In an effort to assure a high level of national income in the future
the Administration hos set up two objgctives which seem to me of cardinal
importance. The first to which it is comuitted is the introduction of
stable money into our system meaning not that the dolliar should necessarily
be defined as so:@any grains of gold and thefefore the price of gold in

" terms of dollars !ﬁ’gtabilizedybut insteadigiable money is a money whose
purchasing and debtepaying power shall not fluctuate violently from year
to year or undergo a significan§ variztion over a long period of years. As
& corollary to this position it ;2; re?ognized that we have undergone a
period of disastrous deflation and in order to establish sisble money upon
an eguitable basis we must have a rise in the general price level. The
second objective is to obtain a condition of full employment for all members
of our society who are zble and willing to work.ZlIhe President himself has
pointed out that our greatest national loss is the waste of human resources
through unemployment and has aptly stated that "But as for this country, I
stend or fall by my refusal to accept as a necessary condition of our future
& permanent army of unemployed."v:7

In this survey I will indicate how closely the control of money is re-
lated to the volume of production, employment and nstional income and to
outline the policies which if adopted woulcd best realize the objectives stated
above. ObQiously in a short presentation of this type it will be impossible
to support with elezborate demonstration all of the statements and cloims
made. Many of the subjects discussed are highly controversial, but I think

the weight of evidence is accumulating as time proceeds which indicates my

apuroach is correct and I will be glad to offer more deteiled analysis to
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The Situation With Hegard To Production.

In the United States we have tremendous productive facilities and
nztural resources which are availsble to create a greatly increased output
of goods!but our factories lie idle and unused. Moreover, we have a skilled
supply of labor but the rmerbers of this lebor force are unemployed although
they only welcome the opportunity to work and to receive an income to buy
the goods which they have proved themselves so willing end anxious to consurme.
Our society as a whole has solveq’to a remarkable degree/the probler: of pro-
duction and continually the fertile brains of our technical staffs are intro-

MLA'«L
ducing new methods and bringing out new inventions that would ikprove our in-
dustrisl processes end eguipment sc thet rmuch larger production can be realized
with 2 smeller outlay of effort.

Paradgfécally‘ggpugh while men are walking the streets in search of non-
existgpt jobs we find many observers who tell us that the way out of the
degression is by hard work, ebstinence ard ssving, end who seek to deel with
trhe econonic prohlems of today with en anslysis which i snrlicable only to
en economy in which all of the fuctors of production are fully utilized. If
our trouble were due tc fenmire, war or scarcity cf materiel snd humen re-

e 3
sourc?g,then the only way thet we could expect to increese our natioral in-
core #ould le by s&v?ng, b, herd worx =nd by the develoyment of new technicues
eof production. Butaccnditlons ar they esre, we girrly need sore kind of e
device wnich will bridge the gar erd stert the economic systenr in operstion
egein. After five yesrs of thé most cdevestatirg depression we have ever.

knowr. we should be convinced that recovery cannot te esccornlished along the

lines whicn the orthodox gnd conservetives udvocstie.
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hegerdlers of what were the irnitiating causes of t?é depression, it is
indeed hard to over-rate the part playeg bw'éfney on jhe downaswing bﬁcause:r
the destruction of deposcits and thg inemeesed—swzwime by the holderl of ‘thes€
depogits which rersined are arxong the most important factors in carrying us
into the depths which we fird ourselves and it is only s conjectfégtgé to
woere we right have drifted if vigorous actlon by the Adrinistretion in head-
ing off the szlmost automatic defletion of bank loenrs ano denosite had not
been teken in the period subsecuent to ksreh 1923,

This process of defletion as it operstes through the barking s. ster hze
long been recognized end corrented on by the nore enlighterned ronetary writers;
but Lusiness ren, bankers,vaﬁd econoriste generally have never understood its
importsrce in decreasing the volune of busiress sctivity, the eﬁount of em-
ployient end the level of netionzl income, Thisg ricconcertion is nrobebly
teceuce money has been thovght of rerely as-a rmedivr of exchange to effect
transfers of goods and cervices between producerz without reslizing that the
operation of the money system has s tremendous cEE§§; influerce upon this
rroduction and upon the distribution of wealth and ircowme arong the rroducers
of it.

