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Address of Thomas B. McCabe, 
Chairman of the Board of Governors of the Federal Reserve System, 

a t the 
Pennsylvania Week Luncheon of the Ph i lade lph ia Chamber of Commerce, 

Monday, September 27, 1948 

You have conferred upon me a great honor here today i n present ing me 

w i t h the Chambers 194S Commerce and Indus t ry Award and I thank you from the 

bottom of my hear t* I t means a great deal t o me t o know t h a t you, among whom I 

have worked f o r so many years, f e e l t h a t I have made a c o n t r i b u t i o n t o t h i s com-
« 

muni ty which mer i t s such recogni t ion« I have been connected w i t h commerce and 

i n d u s t r y i n t h i s area f o r over t h i r t y - t w o years and I can s ince re l y say t h a t I 

have enjoyed every day of i t « I n recent years there have been a few i n te r l udes , 

you might c a l l them, when I have been i n Washington, but my heart w i l l always 

remain here w i t h my f a m i l y , my f r i ends and my business connections * I know the 

t r u t h of the o l d adage t h a t absence makes the heart grow fonder• 

You know, most of us take our communities f o r granted and accept the 

bene f i t s they o f f e r w i thout much apprec ia t ion or p r ide• For t h i s reason I t h i n k 

the annual event of Pennsylvania Week i s such an exce l len t idea® I t focuses our 

a t t e n t i o n on the f i n e th ings we do have around us — abundant na tu ra l resources 

and r i c h man-created resources, wrought by our own bra ins and brawn. Only l a s t 

week I f l ew over the s ta te and I have never seen any countryside t h a t matches 

the beauty and t r a n q u i l l i t y o f the eastern counties of Pennsylvania, espec ia l l y 

a t t h i s t ime of the year* 

Since pre-Revolut ion days the commerce and i ndus t r y of Phi ladelph ia 

have been v i t a l t o t h i s na t ion , i n war and peace. What amazes me when I contem-

p l a t e our a c t i v i t i e s i s t h e i r breadth and ex t rao rd ina ry d i v e r s i t y . Name any 

a r t i c l e t ha t we use i n our d a i l y l i v e s and the chances are Ph i lade lph ia commerce 

and i ndus t r y have had some hand i n making or processing or i n s u r i n g or shipping 

o r f i nanc ing i t * 
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Economists t e l l me t h i s d i v e r s i t y , and espec ia l l y the n ice balance 

between the product ion o f durable and non-durable goods, i s undoubtedly responsi-

b l e f o r the h igh degree o f s t a b i l i t y of employment and income i n t h i s area* The 

f i n e s table character of the people i s r e f l e c t e d i n the exce l len t re la t i onsh ips 

t h a t ex i s t between management and workers and the r e l a t i v e l y low s t r i k e record 

t h a t p r e v a i l s . 

I t has been an e x h i l a r a t i n g experience and a source o f great p r ide t o 

p a r t i c i p a t e d i r e c t l y i n the development o f one u n i t of oui* l o c a l i ndus t r y and 

i n d i r e c t l y i n many o thers , 

I thank you a^ain Mr, Kaufmann and members o f the Phi lade lph ia Chamber 

o f Commerce f o r t h i s honor, and i n accept ing i t I pledge t o continue t o give of 

my energy i n he lp ing you make t h i s an even b e t t e r community. 

I would l i k e t o t e l l you something about my present assignment i n Wash-

i n g t o n , and about the Federal Reserve System. 

When the President asked me t o take a place on the Federal Reserve Board 

o f Governors and become i t s Chairman, I was f r a n k l y re luc tan t t o go. Many of my 

f r i ends here and my fam i l y were apprehensive about having me go back again t o 

f i g h t i n the b a t t l e o f the Potomac, as i t i s a strenuous l i f e and the men i n the 

s p o t l i g h t pos i t i ons are subject t o the sharpest k ind o f a t tack and c r i t i c i s m . 

