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I am very happy to have this opportunity of appearing before the Banking
and Currency Committee in order to discuss with you the problems invelved in
the management of the Nation's finances.

The responsibility for the sound conduct of the Nation's finances is a
very grave one. Since the earliest days of our history, this reaponsibility
has been placed with the Secretary of the Treasury. But the problems
involved are not my problems alons. They are not the problsms of the Congress
alone. They are the problems of every citizem of this Natiom.

Hore is the situation as I see it. We have today a public dedt amounting
to over $250 billien. Not long ago we were worrying adbout 2 dedt which might
reach $50 billion. We 414 not know how the country would be able to stand
such a debt. We did not know how it would affect the solvency of the
Covernment. We did not know how it could be managed without disrupting the
financial life of the Natien.

But our public dedt today is te” than five times that figure. It is
the most important single factor in cur financial structure. It represents
one-half of all the debt obligations in the country. Mortgages, stete and
mnicipal securities, corporate bonds, other private obligations -~ all of
them added together only equal the sum total of the present dedt of the
Government .

Life insurance companies now own over $13 billion of Federal Govermment
securities -- about one-fifth of their total assets. Mutual savings banks
ovn $11 bdillion -- about one-half of their total assets. Nonfimancial
corporations own §20 billion, or mearly 15 percent of their current assets.
Individuals own $67 billion of Federal securities of all kinds ~-- representing
approximately ome-third of their total liguid sssets of more than $200 billiom.
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Commercial banks hold more than $61 billion -- representing approxisstely
one-half of their earning assets.

Before World Var II, the situstion was entirely different. Financial
institutions and business concerns had much wore of their invested funds in
private obligations. Only & very small proportion of our individusl
citizens were cwners of the securities of their Government.

After World Wer II, the public debt was in a predominant position in the
financial life of the Naticn. The sige, the importance, and the wide dis-
tridution of the debt are new facts to all of us. They create new problems.
They place tremendous nev responsibilities on the Secretary of the Treasury
who is charged by lav with the socund management of the Hation's finances.
And under present conditions of international corisis and rising inflatiomary
preesures, both the problems and the responsibilities are enommously increased.

Wmmm,»armmm.mmmmm
the most important single factor im the financial life of the Nation. But
it has not been a disruptive factor. The prodblems involved in managing =
public debt of over $250 billion are unprecedented. But they have been suc~
cessfully solved. During the postwar perfod the dobt has been managed in
such & wvay as to ease the problems of reconversion and promote our return to
peacetime activity at the highest level of production and employment in history.

Hov wvas this accomplished? It wes accomplished by means of maintaining
stability in the market for Federal Government securities and by spreddiung
the dedt as widely as possible among the pecple of the Nation ~~ at the same
time that bank holdings of Federal securities were being reduced.

The Treasury has been eminemtly successful in achieving these objectives.
There has been no more dynamic period in our entire industrial history than

Digitized for FRASER

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



CONFiuEiN AL
o 3 -

the past five years. There has been no similar period in which such a large
volume of long-range programs for increasing productive capecity and for
modernizing existing plant and operations were put into effect. Stability
in the financial markets vas essential to these programs. But the maintenance
of stadbility did not require absolute inflexibility in interest rates. As
the economy itself began to funotion smoothly at a new high level of activity
and trade, more flexidility in the Treasury dedt management program was
achieved by allowing short-term interest rates to increase gradually. Vvith
the outbreak of the orisis in Korea, however, the considerations calling for
& high degree of stability in the Covermment security market once more became
all important.

Likevise, the Treasury achieved great success in its program for
increasing the proportion of Federal securities in the hands of nombank
investors and reducing bank holdings of Government obligations. In the last
half of 1950, the holdings of nombenk owners resched a new postwar peak,
while bank holdings, correspondingly, fell to & new low for the postwar
period. This shift in ownership is of the greateat significance at the
present time, since it acts directly on the money supply by reducing the
inflationary potential of bank assets.

These results could not have been achieved if our peocple had not had full
confidence in the ability of the Government to manage the dedt without dis-
turbance to the economy. They could not have been achleved if the citizems
of the Nation had not bad full confidence in Govermment securities ~-- and
acted on that belief.

Today, with the enormously increased financial requirements of the defense
program before us, it 1s more important than ever before that pecple hold on
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to the Government securities which they now own., It is more importent than
ever before that they add to these holdings as their funds permit them to do
so.