A curtsilient of the supply of money would not he dissgtrous if all
prices and costs were curtslled in like amount an¢ if no apprecistle time-lag
were rresent. But to expect this to heppen in our ecororlc system which has

develorec so meny rigicities in its price structurg,is not to tezke a very

P

"

: e e R R
realictic viewpoint. IlLany prices are fixed bv law,i;uch ze reilroed retes
end nrices charged by the verious public wvwtility industrigé?and these move
vrwerd end Gownwsrd very slowly. Resl estate and certesin other taxes intro-
cuce another coct which is not emensble o easgy adjuctrent. Other prices
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are cget by monorvolier or -uecvi-nornopolies and show similer irrobility, while
others, like interest rstes, ere set b long term contract ard only a default
or receivership can change the amounte r2id., There are meny vrices which
become customery and these do not very readily. Wage rates 8lso show a strong
resistence tc chenge. UNoreover, prices in fields which are domineted by
lefée enterrrises,although nominally competitivifare prone to very slightly
in face of changed conditions of cdemend. Under these conditions a contraction
in the surpl;” of money and/or = decrease in its velocity of circulation exert
& very disconcerting influence upon business ectivity snd employment. When
cortrzction has geined romentun its influence is felt greatly in fields where
market forces perrit large ard repid price changes, notably in highly com-
petitive industries in which there sre a la&ge nurber of rroducers engeged.
Thus the purchasing power of such producers is curteiled end their demend
for goods end services consequently declines. The industries of relstively
rigid rrices feel the effects of & smeller demsnd ancd reet this situstion by
cvrteiling rrocduction and cutting costs, which meens that ren are thrown out
of jobs, repairs and replacerents deferred, sslaries cuty, and = general
tightening up)with a reduction in their mone; outlays. The workers thus
hrown out of work cennot obtein emrloyment elsewhere when 21l industries
ere following a siriler process. Thus their demand for =ll goods end ser-
vices declines, sdversely effecting producers of ccnsuners' goods generally.,
As prices continve to fall and incores continue to sghrink the loans and
investrents of banks become of dubious vesiue end certein wesker banke in
gtriving for licuidity bring pressure upon the whole benking system and the
defletion of bank loens and derosits is irtensified., OSore barks feil and

runs are precipitated upon others as depositors begin to cuestion the ebility

of going institutions to meet theilr deposit lisbilities. All banks, weak and
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strong elike, feel the effects of this forced licuication because in efforts
to gain licuidity 211 banks ere losing cash end therefore must either borrow
from the Federszl Reserve or curtzil losns. Borrowing at such a time is con-
gicdered =z sign of weskness ond is only resorted to when the security markets
becore corpletely dermoralized., Government credit is weakened as the banks
waich normelly consider their Government securities the most licuid of all
investrents stert selling them in en effort to gain funds tc meet adverse
cleering house balences and the demands of their depositors for cash. Thus,
the process gains nomentur ss it proceeds with cumuistive sdverse effects
vron business activity, employnent end »rofits. Incidentally business
"econfidence® practicelly venishes in a period of rarid deflation as business
glides through one after snother of the so-celled "rock bottoms of licuida-
tion", All tbe time that thies process is going on the orthodox are insist-
ing that we are simply undergoing £ "healthy" liguidation anéd this is nec-
escary slthough peainful before a "sound" recovery can take plsace.

