put into the memo
randum for me.

Tidls

cc Mr. Ralph Young
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BOARD OF GOVERNORS
or t h e

FEDERAL R ES ER V E S Y S T E M

Office Correspondence Date_Kovner. 2,1950
T n Governor Eccles_____________  S u b je c t; Summary and critique of
ITfom Mr. Schmidt ___________  Cortney, Bunting, Pev correspondence

The attached summary and critique of the principal points 
developed in the Cortney, Bunting, Pew correspondence was prepared 
by Miss Harris of the Business Finance and Capital Markets Section.
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BOARD OF GOVERNORS

FEDERAL R ES ER V E SY S T EM

Office Correspondence Date November 2, i9?o—
Mr• Schmidt ___________ Subject l_ Critique of correspondence

between Philip Cortney,
HW w  Miss Harris________________ ________Earl Bunting and J. Howard Pew

1. Summary of correspondence
Among the more important points developed in the correspondence 

between Philip Cortney and Messrs. Earl B u n tin g and J .  Howard Pew are the 
following:

(a) Mr. Cortney maintains that the consumer should receive the 
benefits of industrial progress and of increased industrial productivity 
through a prompt reduction in the price of the finished product.

Diversion of the benefits of advancing productivity to a few 
restricted groups who happen to work in highly mechanized, high-wage in
dustries, as provided for by the recent General Motors five-year contract, 
brings only short-lived benefits. This contract, which calls for automatic 
annual pay raises on a basis of rising productivity and includes an es
calator clause providing for further pay increases commensurate with any 
rise in the cost of living, is an inflationary force in our economy for 
several reasons.

First, the psychological impact upon other manufacturers or 
traders, who do not enjoy the rises in productivity typical of the highly- 
mechanized automobile industry and who cannot therefore afford to pay 
wage increases, is bad. Second, the example set by General Motors spreads 
to other industries, thus paving the way for a vicious inflationary spiral 
wherein too much purchasing power and money are used in bidding for too 
few goods.

(b) In addition, Mr. Cortney fears that we are in fact living 
off of our "accumulated fat." .'That is, the presence of huge amounts of 
plant and equipment in our economy, built and amortized in the past, 
makes possible our present large rate of national production.

The present "illusion" of high incomes and production, it is 
contended, would disappear if the plant and equipment required to sustain 
our present level of income and production had to be built or amortized 
at today's high costs.

(c) Mr. J. Howard Pew disagrees with Mr. Cortney to the extent 
that he feels high wages and new wage demands are the result, not the 
cause, of inflationary pressures. Fiscal and monetary mismanagement, 
which stems from the period of the 1930's, is instead believed to be the 
basic difficulty.
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To: Mr. Schmidt - 2 -

According to Mr. Pew, the Government has secretly confiscated a 
large proportion of the savings of the people by taxing them on inflationary 
profits and incomes that were never earned. In order that our money will 
not become completely worthless, we must fight for a return to sound credit 
and the gold standard, for interest rates free of control, and for taxes 
high enough to balance the budget.
2. Critique of correspondence

Much of the material in this exchange of letters, particularly 
that which pertains to the short-range problem of how to avoid further in
flation, is basically sound.

(a) For example, the point that greater-than-average increases 
in productivity in a particular industry should be transmitted to the con
sumer via price reductions is correct policy at any time, whel̂ er the prob
lem be to combat excessive or deficient demand for goods and services in 
the economy. The American consumer is enabled in this way to buy increasing 
amounts of the products of American industry, and to enjoy a continually 
rising standard of living.

Wage increases at the present time, by adding still more to in
dividuals' incomes, swell the demand for goods in short supply and drive 
prices upward. Therefore, the wisdom of the §eneral Motors contract, with 
its escalator clause tieing wages to prices, may well be challenged.

(b) On the other hand, the view that we are living off of our 
"accumulated fat” of plant and equipment, and that our current high rate 
of production and our recent prosperity are both illusory, is questionable.

It is axiomatic that a society which is heavily endowed with pro
ductive machinery and equipment can enjoy higher levels ofireal wages and 
a better standard of living than one which is not so equipped. The pro
ductivity of the labor force— output per man hour— is much greater in a 
highly mechanized or "capitalistic" society than in a society which has 
few machines and relies primarily on human muscle. The prosperity of the 
capitalistic society is by no means "illusory,” unless the machines which 
make it possible are allowed to wear out without replacement.

There is little conclusive evidence that we are failing to maintain 
and replace our productive equipment. Business expenditures on machinery 
and equipment during the postwar period 19 5̂-50 have been at peak levels—  
in physical as well as in dollar terms. True, replacement of worn-out 
machinery and equipment lagged during the depression years of the'Thirties 
and was deferred during the war years; nevertheless, we have erased much 
of this backlog of deferred replacement, and of demand for additional 
equipment̂  since 19 -̂.
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To: Mr. Schmidt -  3 -

The ability of large corporations to finance expenditures for new 
plant and equipment out of retained earnings and through the capital markers 
has probably never been so great as in recent years. Small business con
cerns may have been somewhat less successful than large ones in fulfilling 
all of their capital requirements, but their difficulties relate more to 
the distribution than to the aggregate growth of new plant and equipment, 
and were not considered in this exchange of letters.

(c) Finally, monetary mismanagement, deficit spending, and the 
growth of the public debt during the 1930's, do not explain the current 
upward pressure on prices, as Mr. Pew seems to believe. A dynamic society 
is rarely in balance. Deflation occurs when business firms and individuals 
do not spend enough money to take from the market all the goods and ser
vices which are produced. On the other hand, inflation occurs when the 
combined demands of these groups are too great for the supply, and when 
the quantity of commodities being produced currently is not great enough 
to satisfy everyone's wants.

Specifically, expenditure, taxing, and borrowing policies of the 
Federal, State and local governments should be varied so as to promote 
economic stability and to stabilize total demand, according to.the re
quirements of the economic climate. Tax reduction, deficit financing, an 
"easy" credit policy, and an increase in public outlays on well-planned, 
worthwhile projects may help the economy to overcome a serious depression, 
such as that of the 1930's. Similarly, to fight inflation, we should 
raise taxes, reduce Government expenditures, retire the public debt through 
the use of a budget surplus, and restrict the availability and increase 
the cost of borrowed funds.

Mr. Pew's "do-nothing" approach suggests a return to the laissez- 
faire economic policies of the Nineteenth Century, with its dependence upon 
the functioning of the automatic gold standard to correct price-wage and 
all other economic maladjustments. The idea that the current large volume 
of individual and corporate savings, which is generated in a high-level 
full employment economy, is illusory is also a part of the doctrine of 
that age. Prompt use of compensatory monetary and fiscal policies, pro
perly timed, will protect the private enterprise system much more effectively 
than would a complete negation of all economic tools developed during the 
past fifty years.
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