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Some prices increased very little while others went up as much as 300 to
400 per cent. Wwages also increased from a« very little to more than 150
per cent. This disparity in price rises was sure to hring with it serious
dislocations that made for future trouble.

Meanwhile, we have refilled the pipelines, taken the edge off
of most urgeat backlog demands of individuazls and businesses, supplied
their current demends, and provided to foreigners a very large net export
of goods financed by existing gold and dollar balances and Government loans
and grants. In addition, we have maintained huge military and veteran aid
programs.

Read justments Needed.

Last October at a meeting of lowa bankers, when some early evi-
dences of the current deflationary movement were beginning to appear, I
expressed the hope that needed readjustments would be permitted to occur.
It is important not to dissipate our basic elements of strength and our
cushions against the current recession in an attempt to shore up the econ-
omy at present inflated levels, thus perpetuating economic dislocations
that developed in the inflation process. The deflationary drift of recent
months has been painful to some, but beneficial to others. It was certainly
unavoidable at some stage and is less onerous now than it would be if fur-
ther delayed by using one costly prop after another.

One danger is that we will not face up to the necessity for
adequate readjustments. It is politically difficult to resist the numerous
minority pressure groups. Each one wants the benefits of inflation for him-
self, but he wants the others to pay for them. The farmer wants a floor
under his prices at present high levels, but he wants lower labor and living
costs. Labor has fought for lower prices, but resists lower wage costs.
Business wants competitive free enterprise, but does not want to meke com-
petitive price reductions.

Needed price readjustments should not be postponed by pumping
more easy credit into the economy. In my opinion too much credit has al-
ready gone into housing and purchases of consumer goods at inflated prices.

The Longer-fange Problem.

But the more important aspect of the economic problem is not the
transitory one which I have just been discussing. It is the longer-range
question called to mind by the astonishing ease with which our economy has
met the tremendous production demands placed on it in the war and postwar
period. Our remarkable achievements here, however, pose forcefully an old
but unsolved problem, given conditions of peace in the world. That problem
is: How can we keep our economy producing on a sustained basis at the high
levels of which our manpower and productive facilities are capable? How
can we provide a steady distribution of the goods and services that we are
able to turn out?
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recent address by Berhard M. Baruch in which he said:

"The overhanging threat of another war penetrutes
everywhere. Until we meke up our minds what to do
about this threat of war it is impossible for anybody
to know what to do.

"How much of our resources are to go to the 'cold
war' and for how long? Are we to be called upon con-
tinually to make new commitments?"

And,he added:

“"Today the crux of our problem is that there is
no peace. Wwe must deal with this first. It is futile
to talk of free enterprise with a threat of war over-
hanging for free enterprise needs peace to function,
It is equally futile to talk of planning until we have
determined how to achieve a decision in the peacemaking.!

I am quoting his words because they so well express what I have
deeply believed since the war ended and it became unmistakably clear that
the Communists mean to have another war, if need be, to exterminate
capitalism.

Not long after the war, Major General John R. Deane, who headed
our military mission in Moscow throughout the period of what he calls
"the strange alliance" with the Soviet, wrote:

"Never before in our history have we had so much
advance warning of the peril which confronts us ...
Wwe must adopt a program which is designed not to de-
fend our american way of life passively but offensively
to counteract constructively those forces which threaten
it.n

And he added:

"we have the moral and physical power to stop the
Soviet leaders cold and we should not hesitate to use
it."

It was his conviction from intimute daily contact with Soviet
leaders that the effective way to deal with them was to present them with
a decision, not with a negotiation. Every action and move of the Soviet
leaders since the war confirms General Deane's conclusion,
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Let me cite another informed witness, namely, winston Churchill.
In addressing the Parliament on February <3, 1948, he said:

"The best chance of preventing war is to bring
matters to a head and come to a settlement with the
Soviet Government before it is too late. This would
imply that the western Democracies...would take the
initiative in asking the Soviet for a settlement.

It is idle to reason or argue with the Communists.

It is, however, possible to deal waith them on a fair,
realistic basis, and, in my experience, they will
keep their bargains as long as it is in their interest
to do so, which might, in this grave matter, be a
long time, once things were settled."

He added:

"] said that the possession of the atomic
bomb would give three or four years' breathing space.
Perhaps it may be more than that. But more than two
of those years have already gone, I can not think
that any serious discussion which it may be necesssry
to have with the Soviet Government would be more
likely to reach & favorable conclusion if we wait
until they have got it, too. Wwe muy be absolutely
sure that the present situation cannot last."

Again, last October, he szid:

"The wiestern nations will be far more likely to
reach a lasting settlement without bloodshed if they
formulate their just demands while they have the
stomic power and before the Russian Communists have
got it too."

In the first volume of his story of world war II, Churchill has
eloquently recounted now the victorious allies, after world War I, permitted
the vanquished Germans to regain their military power and to plunge the
world into another global war. That is why Churchill termed it the
"unnecessary war," He pointed out that until 1934 the victors of world
war I possessed unchallenged power not only in Europe but throughout the
world,

"There was no moment", he wrote, "in these sixteen years when
the three former allies, or even Britain and France with their associates
in Europe, could not in the name of the League of Nations and under its
moral and international shield have controlled by a mere effort of the
will the armed strength of Germany."
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You may have seen a recent article by that prophetic exponent
of air power, iajor Seversky, who states that "The indispensable condition
for kest Evropean rearmmnent is tne existence oi a force capebre of stield-
ing the undertuxing.” "Iuvincivle strategic air power," he writes,
"operating in pert froi. the Britisa Isies wid in the main from the aAmerican
Continent nmst therefore hive number one priority in planning the economic
revival enu military defense of Europe." 1t is nis belief that such &
strategic air force, whether it delivers «tom boumbs or any other kind
of destruction, is the only deterrent that will be efrective against the
Soviets. "Under present day conditicus", he contends, "huge armies and
nevies can hirdly deter a nation whose great might is on the surface."

It has seemed with increasing clarity to me that the best way to
avoid ultimate war, the best hope of peace in our time, is to confroant the
Soviets with the decisions which will lay the foundwiions .nd the conditions
of a lasting peace while we have the strength to do so. If the Kremlin
is not willing to accept such a settlement, backed up by the moral force
cf free peoples all over tho world and by countless others now enslaved,
then is it not bLetter to know it as soon &s possible? will this menucing
cloud that hangs over the world grow less threatening if we procrastinate
and postpone a settlement?

All this admittedly is outside my field of monetary, banking
end credit matters. Yet it is impossible to consider rewlistically either
our short-run or long-run economic outlook without recognizing that the
snadow of the Soviets looms benind every major issue. At the moment huge
expenditures: for military purposes anc foreign aid also serve as economic
props for which we have not yet developed substitutes. They waste rather
than add to our national wealth ana there is always the danger that we
will cling to them indefinitely, not only in the hope that this is the
way to psace, but also beczuse they sustein economic activity at home.

The challenge to democratic curitulism today comes,~~ first,
from its sworn enery; and, second, from the failure to face up to the prob-
lems of how to achieve and maintain stable eccnomic progress. Wwe must meet
tihese cnailenges, in my opinion, boldly «nd soon. Wwe would do well to
heed Churchiil's warning when he wrote in nis current memoirs:

",..we shall see now the counsels cof prudence wnd
restraint may become tne prime agents of mortal danger;
how the middle course adopted from desires for safety
and a guiet life may be found to lead direct tc the
bull's-eye of disaster."
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