During the early years of the deprecscsion while a disastrous type of
defletion wes elmost continuously in evidence we witnessed a Federal Reserve
gyster suppesedly entrusted with the resronszibility of ronetary control
watch the wholessle destruction of bank depocits with a complacency that
wculd be ludierous were not its concejuerces so seriouvg. Beyond o feﬁ
poorly-tired oren-mesrket operations little was cdore to relieve the benks or
to halt the defletioner; process. True the Federasl Reserve lowered re-
discount rétes but these rztes are of no significance when there is no in-
centive at 211 for the benks to borrow in order to increecse reserves to

permit an expansion of bark denosits throvgh an incresse in bank loans and

investments. In these deprecssion yesrs, the only tire that benks sought
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accomnodations fror the Federzl Recerve was when they were losing cash
through currency being hosrded by a frightened public, or when gold was
being exgorted from the country in large volume. Under these circumstances
it would not greatly matter whether rediscount rates were high or low.

The Government then in power took an ecuslly inactive position and
outside of a few half-hearted gestures towards stopping the rapid contrac-
tion of money ané netional incore let the nrocess proceed unchecked. In
fact this Government followed, so far &s it couvld, the philosophy that the
orthodox are segyirg we should adopt today. Every atterpt was rade te curtail
Government expenditures in a futile attempt to balance the budget. The gold
standard and "sound" money were raintained regerdless of the cost to the
country as a whole. Everything was done toc bolster up the confidence of
the congervatives by assurances that property rights and freedom of private
initiative and enterprise would be preserved. [;here was no fear of "regi-
mentation" but yet affsirs drifted from bad to WOPSG;:K

In summary, this deflation of money has placed us in a situation where
derosits are sbout 30% below the levels of the prosperous years of 1928 sand
1329, Even more significant is the fact that velocity of circulation of
the reduced deposits is approximately 50% less than the average rate of
turnover in the years under compsrison. Our probler therefore mainly re-
golves itself into adopting policies which will lead to an ircrease in both
the volume and velocit of our money supplies whiie avoiding rmeasures which
tend to invoke a curteilment of money end to increese the disposition of its
owners to keep it idle, becesuse incressed prices and increased production
and employment cen be maintained only if the effective money supplies expand

concurrently.
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What noliciegs should be 2donted now?

In discussing whet setion shovléd he teken todey I 6o not wish to
winimize the sters slreedy taken by the present Admiristration. Iost of

ther have been justified by experience end unguestionably the situstion is

raterially better then in kerch 1223, The barks have been strengthened

A ]

by Governrent =2id, while deposit insurence bhas built up publie confiderce

go there is no fesr of disastrous bank rure in the imrediste future. The
devaluetion of the doller with tne gold rrofit sceruing to the Governnent
essures thet no concern need be felt in the recote furivre that incré&sed
volu;e of busiresg will put rresmure szgrirst the rone) reserves. Pressure
of im-ediate credit contrsction has been forestslled by the building up of
large excess reserves c£g morel; has rehurred from circuleticn, es gold hes
been imnorted, end es the Federel Reserve increased its noldings of Govern-
ment securities. Thus the moneter; roliecy has successfully relieved any
worries thet the money svster might be prevented from suprorting recovery
by the difficnulties rresented by arbitrary legal reserves. Nor, as I will
point out later, do we need seriously fear an uncontrolizble inflstion or
in the event of too rapid expansion of the money supply we have adequate
rethcds et our commend to control the situation provided the are intelli-
gently epplied. MNoreover, the Government has vrovided essentipl refinencing
to a great number of privete individuels, business enterprisec, and firancial
institutions end the accormodations and lower rates thus obtzired have been
highly beneficiel. The Hoveing Act hac provided the beginrings for the
deﬁelopment of sound home rortgage financiné in this country. Other refornms
such as minimum wages, abolition of child lebor, the Securities Act, and the
Stock-exchange legislation have been desirable in providing a sound basis

for recovery elthough in themselves they do not produce it.
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To prométe rapid recovery however, we rust strive to incresce employ-
rent for it is only by greater production of goodsg znd services that nation-
»X reel ircore can he increesed. I do not believe this csn be accowplished
throuéh any reans except those which inerezse the totel money expenditures