One of the odbvious things that has to be done if we want people to hold
on to an investment already made is to stabilize the price. During the
present emergency, we must eliminate the fear that the owner or prospective
buyer of an obligation of the Govermment is going to be pemalized ilmmediately
by having the market price of his iavestment drop. Nobody who has any
cholce wants to hold on to a commodity that is going down -~ thet is being
priced lower all the time. It doesn't take & financial expert to figwre
out the direct and immediate consequences of such a price decline on the
personal finances of the security owner.

Let us make no mistake about it -- forcing up the interest rates on
Federal Government securities means forcing down the price. It means
slicing off a part of the investment which every owner of & marketable
security has made in the obligations of the Govermment. It means thet
owvners of demsnd obligations, such as savings bonds, may decide it is
prudent to cash in their donds -~ to get their money out. There is little
inducement to hold a fixed income obligation, like savings bonds, vhen
the owners of other Government securities are getting inoreasingly higher
retums.

let me repeat again -- nobody wants a commodity that is going down
in price. It is imperetive that we keep the secwrities of the Federal
Government attractive to owners and purchasere. It is imperative, there-
fore, that we keep the prices of these securities stable. Ve must aveid
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every action vhich helds the risk of starting & rumor, a belief, or a fear
that investment in Federal securities is not a good investment ~-- now or in
the future.

These considerations are urgent at all times. With a Federal debt of
over $250 billion, intervoven throughout the fimemcial fadric of the Nation,
there is no period when we can afferd to raise doubts as to the wisdom or
prudence of an investment in Federal Covermnment securities. Under present
circumstances, however, vhen the money must be fortheoming for 2 greatly
enlarged defense progrem, the considerations calling for a stable and confident
situation throughout the whole broad structure of the public debt are
magnified many times,

Beceuse of the uncertainties of the intermaticnal sitwation, we camnot
foresee the full extent of the finsncial demends which may be made upon the
Government. We know only that they will be very large. The Congress has
already acted to increase the revenues of the Government. Further measures
for a grestly enlarged revenue prograsm are now deing delibersted. I am
faced with the fact, however, that our military spending is already rising
at a rate vhich will result in a buiget deficit of several billion dollare
by the last quarter of this fiscal year. To the extent that additiomal
revenue is not at hand to cover all of the Govermment's needs, we shall
have to borrow. We shall have to inerease our already large public debt.

Under any circumstances which we can foresee, there appears to be no
possibility for some time to come of reducing the outstanding dedt of the
Covernmment. This means that matwring obligations which come due must be
refunded. Every holder of a maturing isswe -~ like every holder of a demand
obligation, such as savings donds -- may, of course, obtain cash for his
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securities if he so desires. Bul the money to pay hiam will, is turn, bave
to be borrowed from someone else, During the remainder of this calendar
vear, for sxauple, gver §50 billion of marketable securities alone must be
refunded. This in itsell is & tremsendous financing operation. It cannct
be conducted suceesafully without full coufidence of the holders of the
waturing obligations and of investors gemerally in the desirability amd the
visdom of contimuing their imvestmest in securities of the Qovernment.

These are the considerations whieh I must welgh if T am to fulfill wmy
responsibilities for the scund conduet of the Natlon's finaneces. In ay view,
they cammot be overewphasigzed. (uestions and doubts as to the wisdom of
investing in securitiss of the Govermwent would lead to conditions of financial
chacs. If these questiomns and doubts persisted to the point where important
nusters of Pederal security owners attempted to ligquidate their holdings,
irreparabvle barm would be dore %o the entire financial structure of the
Nation.

Faced with these facts, and fully recogeizing the public trust which is
placed in me a3 Yecretary of the Treasury, 1 cannct stand back while experi-
ments affecting the publie credit are being tried. Juch experiments hold the
rizk of endangering the financial funetioning of sur Government and disrupting
the financial life of the country at the very time when we must move swiftly,
confidently, and surely im bullding up the Mms of our Natiem.

The Federal Reserve bas beer pursuing @& course of setion durimg this
pariod of intermational erisis which luvolves presisely this risk. The
Feieral Reserve bes carried on a policy which has resulted in lowering sube

stantially the prices of outstanding issuves of Covernment securiiles, The
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stated purpose of this program is to cheek eredit expansion by raising intersst
rates.

First and foremost, this progrem -- as I have just snid -~ is¢ dangerous
because 1t takes the grave risk of urestting the debt structure of the country;

_not only the dedt structure of the Goverament itself, dut the »rivate debt
structure as well., This would invelve 211 of the difficulties which I have
discussed.

