0 NEW YORK STOCK EXCHANGE
P Eleven Wall Street
Y New York 5, N. Y.
EMIL SCHRAM
President October <3, 1947

Dear Marriner:

Your concern and that of the Board about inflationary developments
is certainly shared by me. You have urged greater production, to which I
agree whole-heartedly, as the one way of effectively combatting inflationary
tendencies. Since a substantial increase in the hours of labor seems to be
out of the question from & practical standpoint, your attitude must lead to
the conclusion that additional plant capacity is required to make this greater
output possible. To be perfectly frank, it seems to me that whether or not
business should enter upon capital expenditures is for business alone to
decide.

We have been studying the effects of new financing on the capital
markets and, as you can see from the attached tabulation, the common stocks
of even the largest and soundest companies suffer almost invariably when
equity financing is attempted. 1f the financing is to be done entirely
through bank loans, because of the unwillingness or inability of investors
to take up these new capital issues, it means that we are committed to a
policy of financing through debt alone,

Bank loans, according to the latest.weekly statement of the member
banks in ninety-four leading cities, for the purchasing or carrying of secu-~
rities other than United States Government obligations, amounted to only
$486 million and similar loans made to brokers and dealers amounted to but
$536 million. These classes of loans are about the only ones which have not
risen very muterially in the past twelve months.

Yiith reference to the statement that this is not the time to encourage
the growth of credit or expansion in the money supply, I must confess that
unless the Board believes that business will not make loans - and this is
not in keeping with the facts - its policy in reality is fostering additions
to credit and the money supply. 1 sincerely believe that the authorities
are cnasing rainbows in their attacks on the various symptoms of present-day
inflation. You cannot draw an iron curtain around each and svery sector of
inflation in an effort to isolate one segment of the economy thus affected
from another. It is my contention that drastic margin requirements have
driven an important degree of speculation, which is inherent in our system,
from the common stock markets into our more volatile markets, directly in-
creasing the cost of living to the masses of this country.
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With any increase in equity financing, loans to underwriters and
dealers would increase, but such loans are generally made only for the
very short period between the time the underwriters pay the company for the
issue and the time of sales of the equity securities to the public.
Personally, I do not see any objection to any such temporary increases in
bank loans.

Lower margin requirements, by encouraging equity financing, in my
Jjudgment, may lead to the use by investors of part of their savings, thus
diminishing the need for bank credit.

Historically and logically, I do not believe that a 50 per cent
margin reguirement can be termed "low". If the Board wishes to attempt to
curb inflationary pressures by qualitative credit controls, it would appear
that other markets and industries obviously need more attention than the
capital markets, but this is a matter of central banking policy and beyond
my field.

With kindest personal regards, I am

Yours sincersly,

(Signed) Emil

Honorable Marriner S. Eccles,
Chazirman of the Board of Governors,
Federal Reserve System,

Washington, D. C.
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