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increase in the tax burden. We must bear it cheerfully— not only be-
cause we are -prepared to do our share,, but also because we must realize 
that if we are not taxed directly we shall lose more and lose less 
rationally through a rise in prices„ 

While taxes appear clearly to be the most effective fiscal attack 
on inflation care must be taken to distribute them upon an equitable 
basis -- the governing principle being ability to pay. Timing and 
nature are two essential elements when taxes are related to a fight 
against inflation. In other words, certain kinds of taxes imposed too 
soon or too late msy fail of their purpose. This is no time to abandon 
the progressive principles of taxation, Needless to say, the tax system 
must also be designed so as to prevent war profiteering, 

To the extent that the Government must borrow, the borrowing must 
be planned so as to derive the maximum possible portion of the funds 
from current income. If the borrowing reduces current spending from what 
it otherwise would have been, the result is as anti-inflationary as' 
taxesc If the- borrowing comes out of past savings or from newly ex-
panded bank credit, it does not reduce current spending '— on the con-
trary it increases "money in circulation" and feeds the fires of infla-
tion. Borrowing from the public is by no means a necessarily non-
inflationary financing method. It is non-inflationary only when it draws 
current income or resources that would otherwise be used for civilian 
purposes. 

Broadly speaking, the use of Defense Savings Bonds may help most to 
absorb current income, and we must all do our part by using a portion of 
our incomes to buy such bonds. No doubt thus far many bonds have been 
purchased from accumulated savings. This is better than if these bonds 
had been purchased by banks, but much less anti-inflationary than ad-
ditional taxes. To the extent that borrowing does not come out of 
current income, it cannot be relied upon to replace taxes as an infla-
tion preventive. But to the extent that the Government must borrow 
rather than tax, borrowing from the public is still much better than 
selling bonds to the banks. The widespread plea "Buy Defense Savings 
Bonds" is one well worth heeding. Our Government will have to borrow 
large sums of money. It is determined, as stated by the President in 
his Budget Message to Congress, to do so at a low rate of interest, and 
we may rest assured that any bonds we buy will be fully redeemed by the 
Treasury in accordance with the conditions of their issue. 

Carefully planned tax and borrowing policies could easily be offset 
to a considerable extent if people borrowed to replace the funds paid in 
taxes or lent to the Government. Therefore monetary controls are an in-
tegral part of an aggressive fiscal policy, although in the war period 
care must be taken lest monetary controls shut off funds necessary for 
the defense effort. The specific monetary control about which you know 
most at the present time is Regulation W, which deals with consumer 
credit. This regulation restricts the expansion of instalment credit 
to purchase certain durable goods. It is hoped that it has diminished 
the demand for some of the goods whose supply is especially restricted 
by war needs. This regulation reduces the pressure on prices of such 
commodities by diminishing the creation of additional credit for the 
purpose of buying them. From a broader point of view, instalment credit 
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once created adds the existing money supply and hence makes more difficult 
the over-all problem of control.- At the moment the Board of Governors is 
working on future amendments to the Regulation to the end of making it a 
more workable and effective instrument. Since "Pearl Harbor" and the adop-
tion of an all-out war program the need to tighten its restrictive provi-
sions has, of course, increased markedly. 

Finally, on the broader front, there- should be more adequate control 
of bank reserves if.monetary policy is fully to supplement fiscal policy. 
There are still 3 billion dollars of excess reserves held by member banks 
of the Federal Reserve System. These excess reserves might support an 
expansion of credit of from 10 to 20 billion dollars. All of this expan-
sion may be needed to provide credit for the Government and for production 
for war, but care must bo taken that it is not used exclusively to bid up 
prices. The possibilities of credit expansion may be further increased if 
the large volume ox currency now in the hands of the public, chiefly be-
cause of increased business activity, should begin to flow back to the 
banks. For currency in the hands of the public, as you know, has been in-
creasing very rapidly and is nott about ll| billion dollars, the largest 
amount on record. On the other hand, the present currency drain may con-
tinue and thus reduce the amount of available bank credit. 
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In the face of this uncertainty and of the general inflationary 
picture, adequate machinery should be available to expand and contract 
the reserve base of the banks so as to enable them to meet all the demands 
that may be made upon them by the Government and all the legitimate needs 
of private enterprise— without going beyond these needs and contributing 
to -inflation. This is a complex situation, and one of the things that 
makes the problem particularly difficult is the fact that there are about 
15,000 banks scattered throughout the country, of which less than half are 
members of the Federal ueserve System. Only member banks are subject to 
the Federal Reserve System reserve requirements and, although the member 
banks hold the bulk of the country's banking assets and deposits, the 
non-members constitute an important group. Furthermore, even within the 
Reserve System reserves are not evenly distributed among the member banks. 
For example, banks in New York — the money center — have recently been 
losing excess reserves, and at present have a much smaller proportion of 
the total reserves than is usual. What is needed are ample powers in 
sufficient time:, ample wisdom and abundant courage in their use when 
conditions require that they be used. 

Conclusion 

j/Vhat I have said is intended merely as a review of ways and means 
of combating inflation. I make no effort to say that the war period 
ahead will be a pleasant and an easy one — I only say that no real 
American will place his own personal interest above the Nation's wel-
fare. And the welfare of the Nation is and will be best served not by 
protesting vigorously against "too high" taxes or against strict regula-
tion, nor by reaching, blindly for every suggested control device. Open-
minded consideration, of the various possible means of safeguarding the 
economic front must be followed by careful selection of the most appro-
priate and effective devices. An intelligent and informed citizenry is 
now, as always, the bulwark of Democratic government. 



This is your country — and mine. 

This is your Government — and mine. 

This is your .fight — and mine. 

Victory will be ours] 