I sk why we should take such a risk; why we should even coasider sctions
which might imoair the credit of the Covernment of the United States. Hvenm if
the axpension of bank eredit could be completely stopned by this method, it
still does not seem rational or ressonsble %o use this weapon, kmowing, as we
do, the risk which it ievolves., ¥hy «- at 2 time when 1%t 12 possible to maintaia
the Governmeat bond market at a level semmitiing new issues to be offered at
no change in iaterest rates -- should we use a wespon whieh lowers the orice of
the outstending securities of the Goverament, seriously unsettles the Coverament
bond market, and raises doubts whiech, if not quietesd, could impair the Goveranaent
credit?

In the segond nlace, even 1f bank credit expansion were completely restricted,
the battle agaiast inflation would not necessarily have been woan in whole or
in part., The present inflation is not fed only by baank eredit sxpansion. During
the yearas since the end of Yorld ¥War 1I, there have, at times, been advances in
sriges vhen there has been mo exnansion in dsak credit and eurrency holdings --
bank eredit snd currency econstitute the money supply of the country, There
have been other periods when the »rice level stood 2till or declined, although

the money suvpnly was expanding.
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Why then should we use changes in the interest rate at all to combat
inflation?

The stock answer to this question is that, im times of inflatiomary pressures,
we must use all of the weapone at our disposal. It does not seem to me that
this theory is appropriate. It cannot be called anythimg but irvesponsible to
use wmeasures vhich have the distinet possivility of doimg wore harm than they
do good.

The discusaion up $o this point centers around why I would be ovposed to
the Fedsral Reserve anti-inflatiom program, even if it could be demonatrated
that this progrem would check eredit expanmsicn., But I am also opposed to the
Federsl Reserve policy because it has mot beea proved that it is aa effective
meazure in restreining bank loan expansicr and im fighting inflation. The
evidence, on the comtrary, is all on the otber side,

The record of recent months clearly shows that the Pederal Heserve asctions
ia inereasing interest rates have had no perceptible effect on credit
expansion, Total leans of all commercial banks expanded nearly #¢ billiom in
the last six months of 1950 -« an inerease of a magnitude which has never been
equalled in this country. ¥We have had cther extreme examples of attempts to
comtrol bank credit expamsion by ipterest rate increases im the past histery
of our country. Im the 1519-1920 inflaticmary periocd, ratees on short-term
Treasury issues were run up sharply umtil they reached neariy & pervent; snd the
rate on call-money went as high as 30 percent. Ir 1989, rates om short-term
Treasury issues were run up to above 5 percent; and the call-money rats went to
20 percent. Yet, bank credit expansion wes not effectively checked until we
bad the mariet crashes with vhiech all of us are familisr.
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The demonstrable results of the Federal Heserve sctionms in raising
interest rates are those which affect the stability of the Govermment security
market and confidence in the credit of the United States. The Government
security market has been seriously umsettled; and the resulting fear has
restrained investors from purchasing or holding on to Govermment obligations.
The actions of the Federal Reserve lystem alsc have brought about two
failures in Treasury refunding operatioms. Fimally, the confusion and fear
with respect to the prices and yields of Covernment securities may even have
weakened the appeal of savings bonds, During the last part of 1950, there
was & noticeable decrease in the sales of the larger dencaination savings
bonds ard an ipcrease in redesptions of these demomimations, which are ordimarily
bought by the wore "sophisticated” investors.

These are the controlling factors in ay opposition to incresses in intereast
rates on Covernment securities,

There is, however, another sure effect of the Federal Reserve actions
in raising interest rates which I cannot ignore. I refer to the increase
in Covernment expenditures which will be reguired to pay for the higher interest
rates wvhich we are now forced to pay upon nev issues of Govermnment securities,
The Treasury 1s ofter quoted as belng only concermed with thies one aspect of
increased interest rates. I am sure that I have made it guite clear to you today
that this ls not the case. Weverthelesc, it is the Treasury's responsibility
to recompend fiscal policy which will wse the taxpayers' money wisely. There
is never any defense for needless increases in taxes. I am sure that you agree
vith me that te use the taxpayers' momey to pay for further incresses in the
interest cost of the public debt in an ineffectual attempt to comtrel inflation

is absolutely unjustifiaeble.
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I believe it would be helpful to you in understanding the effects
of the Foderal Reserve's actions in reising interest rates on Government
securities, if 1 epent & fov ninutee nov discussing more specifically vhat
has happened in the Covernment security mariet sinse the invasien of the
Republic of Korea,

As soon as I received the news of the Korean corisis, I went over in
ny mind vhat this action would mean with respect to the finances of the
Covernment of the United States. It seemed to me that if ve were to keep
the economy on an even keol during the period ahead -- If we were to prevent
the defense effort from producing stromg inflationayy pressures and otherwise
unbalancing the sconomy -- our firet lime of defense on the financial froat
vas & stable and confident situation in the market for United States Government
securities. You can see from the previouws discussion why I reached this
conclusion.