Since I had been connected w i t h the Federal Reserve here i n Ph i lade lph ia f o r 

severa l years, the System was i n my blood and I could not r e s i s t the challenge 

and the oppor tun i ty t o serve at a t ime when the need was so great . As one 

columnist so a p t l y sa id , " I was a sucker f o r a curved b a l l . " I d i d not assume 

the o f f i c e wi thout searching appra isa l o f the r e s p o n s i b i l i t i e s invo lved . This 

app ra i sa l inc luded the job the Federal Reserve has t o perform i n t h i s c r i t i c a l 

pe r i od and the adequacy of i t s t o o l s . My appra isa l convinced me tha t the job 

could be done. I am s t i l l o f t h a t op in ion* 
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Walter Leaf , the d i s t i ngu ished Engl ish banker, once declared t ha t there 

are th ree main causes t h a t dispose men t o madness - l ove , ambi t ion, and the study 

o f monetary problems. And he added t h a t the l a s t was the wors t . A f t e r some f i v e 

months i n o f f i c e at the Federal Reserve Board, I know exac t l y what Mr. Leaf had 

i n mind. 

The Federal Reserve Ac t , passed i n 1913, i s a monumental piece of l e g i s -

l a t i o n and great c red i t i s due i t s author , Carter Glass, f o r h i s fo res igh t and 
« 

wisdom. I t s o r i g i n a l purposes as conceived by i t s founders were t o give the 

country an e l a s t i c currency, t o provide f a c i l i t i e s f o r d iscount ing commercial 

paper, and t o improve the superv is ion of banking. Over the years the System has 

developed a broader o b j e c t i v e , namely, t o help prevent i n f l a t i o n s and de f l a t i ons 

and t o do i t s share i n c rea t ing condi t ions favorable t o sustained h igh employment, 

s tab le values and a r i s i n g standard o f l i v i n g . 

There are over four teen thousand banks i n the United States, w i t h t o t a l 

deposi ts o f approximately 154 b i l l i o n d o l l a r s . E i g h t y - f i v e percent of the com-

merc ia l deposi ts are held by members of the Federal Reserve System. These member 

banks keep t h e i r reserves w i t h the Federal Reserve Banks. The Federal Reserve 

Banks are a lso depos i to r ies and f i s c a l agents o f the United States Government. 

The System i s close t o you and your businesses even though you may not 

always be aware of i t s operat ions. I t was estab l ished on p a r a l l e l l i n e s w i t h 

our p o l i t i c a l government as a federated system of twelve reg iona l Reserve banks 

ra the r than on a s ing le cen t ra l bank j u s t so t h a t i t could be qu i ck l y responsive 

t o the economic and f i n a n c i a l needs o f each area and remain close t o the grass 

r o o t s . One of these twelve reg iona l banks i s the Federal Reserve Bank of Ph i l a -

de lph ia , of which I was chairman f o r several years before I took the appointment 

i n Washington. 

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



- 4 * 

The Federal Reserve System has both i t s na t i ona l and l o c a l aspects 

and i s a magnif icent achievement i n i t s p rov i s ion both f o r cen t ra l i zed responsi-

b i l i t y and decent ra l i zed operat ions, i n i t s p rov i s i on f o r ac t i ve contact both 

w i t h the executive departments and w i t h the f i n a n c i a l community. The D i rec tors 

o f the twelve banks, a m a j o r i t y o f whom are e lected b^ the l o c a l member banks, 

represent , w i t h t h e i r branch d i r e c t o r s , an exce l len t c ross-sect ion o f the leaders 

i n f inance, commerce and a g r i c u l t u r e o f t h e i r respect ive reg ions, and I have 

found t h a t t h e i r advice and judgment on the problems of t,he System are inva luable* 
« 

Each reg iona l bank and the Boa rds s t a f f i n Washington are wa tch fu l l y 

f e e l i n g the pulse o f the economy, f o r the Federal Reserve research groups c o l l e c t , 

c o r r e l a t e , and i n t e r p r e t a host of data about every "moving part '1 o f the f i n a n c i a l 

and commercial machinery. And the System i s always working t o mainta in s tead i -

ness and s t reng th i n the f i e l d of money, banking and c r e d i t 0 I n doing t h i s , i t 

has achieved a r e a l s ta tus as an independent body, f ree from p o l i t i c s , serving 

on ly the pub l i c i n t e r e s t . 