3

of the community as & whole for goods and services. We right have on the
one hané & decrease in saving ana an increase in the proportion of current
income which is spent for goods and ser%ices but this is slrmost impossible
for the great mass of the sverage individuels who obtein their incones
fror salaries or waces. On the other hand the available cash finds of
cerperetions or individuels of large resns tbat are now heid ir vast amount
as sterilized balences in benks might be used in such a way as to provide
C

ermployment of lebor and thus find its wa; into spending, or there might be
an increase in the totel rezns of payrent through en expznsion of bank de-
posi?s,as the result of increased loans and investrents hy comrerciel banks.
However, both of these ere impossible to olbtein if we are to rely on ther
to spontenecusly esrise from the normal operstions of orivate busiress enter-
prise.. Business is unlikely to spend or to horrow either on short or long-
tern until there appears definite prospects of profits and on increaced
rolure of ssles. Only after business activity has sterted to improve does
“econfidence" return in spite of 2ll we read in the journals of Wall Street.

Under these conditions the Governmert is the only asgency that can
recscnably be expected to meke new expenditures of funds that will go dir-
ectly into the hands of spenders and will move throughrthe econonmic system
through purcheses of goods end services, snd thereby incresse sales, pro-
éuetion and nationzl incore. In order to augrent Federal expenditures in

ways that will mocst directly increase ermployrent both in public and private
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enterprises I suggest the following programs

1. The pvblic works apnropristion should be substentislly in-
creased by, sey & or 3 billions of dollsrs. These funds should be made
aveilehle in loans and grants to cities, counties end States for projects
thet they would submit for approval. However, I think 2 larger proportion
ghculd be cede in grants, say 50%, or if necescary two-thirds of the total
costs in order to provide for more rzpid svending. The applicstion ap-
provals shovld be made within e limited reriod of tire which might be de-
terpined b, the President. In order for loans and grents to be approved
it should be stipuleted in the contrscts thet the rrojects will be cowpleted
end the funds spent within oné year after approvel. This would insure rapid
spending and the letting of contracts on a basis which wouid insure large
erployment of men. l

2. A nmore intensive program for new housing shouvld be developed.
There ere two fields here that should be corcentrated upon. First, the
construction of new homes. A considerable volume of new building right be
prorcted b a subsidy of some percentege of the cpst of construetion, say
not to exceed 20%. This prograrm might te limited to 2 totsl subgidy of
500 rmillion dollers which would be paid by the Federal Government on the
new hores constructed under the mortgage insurence section cf the Federal
Fousgirg Act. This would enable the Government to have a check to determine
whether the funds were sctuslly being svent for new construction. Here
agein it would be wise to grant the subsidy only for construction that was
bégun within one yeer. Second, low cost housing vprojects on e larger scalé

should be started with sctive Governnental support. This right be done by
{

having & Government corporetion estsblished which would have capital stock
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sufficient to finence not less then 40 to 50% of the cost of the projects,
the rest to be provided fror the gale of bonds by the municipalities in
which the projécts ere loccted. In order tc obtain decentrslizetion in

the mensgement of the housing fecilities the leasing of the units should

be handled by locsl administration end the income received from rents would
be used to pey locsl texes, interest end to provide retirerent for the bonds
issued by the cities over awpericd of, say 20 yeers. The Governmwent itself
would receive no interest on the part of the cost which it provides, but
there might be some provision under which pert of the principzl wcould be
recovered over a period of years. Or, the Governrent night handle the con-
struction and put up ell the necessary funds and then leese the buildings
to the municipslities who wovuld have the responsibility of receiving pay-
ments from the tenants and to repasy the Federasl Government at low rates
over = period of 20 years or more. It should be recognized that certsain
subsidies must be granted by the Governrent to eneble low cost housin
nrojects to proceed repidly and that they cannot be expected to be fully
self-liguidating in the sense that the entire cosgt including interest can
be recovered. However, new low cost housing is a desirsble type of Gov-
ernrmental expenditure end would prove of incdlculable value in solving the
social problems which srise out Qﬁ large numbers of people living in crowded
tenement areess.