Aecordingly, on the day following the outbreak of hostilities in
Eorea -- that is, om Monday, Junme 26 -- I had the Plscal Assistant Secretary
of the Treasury convey to the Opem liarket Committee of the Federal Reserve
System, uy feeling timt “everything pessidle should be done to meintein a
basically strong position in the GCovermment bond market during the present
period of intermatiomal disturbance.”

On July 17, I wrote at some length to Chairman NeCsbe of the Board of
Governors of the Federal Reserve Systes, restating my feeling thst atability
in the Govermment bond market is of peremount importance becsuse of the
disturbed international situstion and explaining my reascns in some detall.
In this letter, I also stated that it was imperative that every financing
operation of the Coveroment be carried through to & successful conclusion.
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On many seceasions since then -- beth nubliely and privately, and directly
to Chairman HeCsbe snd other offiecials of the Federal Heserve fGystem - I have
restated my conviction that stebility in the Govarnment security market ie

required,

As 1 have sndd, officials of the Fedaral Heserve System have not agreed
wvith me that the situstion calls for stability in the Goverament bond market.
The 3System has ignored, in 1tz sctions, the fact that the Seeretary of the
Treasury, as chief fiseal officer of the Nation, bhas grave responsibilities
with respect to the mansgement of the outstanding obligations of the Government
of the United States. The System has made 1% clear that, ia ite opinion, it
has complete right to disregard sntirely the wishes of the Secretary of the
Treasury and of the "resident in managing the Govermment security market,

Although discussicns of the differences hHetween the viewnolnts of the
Treasury snd the Fedaral Reserve oa atability in the Governsment security
.merket slmoet always start with the setions of August 19, the Federsl
Heserve ~- right from the beginning of the outbreak of the eonflict in XKorea -~
acted in a manner which unsettled the Covernment security market., DTesnite
ay requeats for a program whilech would nromote gonfidence in the Goverament's
finanoial nposition, the Open Narket Committee 414 not stop its program of
wveakening the merket for Covernment securities by coatinuwously nutting
pressure on long-term honds., In the neriod from June 27 through August 18,
the System seld £1.1 billion of long donds in 3% trading daye.

My decision to malntain the 1-1/M nercent rate on the two fssues of
13-month Treasury notes offered in eschange for the £13-1/2 billion of
Treasury bonds and certificates of indebtedness maturing on Teptember 15
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and Oetober 1 was no surprise 6 the Federal Feserve, This offering -~
which, ia accordance with the iaws of the United itates, had the approval of
the President -- was in line with my policy of maintaining stablility im the
Government security market.

The terms of the issues smmounced om August 1€ were identical with the
terns of the lssues offered in comnection with refunding the certificates of
indebtedness vhich hal metured oa June 1 and on July 1. PFurthermere, the teras
of the pew issues were in line with the market on the day of the refunding
announcement; and met the needs of the market vhich required a short-term
security at that time. Nevertheless, the Federal Heserve, st the opening of
trading on Monday, August 21, immediately proceeded to run up the rates on
short-ters securities -- that is, sark dowa the prices of these issues =- %o
levels wholly inconsistemt with the rate on the refunding offering of the Treasury.