As everyone knows, t he number one problem before the count ry i s i n f l a t i o n . 

I n analyz ing the problem, the f i r s t quest ion i s — How d i d we get i n t h i s p o s i t i o n 

o f h igh and c o n t i n u a l l y r i s i n g pr ices? Bas i ca l l y the cause was the war, of t h a t 

the re can be no doubtc The product ive capaci ty o f the na t i on was l a r g e l y devoted 

t o war purposes f o r almost f i v e years0 At the peak more than f i f t y per cent o f 

our record product ion was f o r war use. While m i l l i o n s o f people were coming i n t o 

possession of more money than any people had ever had t o spend and save, there was 

a s c a r c i t y of th ings t o spend i t f o r * Consequently two great backlogs r a p i d l y 

accumulated - a backlog o f u n f i l l e d wants and a backlog of money savings. With 

removal o f con t ro ls t h i s pent-up spending power, p lus an unprecedented volume of 

cur rent income, was turned loose i n a market character ized by s c a r c i t i e s and shor t -

ages * Pr ices , wages, and p r o f i t s rose r a p i d l y , and the s p i r a l of i n f l a t i o n was on 

i t s way. 
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When you consider t ha t h a l f o f our i n d u s t r i a l capaci ty was taken up 

f o r so long w i t h making the nonproductive t o o l s of war, and t ha t many m i l l i o n s 

i n our labor fo rce were pa id t o t u r n out a r t i c l e s they could not buy, i t i s 

amazing t h a t the shock t o our economy was so w e l l wi thstood and t h a t our recovery 

has been so o r d e r l y . I t h i n k t h a t i s a great t r i b u t e t o the s t rength of our 

p r i v a t e en te rp r i se system. 

At present , the supply of money or p o t e n t i a l money r ead i l y ava i lab le t o 
» 

buy the cur rent output of goods and serv ices i s about three t imes the prewar 

l e v e l . Yet the o v e r - a l l phys ica l volume of product ion of goods and serv ices i s 

l i t t l e over a h a l f l a r g e r than the prewar maximum. Product ion, i t i s important 

t o emphasize, i s p r a c t i c a l l y a t capac i ty . There have been only smal l o v e r - a l l 

increases i n phys ica l output dur ing the past year and a h a l f , notwi thstanding the 

great pressure o f u n s a t i s f i e d demands, expanding c r e d i t , and r i s i n g pr ices 0 

I n sp i t e o f ce r t a i n s o f t spots which are occurr ing i n the p r i ce s t r uc -

t u r e , the economic prospects i n d i c a t e a con t inua t ion of strong i n f l a t i o n a r y 

pressures dur ing the immediate f u t u r e . I n d i v i d u a l incomes have continued at a 

h igh l e v e l , w i t h a tendency t o increase as pr ices and wages have r i s e n and employ-

ment has grown w i t h the labor f o r c e . Consumer spending, based on current incomes, 

t he use o f past savings, and borrowing, a lso has continued t o expand. Construc-

t i o n volumes seem l i k e l y t o remain f o r a wh i le a t capaci ty l e v e l s , w i t h possib le 

f u r t h e r r i ses i n p r i ces i n t h i s f i e l d . Business expenditures are a lso cont inu ing 

a t a h igh r a t e . Government expenditures are inc reas ing , p r i m a r i l y because of cur 

European a id and defense programs. At the same t ime income taxes were lowered, 

thereby sharp ly reducing the Treasury surp lus . 