3. A comprehensive program for the insuresnce of the sged and the
unemployebles, meanirg the physicelly incapeble of productive labor, should
be introduced on an established basis by the Federal Government. This would
not only vrovide additionzl income for these classes of individuels but

would relieve the friends and relatives who now bear the majority of the
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cost of supporting them, thereby freeing income for expendituréxon other

s

goods and services.

4, The activities of the Civilian Conservation Corps should be
extended so that more people would be employed and supnorted in doing this
very useful type of work.

5. The R. F. C. right make loans of & certein percentage upon
the delinquent tazxes of local bodies. This would relieve the pressure which
such taxes have caused fowards the closing of schools end the curteilment
of necessary public services. Thus municipsl credit and municipal spending
would tend to be incressed and thig indirectly would be beneficial to
business generally.

8. The expenditures through the Federsl Emergency Relief Adminis-
tration should be meintained to teke care of individuals who cannot be pro-
vided for under the above progrems. I am not in faver of simply providing
e dole for the idle and we should meke sure that the individuals who epply
here are incapeble of work or cznnot be employed either through public works
or private enterprise. In other words, the operations of the Féderal
Emergency Relief Administration would be\merely the catch-sll for indivi-
duals who cannot be teken care of in other ways. In this connection, how-
ever, we should not demand that individuel Stetes end municipalities pay
en appreciable shere in taking cere of the relief burdens. There is no
justification for the contention that relief burdens should he borne loeally
in & country where local income is so dependent upon the general level of
econonic prosperity' for the country as e whole. When we have regionel
specielization of industry and national interdependence to the extent we
do the deep depression that one locality finds itself in has nothing to do

with the industry and frugality of the locel population. This philosophy
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of relief would only be applicable if local comiunities were essentially
self-sufficient in their economic 1life.

There sre those who point to the record of the lasﬁ two years and say
that it has proven impossible for a Government to spend its way into
prosperity and therefore would condemn a further spending progrem. Such
en sttitude seems to me £o have entirely misreed the facts in the situation.
The country was faced with terrific deflationary pressure end the spending
while it %urned the tide of deflation was offset by other factors to such
ar extent thet little reesl expesnsion of money hzs tsken place. For example,
from December 1932 to December 1933 there wes an actuel decline in the
epount of demend denosits available to individuals and corporations for
expenditure, which indicates that bank closings and contraction of loens
by benks hed more than offset the increase of deposits resulting from the
purchases of Government securitiés b, the Federal Reserve and the banks.
Moreover during this period the expenditures of local Governments were
severely curtailed so that there was actually =2 decrease in the public debt
of municipelities and Stetes in the calendar year 1933, further offsetting
the effects of federal expenditures. The rise in business sctivity during
the summer of 1933 ig to be expleined meinly by the increased purchases of
inventories by corporations instead of by the development of new prirary
consurer purchaesing power. Only in 1934 wag there sny noticable expansion
of deposits and even then the increase was not of such a volume that would
merit giving serious consideration to the "inflationary fears" which have
gained wide publicity in the conservative press.

I cannot emphesize too strongly the irovortance of getting these funds
out rapidly because it is only if there is a considerable increase in the

volure of new é%penditure that business as a whole feels the impetus and
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enters the picture by increasing production and employment. These large
expenditures should not cause anxiety when we consider the probably effects
which they will have. As men are employed they will receive purchasing
power that would not otherwise be spent ané hence there would be an increased
derend for goods which would be met at first by drawing down of stocks on
the shelves of retsilers but as business in‘the United States has adjusted
itself to carrying small inventories the retailers would soon reorder from
wholesalers end jobbers and they in turn from menufacturers and so on back
to producers of rew materials. With increesing business there would be the
snecessity of rehiring workers who had been laid off and this reemployment
would swell the volume of purchasing power which would be spent, increasing
the demand for goods and services and consequently for labor. When business
showed signs of sustained improvement ghere would develop a need for working
cavital and corporations would eituer sturt borrowing frgm banks who would
be glad under these circumstances to make losns, or would draw sgainst their
idle cash balances apd neke increased peyments for surplies and labor thus
giving velocity to existing deposits. Ouly later eas productive facilities
becone more completely utilized would there devel&p a need for cavital
ezuipment that should be finanqed by true saving.