There has been & great deal of emphasis on the faet that the Federal
Reserve had to purchase a large portion of the maturing issues iz the HSepiewber-
October refunding operation ip order to prevent the Treasury from having to
pay off almost the entire meturities iz cash. V¥hat has never been made clear
is that this so-called "support” would mot have been reguired if the Federul
Reserve had not changed the market om the first treding day after the financing
announcement. The refunding issues were priced in line with the msrket, as
1 have said; and the marzet would have responded to the refunding operation
satisfactorily, if the Federal Reserve had rot immediately changed the market
pattern of yields on outastanding securities. The Upen Market Committee
accomplished this by lowering the prices at which it sold Goversment securities
from its portfolic, therbby giving purchesers a& higher rate of return than

they would receive on the nev issues offered dy the Covermment.
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Obviously, most of the holders of the refunded issues d4id not choose
to exchang® them for the new {ssues, A great many of them 4id their own
refunding through the process of selling the maturing issues to the Federal
Reserve System and duying back outstanding issues which wers more favorably
priced, Most of the remaining holders either sold their securities to the
Federal Reserve and retained the cash, or turned in the maturing issues to
the Tressury for cesh., Less thea 6 percent of the refunded issues were
exchanged for the new issues by private holders. It 1= obvious, vhen one
looks st the exchange experience, that the actions of the Federal Feserve
ia raising interest rates on Govermment securities made the refunding operation
a failure.

I have noted that the September-Octcober refunding wes spproved by the
President before its snnouncement. Vhen {t became apparent that the asctions
of the Pederal Reserve System were threateming to cause a failure in the
refunding operstion, President Trumen -« personally and by letter -« reguested
Chairman MeCabe t0 see that the actions of the Federal Reserve Cystem vere
consistent vith mainteining confidence in the credit of the United “tates
and stability in the Covermment security merket., The President was sssured
thet this would be done. In the weeks thet followed, nevertheless, the
Federsl Teserve contizued to push up reatee on Govermment securities.

¥hile these events were taking place, 1t was necessary for the Treasury
to undertake another refunding offering. The terms of the refunding of
#8 villion of certificates of indebtedneecs and bonds maturing in December
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1950 and Jenuary 1951 were smnounced on November 22, Recause of the sctione
of the Pederal Reserve in the i{atervening period, 2 bigher interest rate hed
to be offered than in August in order to price the new fssue in line with the
market. Holders of the December-January maturing issues were, accordingly,
offered S-year Treasury notes drawing interest at the rate of 1.3/h perceat
per year., The nev issue was in accord vith the Federal Peserve recommenda-
tion; and Mr. MeCsbe assured me of the full cooperation of the System in the
refunding operstion.

The aanouncement was made on November 22, The following day was
Thanksgiving: so that Priday, November 2k, was the first trading dsy after
the sancuncement was made., On thet day, the Pederal Feserve permitted the
market to go off sharply; and further unsettled wmarket pesychology by dropping
the price on the Vietory Loan 2.1/2's by 2/32 during the day., This latter
action was of perticular significance because this issue is the bellwether
of the long-term bond market. ‘

As a result of the coantinued uncertsinty with respect to the price and
yield cutlook ereated in the winds of Covermment security owmers, the exchange
experience {n the DecembereJanuary M operation -- while considersbly
improved over September<October -- wes still far from gstisfsctory. Only
slmdmmmutmmwuummumwm@u
holders for the new issues. Moreover, the cash redemption experience was
only slightly better then in September-October, Cash redemptions amounted
to 14-1/2 percent of the total of the maturing issues; in the previous opera-
tion they hed amounted to 17-1/2 percent. This compares with an aversge on
offerings of this type of a little over 5 percent in recent years.
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In addition to unsettling the Government security market by starp
mark-downs in the prices of ocutstamding Covermment issues, the Federal Reserve
System coptinuously imstigated rumors of further increases of rates on Government
securities. This type of thing led to further doubt and confusion as to
vhere the Federal Reserve Cystem intended to take the Covernment market.

This "planned confusion,” as it was called by ope market commentator,
wvas gsupposed to make banks hold om to their Government securities and refrain
from expanding loans. Vhat actually happened was entirely different. There
was 50 much confusion and unsettlement in the market that investors were
restrained hy fear from holding on to Government securities. As & result, the
Federal FReserve portfolio of GCovernsent securities increased Ly nearly
$2-1/2 billion between June 30 and December 31 -- the cpposite of the effect
the Federal Reserve actions were intended to have.

Although there was some pressure op the long end of the Government market,
the events which I have Just deseribed affected primarily the short- and medium-
term issues of Govermment securities, However, early in January, Mr. ¥McCabe
and Mr. Sproul -- President of the Federal Reserve Bank of New York -- outlimed
te me a program which would involve a complete reorientation of debt nwtw
policy. They proposed a program of further inecreases in interest rates,
particulariy in the long-term area. They also wanted me to put higher interest
rates on savings bonds. It seemed to me, under these cireumstances, that the
time had come to settle for the duration of the emergency the matter of the
rate on long-term Government bonds, Accordingly, I met with the President and
Chairman McCabe to discuss the entire deferse fipancing program. At this

time it was agreed that market stability was essential and that, therefore,
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the 2-1/2 nercent rate on long-term Government bonds should be meintsined and
thet refunding and new-money izsues should be finamced within the pattern of
that rate. This wes immedistely prier te the speech which I made on JM 1=,
before the Hew York Board of Trade, announcing this veliey.