That ! s the s i t u a t i o n we f i n d ourselves i n t h i s autumn® What can be 

done about i t ? 
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Cer ta in l y no one a u t h o r i t y or agency can accomplish the desi red resu l t 

a lone. I t i s f a r too deep-rooted i n the complexi t ies o f our economic and p o l i t i c a l 

l i f e f o r t h a t . However, w i t h i n t h e i r f i e l d s the Federal Reserve and the Treasury 

have recen t l y made fou r moves t o check f u r t h e r growth i n the supply of c r e d i t . 

These moves have been: 

1 . Higher shor t - te rm i n t e r e s t ra tes 
2. An increase i n the rediscount ra te 
3 . Restorat ion of r e s t r i c t i o n s on insta lment c r e d i t 

4 . An increase i n bank reserve requirements 

Time w i l l not permit me t o go i n t o a d e t a i l e d explanat ion o f how these 

moves l i m i t the supply of c r e d i t , because they are ra ther t e c h n i c a l . You are a l l 

f a m i l i a r , however, w i t h the cond i t ions of insta lment c r e d i t , reimposed as a 

r e s u l t o f the a u t h o r i t y granted by the Special Session o f Congress. These condi-

t i o n s are less r e s t r i c t i v e than i n wart ime, yet they w i l l prevent much unsound 

borrowing and 

overreaching f o r goods0 

Let me say t h a t greater than anyth ing else we can do from a Governmental 

standpoint i s the maintenance o f a Treasury surp lus . Such a surplus means t h a t 

more money i s removed from the spending stream than our na t i ona l expenditures put 

back i n t o i t . The d i f f e r e n c e , i f used t o r e t i r e t ha t pa r t of the debt held by 

the Federal Reserve System, reduces the money and c r e d i t pressure more d i r e c t l y 

than any other move. The Treasury had an excess of cash income over cash outgo 

o f 9 b i l l i o n d o l l a r s i n the f i s c a l year 1947-4&* But the prospects f o r the current 

year are f o r on ly a f r a c t i o n o f t h i s amount. 

This d i f f e rence i n the surplus reduces considerably the most important 

a n t i - i n f l a t i o n a r y i n f l u e n c e . 

I know there are many i n t h i s audience who would l i k e me t o say some-

t h i n g about our p r i ce support of Government bonds. I w i l l here repeat what I t o l d 

the House Banking and Currency Committee on August second. 
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I t i s my view t h a t the System i s ob l iga ted t o main ta in 
a market f o r Government secu r i t i es and t o assure 
o rde r l y cond i t ions i n t h a t market, not p r i m a r i l y because 
of an imp l ied commitment t o wartime inves tors t h a t t h e i r 
savings would be p ro tec ted , nor t o a id the Treasury i n 
re funding matur ing debt , but because of the widespread 
repercussions t h a t would ensue throughout the economy 
i f t he vast holdings o f the pub l i c debt were f e l t t o be 
o f unstable va lue . 

When you consider t h a t the pub l i c debt i s one and a ha l f t imes a l l 

o ther debt i n the country combined, i t seems obvious t o me t h a t the market f o r 

the Government debt s e c u r i t i e s must be one where inves to r^ can deal a t a l l t imes 

w i t h conf idence. I remain of the conv ic t i on t h a t f o r the foreseeable f u t u r e the 

support program should be cont inued. This conv ic t i on i s shared by a l l the members 

o f the Board o f Governors and by the Treasury. I t i s a lso supported by the weight 

o f f i n a n c i a l op in ion i n the country . 

During the past th ree months, non-bank holders of Government bonds -

insurance companies, savings i n s t i t u t i o n s and others - have g r e a t l y complicated 

our problem i n t h i s regard f o r they have sold over two b i l l i o n d o l l a r s of these 

s e c u r i t i e s , thereby c rea t ing a d d i t i o n a l bank deposi ts and reserves of t h a t amount. 