If this process continues and we realize a higher level of business
activity many of the problems which the Nzational Recovery Administration,
the Agriculturtural Adjustment Administration, the Farm Credit Administration,
and the Home Owners' Loan Corporation are attempting to deal with would be
solved. Likewise many of our railroad and banking problems would be materi-
ally improved.. lany of the emergency agencies are dealing wiéh symptoms of

depression and these would disappear if the depression itself was allayed.

\
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lMieasures to be Avoided

There is definitely a danger that the effects to be expected from a
spending policy of the type described above would be offset by the inaugur—ﬁ
ation of certain unwise messures which heve been gaining considerable
support in some juarters. For example, a shortening/of hours and\raising
of wages by legislative or administretive action would be unwise if they
lead to increased costs and a curtailrment of profits befo;é a sufficient
volume of business hed been realized to bring with it lower unit costs.
Thus we might find a contraction of business and a decrease in employment
that would mean lower nstionel income. Also higher wagesg might lead to a
more rapid introduction of labor-seving ecuipment which would lead to an
uneconomic displacement of existing capital and increase our problem of un-
employment relief. Another type of development would be the paying of too
high wages on pﬁ%lic construction which would tend to draw peorle out of
private employment where they would not be replaced. Also certcin types of
relief programs which set up competitive production with private enterprise
are not of enough importance to offset the bitter feeling that will be en-
gendered on the part of the people engaged in these lines.

We must think in terms of greater production, empioyment and consumption
rather than solely in terms of higher prices as the detriment of good bus-
iness. iower prices in some lines if combined with largely increased pro-
duction mean profiteble operations. Also lower hourly wages should not be
distesteful to labor if higher labor income were insured. Thus, the giving
éf power to certein groups to raise prices at the cost of restricted pro-

duction might be fatal to rapid recovery.
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Sources of Funds.

The cuestion naturally ariées as to where the funds are comiﬂg from
for this spending program that must of n;cessity be of large volume at
least for a certain length of time. In view of the present banking situe-
tion I see no reason why the banks should not take more Government secur-
ities. They hold l=zrge excess reserves asnd therefore could have guite an
appreciable expansion of investments in Governments without jeoperdizing
their position. It doesn't meke a great desl of difference whether these
Government securities are sold on a short-term or a long-term basis and if
the banks are more willing to take short-term obligations I think we should
sell them this type. After all, the banks are being peid for simply
creating new money and considering the .scarcity of suitable bank invest-

ments there is no reason why bankers should not be willing to\furnish it.

In case there were difficulties, I would suggest- that the Federal Reserve be
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"encouraged" to support the Government merket and to meke purcheses in as
large amounts as necessary in order to assure the Government of the funds
to carry out its announced program. There might be an objection to the.
Federal Reserve increasing its holdinés of Governments because this would
increase the member bank reserves in like amount which would give the
possibility of a multiple eredit expansion by the commercial banks. In
addition, excess reserves are now very large and apparently there is no
good reason to inerease them further at the moment. However, these factors
do not seem to me to necessarily entail a serious objection to further
Federal Reserve purchases because the Federal would have them to Sell in
the future thereby decreasing member bank reserve balances by that amount
and placing a severe restriction upon an unwarranted credit expansion.
However, if the borrowing operations were handled properly I see no need
to use any additionsl powers other than the normal operations for support-
ing the Government market while issues are being floated. Of course if
present holders of deposit acco.nts that are now sterilized with no check-
ing ageinst them were purchesing Government bonds this would be desirable
Spending by The

for th AGov riiment would make the accounts active.