As you all know, offieinls of the Federal Reserve System have publicly
attacked this policy, despite the fact that Chalmsn MeCabe had agreed to it
before 1ts snnouncement. “articularly Mr. Soroul and Mr., Heelee have atrongly
eriticized the amnnounced nrogram. Moreover, subsequent to the announcement,
the Federal Feserve System contimued to »ut pressure on the long-term bond
market. On Januwary 29, the Onen Market Committee asgein reduced ite dbuying
price on Victory Loan 2-1/2's. It was st this juncture that President Trumen
asked the Open Market Committes to meet with him, =0 that he could impress
upon the Committee the mneed for stability in the Government bond market and
confidence in the credit of the United Ststes; and request that they govern
their sctions secordingly. You all know the results of this meeting.

For a full understandiag of the program which has beem pursued by the
Federal Reserve sgince lsst Juass, it is important to note the source of the
Yederal Reserve's power,

in an aet pessed during the first session of the first Congress of the
United States, the lecrsetary of the Treasury was given full responsibility for
the conduet of the Wation's finances. This responsibility has remsined with
hin since that time. The instruments which ensble the Federal Reaserve System
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to sssume this responsibility itself and to dictete the financial policies
of the Goverament have fallen into its hands aceidentally. They are the
direct result of the great changes in ocur economy and in our financisl 1ife
brought about by the increase in the public debt -- with an sccompenying
increase in the Goverument security holdings of the Federal Reserve System.

In 1913, vhen the Pedersl Reserve System was estsblished, it was given
peraission by law to carry on transactions in the financial markets., This
permission vas thought of as san incidental part of its discount fumetions --
namely, as an incidental part of credit operstions carried on between the
banks and their own mesbers., There was no thought and no possibility at that
time that market operations could influence to any eppreciadble extent the
finencial policies of the Qovermment,

For many years, such market transsctions as were carried on by the
System were conducted by informal groups or committees. In the wmiddle Thirties,
however, vhen the last major revision of the Pederal Reserve Act took place,
an agency for csrrying on market transactions was esteblished by law and was
given full statutory suthority to conduct &ll of the open market soperations
ef the Bystem. This agency was designated the Open Market Committee of the
Pederal Reserve System. It was made up of the seven Covernmors of the System,
together with five of the presidents of the Meserve Benks, At thet time -« as
in 1913 -« there was no recognition that conditions might develop which would
glve this Committes the powers it now has to dominaste the finsncial merkets
aad to dictate the financial policies of the Govermment,

Between 1935 and the present time, the Federal debt has grown from
£33 billion to over $250 billion. The Govermment security holdings of the

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



CONFIDEN AL
-18 -

Federal Reserve System have grown frowm about $2-1/2 biliiem to over $20 bil-
lion. Because the public dedt is widely distributed among institutiomal,
business, and individual ownere throughout the Sation, the Open Market
Committee need use only a small pert of its current holdings to change the
interest rates and establish any price level it chooses for the marketable
securities of the Federal Government. Decause of the sisze of the public
dedt, this action in turn has the effect of & depth charge. It sets up
repercussions which are felt throughout the entire economy.

As 1 have alreedy emphasized, powers of this megnitude, if eXercised
vithout regard to the public imterest, hold the possibility of irretrievabdly
damaging the credit of the Govermment. They hold the possibility of driving
nonbank investors cut of the Covermment security market and foroing the
Government to finance its needs by imcreasing resort to the bamks <~ the
most inflationmary type of financing which it would be possible to devise,
I am certain that the Congress and the Fation will net wish to delay lomger
in removing the possidility of such a dangercus development during this
eritical period in the Netion's hiatery.

I hope that I have succeeded today in dispelling the thought that
there is any mystery asbout the steps vhich we must take if we are to finance
our defense noeds without harm to the economy. The problem is clesyr. Cur
course is plain., Let us now do away with futile theory and conjdeturs.
Let us get om with our great task of building up ocur defenses by utilizing
in full measure the strength, the vitality, snd the power for growth of the
Americen economy and the American finsacisl system.
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