One of the r e s u l t s o f the recent increase i n reserve requirements o f commercial 

banks w i l l be t o take up those a d d i t i o n a l reserves so t h a t they w i l l not be the 

bas is o f m u l t i p l e c r e d i t expansion a t t h i s t ime when our c r e d i t volume i s a l ready 

out o f p ropo r t i on t o the amount o f goods a v a i l a b l e . 

The problem o f i n f l a t i o n i s so vas t i n i t s causes, as w e l l as i n i t s 

e f f e c t s , t h a t i t i s everybody1 s duty t o help i n the s o l u t i o n . The wel fare of 

our e n t i r e economy i s a t stake. Each of us must exercise r e a l r e s t r a i n t i n the 

use of money a l ready i n ex is tence, and not b i d f o r the scarce a r t i c l e s i f purchase 

can be de fe r red . The hard f a c t i s t h a t we simply do not a t t h i s t ime have enough 

r e a l resources t o provide a l l the th ings we would l i k e t o have. I f we i n s i s t on 

t r y i n g t o acquire them anyway, we s h a l l end by d i s s i p a t i n g our resources through 
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h igher prices# The gospel of r e s t r a i n t i n the spending of money should be taken 

t o heart by every i n d i v i d u a l and by every organized group, pub l i c and p r i va te* 

The greatest poss ib le economy should be prac t i sed by the Government, not only i n 

d i r e c t spending, but a lso i n the extension o f c r e d i t by or under guarantees of 

governmental agencies. 

Commercial banks have embarked on a program of vo lun ta ry r e s t r a i n t i n 

the extension of c r e d i t , under the auspices of the American Bankers Associat ion* 

This i s an exce l len t example of teamwork and sets a pa t te r i i f o r cooperative e f f o r t 

which might be copied w i t h p r o f i t by many other enterpr ises*and organ iza t ions . 

And l e t me say r i g h t here t h a t t h i s na t i on owes a debt o f g ra t i t ude t o commercial 

bankers f o r t h e i r task i n a s s i s t i n g w i t h the f i nanc ing of the war and f o r t h e i r 

general cooperat ion w i t h the supervisory a u t h o r i t i e s i n combatting c r e d i t i n f l a t i o n * 

Few a n t i - i n f l a t i o n a r y moves are popular . I n f a c t , checking i n f l a t i o n i s 

a very unpopular p u r s u i t . Each o f us i s i n c l i n e d t o f e e l t h a t i n f l a t i o n i s wrong 

and c e r t a i n l y something should be done about i t - by someone other than h imsel f * 

The Federal Reserve System has a r e s p o n s i b i l i t y t o the country t o use i t s s t a tu to r y 

a u t h o r i t y t o the best o f i t s judgment. Cer ta in l y we would be d e r e l i c t i n our duty 

and would v i o l a t e our oaths o f o f f i c e i f we d id not " c a l l them as we see them11 and 

ac t accord ing ly . But the problems which now face the country are not the exc lus ive 

problems of the Federal Reserve or the commercial banking system* Act ion i n the 

monetary f i e l d .alone cannot read jus t the unbalanced re l a t i onsh ips w i t h i n the 

economic s t ruc tu re which have a l ready been created by i n f l a t i o n a r y fo rces , and 

cannot check f u r t h e r i n f l a t i o n a r y pressures a r i s i n g from non-monetary causes. A 

great r e s p o n s i b i l i t y res t s upon every c i t i z e n , upon every group or organ izat ion of 

c i t i z e n s , upon the housewife, l a b o r , i ndus t r y , business, and f i n a n c i a l i n s t i t u t i o n s 

o f a l l character t o un i t e i n combatt ing i n f l a t i o n and by cooperat ive e f f o r t accom-

p l i s h the ob jec t i ves which a l l recognize as essen t ia l t o our we l l -be ing* 
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