The Budget Program

So far as I am concerned I believe that any attempt to balance the
budget at this time could only exert a defiatiohary effect upon all bus-
iness and industry and would be a éisastrous policy to pursue. DNaturally
it i1s essential to balance the budget over a long period of time but I
think we must'use a great deal of care in determining the periods when
the Government shall have an excess of receipts over expenditures. If
this programkworks and no really conclusive argument has been presented
to the contrary there will be no difficulty in balancing the budget in the
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future. As business revives the necessity of Governmental expenditure
will decrease, while Government revenues will increase even without any
significant change in the tax rates as increcased national income is built
up. Thus we can be assured of a balanced budget relatively soon in the
future and the debt incurred to revive business could be rapidly cut down
in a period of relatively full employment and more complete utilization

of our productive facilities. Even if it were necessary to keep a more

or 1ess permanent public works program in operstion which would mean a
larger normal federal budget, this would not be serious provided we had a
mach enlarged national income. A budget which called for, 8 billion dollars
& year would not be particularly burdensome if our nationzl income were at
a level of, let us say, 100 miliion dollars a year with a price level
approximating that which existed in 1928,

* The ?rqggpcts of Deflation

There,is & great volume of comment to the effect that we are menaced
with the possgibility of an uncontrollable inflation developing in the
future. These fears seem to me to be largely unjustified. The only way
that such an inflation can tske place is for the volume and use of monetery
supplies, including currency and bank deposits, to be increasing at =
fester rate than goods are being brought on the market znd this possibilipy
is one which is far remote in the United States. As was pointed out before,
we have a large amount of unutilized capacity which can be brought into
use to greatly increase the supply of goods. Also, we have a great volume
of unemployed which would have to be absorbed in trade an§ industry gefore
a dangerous inflation could tske place. In fact they would be brought
into production without an appreciable rise in prices in many lines of

production because of the proportion of fixed costs to total costs. Thus,
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as the volume of sales increased uni£ costs would tend to decrease for some
time and therefore at the present lévellof prices or at a slightly increas-
ed level most industries would enjoy greatly increased profits. There is
little danger that we would see a development of hoarding of goods as bus-
iness activity increased end some prices rose. ‘Also, as business improved
there would probably be no flight of capitel from the country, but if
there was it could be effectively controlled. We have a balance of payments
situation which does not demaend large outward peyments which were so very
important in promoting the disastrous currency infletions in post-war
Furope. Dloreover, our tax system is so arranged that we could easily bal-
ance the budget with an increase in business activity and hence. there would
be no need for Government financing and =z coniinugd unbalanced budget and

. printing press currency. The individuels who profess fear of inflation
have simply not analyzed the situation ané are not aware of the circumstances
that must be present in order for an inflation to get out of hand. Finally
it should be pointed out that historical evidence is far from concliusive,
that "inflation" is uncontrollable.

Granted, because of the large excess reserves which are held by the
Federal Reserve banks there exists the possibility of an unwise expansion
of loens and investments and hence deposits provided certain conditions
arose in the future. However, we have methods for control of this. The
Federal Reserve gystem hes always been much more effective in restricting
money expensions than in replacing contractions. The System now has
aporoximately 2% billion dollars worth of Government securi£ies which
could be sold and these would wipe out completely the excess reserves which
are now present. If the banks of the country were willing to borrow from
the Federal Reserve to mske further credit advsnces to custorers the rising
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rediscount rates of the Federal Reserve banks would have their effect
upon curteiling bank loans, to say nothing of the effect caused by our
tradition against bank horrowing. Also, the Federal Reserve has the power
under emergency conditions to increese the required reserves for member
bank deposits and this power if used certainly would be effective in bring-
ing about the curtailment of en excess exponsion.

Ny feer 211 along hag been thst we could not effectively control and
offset defletion rether then that of our denger of running into/a period

of uncontrollable inflstion.

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





